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CHAPTER 1

SUMMARY OF PART III

I. Introduction

A. 1211LALLIMLLLLi2t1
The purpose of this chapter is to prCiVide a brief

overview of the research conducted on the VEA fical require-

ments in the four states in our sample.

This chapter is divided into three sections. This

-introductory section (I) prOvides an overview of the VEA

legal famework and the major substantive fiscal issues

raised bythe fiscal.3provisions and outlines the organization

of these issues in chapters 2 through 5 of this part.

Sedtion II of this chapter contains a glossary of the

'basic terms used in report, including essential statu-

tory; school finance and technical formula terms. Section

$ III summarizes our major findings, conclusions and recommends-

Lions with respect to the fiscal issues.

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

:-ThiS part of the report examines the clarity, consistency
.

arid adequaciof the VEA fiscal requirements. Six statutory

provisions are examined in this part.

Three ofrthe statutory proviiions'govern the distribu-

tion of Federal VEA from the state to loco. recipients:
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11,51

(1) the application approval priorities,
which require that states give Oiority

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 either
low-incoie families or individuals (for
LEAs)'oi4 higher cost students (for other

eligible lIcipients);

(3) the additional priorities whiCh states in

funding certain programe to give to

applicants (i.e., applicants which have

high dropout, youth unemployment, or are

located in economically depressed areas).

The application approval criteria and fund distribution

factors were added to th-% VEA fiscal requirements through

the 1976 .a.riendm.:nts. The Senate proposed these application

approval priority criteria with the expectation that they

would assist states to equalize educational opportunity, to

focus on high need recipients and programs, and to make

hard choices among
competing-applicants for scarce Federal

funds. These application approval priorities of the Senate

bill were included in the final bill verbatim as section

106(a)(5)(A).

The House proposed the mandatory funds distribution

factors to give greater specificity to existing congressional

concern to provide more funds to the school'districts and

agencies "most in financial need of these funds." The House

sought to remedy the situation found in 1975,in which

"states are not following the intention of the legislation"

with respect to the equalization function of Federal funds.

These factors were included verbatim in the Act as section

106(a)(5)(B)(i).

1
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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 rocaL
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 maintenance
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 were 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 iscal requirements, we found them to remain a,central

focus for much "of the`controversy over the VEA. Our research

into sthe Federal interpretations and state implementation

of these fiScal requirements has identified specific features

of the VEA legal framework that have caused problems,

frustrating the achievement of the goals of the VEA.'
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We have identified four, major issues:

(1) whether %he 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' gc:.11s of equa-
lizing the availability of vocational
education resources among recipients
can be realiied;

(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.
V,.

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" priority 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".

o

- 1 s
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A

Chapter 3 evaluates the Federal legal framework's

required "funds distribution factors": relative financial

ability and low income/higher cost students. This chapter

evaluates the adequacy 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 congressional 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 framework, which permits applicants to combine,

application approval and funds distribution requirements in a

unified formula (the "one-step'"processg) or to separate

these provisions into an application review stage and a funds

distribution stage (the "two-step process")' is evaluated with

reference to the diverse funding formulas, mechanisms and methods

employed by states.*

Ch,,pter 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

1
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use of VEA funds so as to supplement and not supplant are

described and analyzed.

II. G3'ssary of Fiscal Terminology

This part utilizes a number of terms which may be

unfamiliar to lay readers, or which dray 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) terms 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 abbreviated

form to discuss the statutory fiscal requirements.

_,EAb3..i.onAbrOvateria: The VEA, as amended

in 1976, requires that states give priority to applicants on

the basis of two criteria described in the statute. Sec.,

106(a)(5)(A) Sf. the VEA (20 U.S.C. 2306(a)(54-(A)).

Funds Distribution Factors: The VEA, as amended in 1976,

requires that states distribute VEA funds on the basis of

social, economic and demographic factors and prescribes the

two most important factors. Sec. 106(a1(5)(B)(i) ofthe VEA

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

Uniform Percentage Match: This is a method of distributing

funds to recipients, which gives to each recipient an amount
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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 prohibited by the VEA. Sec.

106(a)(5)(B)(ii) of the VEA of 1976 (20 U.S.C. 2306(a)(5)

(B)(ii)).

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-

bution is prohibited by the VEA. Sec. 106(a)(5)(B)(ii) of

the VEA (20 U.S.C. 2306(a)(5)(B)(ii)).

Local Educational Agency (LEA): A board of eduction or

other legally constituted local school authority having

administrative control and direction of public elementary or

secondary schools in a city, coun',:y, township, school district,

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 Schools (AVTS') (also ca11 e-3 area

vocational education 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- A,

viding vocational education in no less
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 vocational school used
exclusively or principally for the pro-
vision of vocational education t, persons
who have completed or left high school and
who are available for study in preparation
forentering the labor market, or
(D) the department,or division of a junior
college or community 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 em7
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 admit as regular students both persons
who have completed high school and persons
who have left high school. Sec. 195(2) of the
VEA (20 U.S.C. 2461(2)).

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

or other agency or officer primarily responsible for the State

supervision of public elementary or secondary schools, or,

if there is 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 .01der, who have

graduated from or eft elementary or secondary school. Sec.

195(12) of theEA (20 U.S.C. 2461(12)).

Eligible Recipient: Under the VEA, local educational agencies

and post-secondary educational institutions are eligible to

o
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receive VEA funds through the staters distribution process.

Sec. 195(13)of the VEA (2.0 U.S.C. 2461(13)).

Low - Income Family or Individual: Families or individugls

who are determined to be low-income according to the latest

available data from the Department of Commerce. Sec. 195

(17) of the VEA (20 U.S.C. 2461(17)). This statutory

definition has been broadened ley ED interpretation because

of problems discussed in Chapter 3.

Cooperative Education: A program of vocational education for

persons who, through written cooperative arrangements between

the school and employers, receive instruction including

required academic courses and related 7ocational 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 school attendance may be on

alternate half days, full days, weeks, or other periods of

time in fulfilling the cooperative program. Sec. 195(18)

of the VEA (20 U.S.C. 2461(18)).

Matching: This refers to a requirement that the state or a

recipient contribute a set amount or percentage of their on

funds in.order to receive Federal funds.

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.

21
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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 Feder?'

funds.

Economically Depressed Area: This has two meanings in the

VEA legal framework: (1) one of the priority criteria states

are to use for approving applications (Sec. 106(a)(5)(A) of

the VEA (20 U.S.C. 2306(a)(5)(A))-and (2) a composite

measure of.economic indicators compiled by the Department of

Commerce. ,

AFDC: (Aid to Families with Dependent Children) The Federal

welfare funds passed through states to provide funds to low-

income families. The numbe'r of such families is used as a

proxy for low-income.

Relative Financial Ability (RFA): One of two funds distri=

bution factors specified in the VEA which is measured by

property wealth or total tax effort per capita. Sec. 106

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

Property Wealth: A ratio which expresses the relationship

between the taxable local property (available for education

financing urpoes) and the number of persons or students in

a school district or post-secondary institution. This is one

of the two measures of "relative financial ability" permitted

by ED, discussed in Chapter 3.

Higher Cost Students: One of the two funds distribution

factors applicable to other eligible recipients which measures

22



the concentration of children served in the institution

whose education imposes higher than average cost Sec 106

(a)(5)(B)(i) of the VEA (20 U.S.C. 2306(a)(5)(B)(i))'.

School Lunch count: This counts the number of children

eligible to receive free and reduced price lunches which are

subsidized by the Department of Agriculture. This is

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

Section 106(a)(5)(B)(i).

B. Formula Terms

Federal administrators have reqdired states to use a

kormul'a as the mechanism'for distributing funds among eligible

recipients. As noted in the introduction to ED's draft

funds distribution manuals, states use a va-iety of, often

complicated, formula devices to distribute VEA funds. Listed

below are terms used in this report 'to deScribe and analyze

tlese formulas.

,Weightings: Refers to the practice of multiplying a formula

factor by a whole number or a fraction to adjust the relative

effect of that factor in the formula; e.g.to take into

account the higher costs of educating certain students such

as handicapped or disadvantaged.

Ranking: A process 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

2 t)
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each factor and to combine factors having differ'ent raw

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

each recipient'es total factor scores into the amount of VEA.4

funds each recipient will receive. These can be either

continuous or discontinuous:

Continuous Scaling: A type 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 which converts

raw numbers into a different expression of its value which

does not retain the 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 J), is an

example of discontinuous scaling:

Scale Parameters: Legal standards governing the methods

used by states to scale formula factors. Examples of possible

parameters include a requirement that continuous scales

be used; or a requirement that ratio of lowest 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.

4
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Set-Aside: A set-aside iS a specified portion of a total

amount of funds that an applicant must agree to'use for aj

certain purpose or in a certain manner. Unlike the furri4g

pool, the set-aside is mandLcory 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

for national priority purposes (i.e., handicapped, disadir

vantaged and post-secondary students).

Direct Allocation Method: A method of funding under which

fund distribution factors direbtly determine the amount of

VEA funds an applicant is entitled to receive under an

approved application.

Percentage Reimbursement Method: A method of distributing

funds to recipients which gives to each recipient an amount

of VEA funds equal to the product of a variable percentage

times a recipient's actual expenditures for vocational educa-

.or a particular vocational service or cost element,

>
e.g., teachers salaries, equipment. This method is used

both to calculate a direct entitlement for.recipients and in

conjunction'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

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

Project Method: spk method of funding under which approved

applicants or eligible recipients are ranked based on fund

distribution factors and applicants are funded in the order

of ,t,he ranking.

2-
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. ,

/ADA: Abbreviation for the average number of' pupils in dal]y .

attendance.

ADM: Abbreviation for the average daily membership which is

the average number of pupils enrolled in a school district.

Full Time Equivalents: 'A method of counting full-time and

part-time students whicn avoids "overcounting" part-time

students. Units, such as course contact hours or pdpil

4. minutes, are counted and converted tO the equivalent of a

full-time student. Full -time equivalent 'student measures

art used to compare more accurately the relative size of

vocational prdgrams among LEAs and institutions.

t. School Finance Terms

The 1976 Congress clearly indicated its concern that

Federal funds be used to equalize for disparate fisca]

abilities among rec,pients.. Congressvrequired that the

"relative financial ability" of recipients be one of the "two

most, important factors" inAistributing funds among recipient.

In describing how states have measured this term and in

analyzing the comprehensiveness of the Federal administrative

interpretations, we use terms which are commonly, used to

describe and analyze the public. school financing systems.

Equalization Formula Aid: 1Financial Assist nce given by

(s
higher level.government (i.e., state or Federal) to equalized

for the differing fiscal abilities of lower-level governments.

In general, equlization formula aid increases as ;the per-pupil

or per capita propkvty wealth of a school district decreases.-

2 6
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Categorical Programs: State or Federal aid that is desig-
,

pated for specific purposes or programs.

Flat Grant Program: Allocates an equal sum of dollars per

student to recipients.
t

Pupil-Weighted Systems,: An aid system in which pupils are

given.different Weights based on the estimated or assumed

costs ortheir.eduoAtional programs.

Local Schcaol Property Tax Rate: Usually the amount of proper -

ty tax dollars to'):21:e paid Per unit of assessed valuation of

property which is subjeOt to :the local school property tax.
..-

1

It'is often expreiSed 'as "mills" which indicates how many

, ..'

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

Equalization:' This term has numerous meanings applied to

.school ,finance depending on the group from whose perspective

.it is measured. Equity for children is typically measured

by inputs (i.e., resources available to children) but some

would also look to outputs (i.e., student scores, job

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.

-I
A
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III. Summar of Ma'or Findin s Conclusions' and Recommendations

o A. Chapter 2: Application Approval Priorities

1. Major Issues

We identified four major issues raised by the application

approval priorities and 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 -

'(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 applicable to each.

2. The Meaning of the'Sconomically Depressed Area" 'Provision

a. Major findings and conclusions -- The VEA requires

priority to be given to applibants which "are located in

economically depressed areas and areas with high rates of

unemployment, and are unable to provide the resources

necessary to meet the vocational education needs of those

areas without Federal assistance."

We found the meaning'of the economically depressed area

factor to be unclegr. Although this factor is,commonly

referred to as the "economically depressed areg" or "EDA

factor" the statute sets out three components: economically

depressed area, high unemployment, and inability 'to meet

28
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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

revenues for vocational 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) economically 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 researched 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, also unclear because neither the

statute nor ED has ever clarified what is meant by the term

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

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

4e)
1
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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 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 vocational education or ability to

pay and ED's pro'scription against EDA measures which result

in a "yes" or "nc" designation did not resolve these

problems.

b. Major recommendations -- We recommend that

Congress eliminate the EDA priority factor as currently

constituted. We suggest that if Congress wants to interrelate

vocational education and economic or labor market disparaties,

it adopt other specific mechanisms for ensuring the respon-

siveness of vocational education to areas experiencing

economic problems. It is clear that inclusion of a measure

of EDA as a factor in a funding formula is not an adequate

mechanism for satisfying this congressional objective so

long as1 the measures of EDA are for areas which are larger

than ,single recipients. Further, we recommend that the

Department of Commerce 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

30
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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 up-Ito-

date, also presents inadequate information on which to base'

funding decisions. 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 tot 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

concerns the meaning of "new programs." The VEA requires

states to give priority to applicants which "propose programs

which are new to the area to. be sr..rved and which are designed

to meet new and emerging manpower needs and job opportunities

in the area and, where relevant, in the States and the

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 programs" is a simple concept: an

applicant proposing a program which it has not previously

offered is clearly new. "New" can also mean innovatiie
It7-*

approaches, new cu,ricula 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
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opportunities." Some states use this expansion component

to justify funding new and replacing obsolete equipment (in an

existing program), or to expand 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 that this disadvantages small and fiscally disabled

applicants the VEA was intended to benefit.

ED's guidance as to the definition of new programs has

been inadequate to help states counter possible abuses in

applicant identification of "new" programs. States without

authority to approve and disapprove 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 duplication and abuse in labeling programs as

new.

32
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Finally, ED ha'S not offered any interpretational

guidance with respect to the duration of new program

funding. Even though a multi-year grant would be more bene-

ficial to the poorer recipients and enable them to absorb

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

program,_most_stat.es_do_not_make_multi=year_grants_for fear

of violating the funding requirements and incurring an audit

exception.

b. Major recommendations -- If Congress intends TEA

funds to be used to develop new vocational education

programs, we recommend that it clarify the term "new."

Although Congress may want to adopt ED's interpretation, which

includes new and expanding programs, we recommend that it

adopt a 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 the 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.
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4. The Meaning of "Give Priority"

a. Major findings and.conclusions We found these

application approval criteria io be inadequate because

they fail to describe how a state is .to give priority to

applicants proposing new programs or applicants located in

EDAs. The statute does not indicate what mechanisms are to be

used to give priority. Assuming a variety of mechanisms can be

used, ranging from funding pools to a one-step formula

factor, it does not indicate how priority is to be given

under these different mechanisms. And it leaves unanswered

--the-key itsue-bf-how-much-priority- must Se- given to-amili-

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) distinguishing between

giving priority under so-called "one-step" or "two- step"

processes, and (2) specifying how application approval

factors should function as factors in a formula.

Unfortunately this one-step/tw.)-step dichotomy failed

to ,take into account the key elements of the application

approyal and fund distribution methods actually used-by

states for VEA funds, thereby ignoring significant difrerences

among various methods. One general method of allocating VEA

funds is ,by applicant entitlement generated by a formula

where all approved applicants receive varying proportions

of the state VEA allocation. Another is the project appli-



1-23

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 purposes:

Although ED has approved the project method of funding,

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 priority for funding, but where

the amount of funds designated for that project statewide is

sufficient to fund all applicants. In this case all applicants

receive all the funds they apply for and the ranking is

simply an academic exercise. Such processes of manipulation

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 inade-

3 5'
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quate way "to give priority." These factors are inappro-

priate for. inclusion in any mathematically scaled funding

formula because they identify qualities that are inappro-

priate for quantifying on a continuous scale. They are

particularly inappropriate to include in one of ED's "one-step"

formulas with the more precise, scaleable funds distributioff

factors.

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, ho*ever,

has not provided guidance on the use of funding pools for

prioritizing purposes. States were unsure how pooli used fors,

one priority related to the other application approval

priority'br to the,funds distribution factors. These issues

will be analyzed in greater detail in section IV of this

chapter.

b. Major recommendations -- We recommend that Congress

clarify the meaning of giving priority to applicants by

specifying the options available to estates.

Specifically, Congress should consider requiring that

states either (1) establisICTunding pools for each priority

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

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

recipients to set a specified amount of funds aside for each

priority as a condition to receiving general VEA funds (i.e.,

set-asides).

,36
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5. Other Prioiity Factors

a. Major findings and conclusions -- We found the

terms "dropout" and '!youth unemployment," which are the basis

for the additional priorities for certain of the subpart ?

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 of youth unemployment because data on

youth unemployment; like adult unemployment, is reported for

areas broader than most recipients, 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 tl.e legal framework to be unclear about

L.4

'how these additional priority factors relate to the two

application approval priority factors or to the funding

formula requirement. ED did not provide clear and consistent

guidance as to how application approval priorfties and these

additional priorities are to be combined. For instance,

states were not sure whether the EDA factor for consumer

and homemaking (subpart 5) was the same as the application

approval riority, nor how they related. Nor was it clear

whether the youth unemployment concept applicable to work-

study, cooperative education and subpart 4 was to substitute

for, or was in addition to, the application approval priority

factors.

1) --q
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In the context of the general application priority

and fund distribution provisions-of the VEA, these

additional priorities for work- study, cooperative education,

and subparts 4 and 5, add a level of that appears

'unwarranted particularly since the general fun( distribution

factors for low-income persons is probably a reasonable

proxy for r-yOUth uneMprOYMettand-schb61 drbp-Ours-,:and'th"6

economically depressed area priority for consumer and

homemaking educatifOn is also applicable to the whole of

the VEA. Consequently, we see little to be gained by

continuing these separate priorities.

b. Major recommendations -- If Congress, however, intends

separate or additional priorities to be'given effect,, it

should clarify the mechanisms to be used to give the

additional priorities. We have concluded that including

these as additional factors in a formula fails to give these

much additional priority and dilutes the impact or the other

fund distribution factors. We suggest that Congress adopt a

prioritizing mechanism which parallels the mechanism we have

recommended for the application approval priority, i,e., the

use of set-asides ar,d funding pools; which would ensure that

a certain portion of VEA funds would be applied to each

priority use and distributed on the basis of a limited number

of factors.

With respect to the minimum percentage expenditure

(3370) of the subpart 5 funds consumer and hopemaking 'funds

in'economically depressed areas, we have concluded that

38
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the priority acaomplishes little. Under every EDA measure

created for the application approval priority which we

examined, more9than thirty-throe percent of.the recl!pierfts

qualified as economically depressed areas and received

priority treatment. This means that the consumer and

homemakirig funds can be and are distributed without concern

for targeting on any special areas. Congress must either

designate a measure which would identify fewer than the

minimum percentage, or increase the percentage to ebsure

that the priority has any meaning.

We-also recommend that Congress not require states to

use area cbncepts,such as youth unemployment,to prioritize

applicants for wopk-study, cooperative education, and subparts

4 and 5. Rather, we recommend that all priority measures

be recipient-specific, such as youth dropout.

B. Chapter 3: Funds Distribution,,Pactors

1. Major Issues -

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

most important factors", which states are tc use to determine

the distribution of VEA funds to local education agencies

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

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

of such agencies to meet the need foi vocational 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:

(1) ,"the relative financial ability of such recipients to

provide the resources necessary to initiate or maintain

3
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.,vocational education programs to meerthe needs of their

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

i

5students whom the serve whose educatiOn imposes higher than

average costs, suchas handicapped students, students from

law-hccome families, and students from febilies in which

English is not the dominant language."

We have
,
identified three issues raised by the fund

Acr
,

distribution tactot ion:

o WhrIether:!locag dudadon agency" and "otheregibe recipient" are suffibiently clear"
.afisi appropriate categories of, recipients
for making distinctions in"the distribution
of. VEA funds. s

o Whether ,the measures of relative financial
ability arL.stifficiently clear and comprehen-
sive to identify the most..needy LEAs and OERs.

S :

o Whether the "low- and higher-cost student'
measures are adequate to readily Identify LEAs.
and OERs most irk need of VEA funds.

2. The Use of LEA and OER as Separate Categories of
Recipients for Purposes of Funds Distrilmtion

a. Major findings and,conclusions -- There are sub-

stantik differences between school districts and post-
(

secondary institutions in legal structures, geographical

service patterns, and fundirig sources. The VEA definition o

LEA and OER, however, do not necessarily coincide with the

commonly accepted distinction between school districts, which

generally serve students through grade 12i and post-secondary

vocational education institutions, wh ,ich commonly are

community colleges and area vocational centers.

40
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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 requirements of

section 106(a) (5)(B)(i), which distinguish between LEAs and

OERs, appear responsive to real differences between school

districts and post-secondary institutions. But the breadth

of the general definition. of "LEA" has given states the

choice to treat post-secondary institutions as LEAs or as

OERs.

Because work-study and cooperative programs funded under

the VEA are limited to LEAs, some states have includ d' post-

secondary institutions as LEAs to qualify for these p ograms.

We express no opinion on whether these programs should

limited to school districts; however, the pres'sure to qualify

post-secondary institutions for work-study funding has resulted

in some states designating post-secondary institutions as

LEAs even though the fund distribution factors/for OERs are

generally more appropriate for thee allocationfof funds among

these post-secondary institutions.

b. Major recommendations' -- 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. RelatiN4 Financial Ability

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

4
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is the concept chosen by Congress to assure that LEAs and

OERs with the least fiscal ability within a state receive a

greater proportion of VEA funds. The statute dries not

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 ED's

interpretations of these terms have been at the same time

sketchy, overly rigid and inconsistent.

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 operational definition of local property wealth

have been riddled with inconsistencies. ED has taken a firm

position that property wealth is to.be measured per capita

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

capita" in the legislative history. This rigidity failed to

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 educational

finance system of a particular state.

42
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We identified four problems which have been created

by this legal 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 to measutes of RFA where local property wealth has

little effect on educational revenues and expenditures.

Third, it is unclear with respect to the treatment of post-

secondary institutions which do not re..eive local funds.

And, fourth, it does not require recipient-specific data

for measuring RFA.

b. Property wealth or tax rate definitions

(i) 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

convince ED that "exceptional circumstances" for using a per

pupil measure were p-esent. This requirement failed to take,

into account that population 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

among states in sources of local revenues for school districts

that should be taken into account in designing a measure of
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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

talc: 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 given the option

would remove ED rrom having to develop sufficient knowledge

wealth for RFA, and that each state be permitted to use the

r

general school aid formula, if it uses such a measure. This

and expertise to determine how to measure this concept in

each state.

same easure of relative financial ability as'it uses in its

of using either a per pupil or per capita Measure of property

44
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c. Effect of tax and revenue limitations

(i) Major findings and conclusions -- Another

issue which has created problems for the interpretation of

"relative financial ability"is how should this be cleaned

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 local revenue increases.

The argument has been made to ED that as a result of,

such limitations RFA should ro 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 a deterMinant of school district expenditures.

Tax limitations typically 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 effects

45
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of differing fiscal ability on school districts' expendi-

tures. And, in our opinion, the adoption of a tax limita-

tion 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 FIFA other than, the local tax base per capita or

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 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 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 major effect of using this

alternative measure will be to permit states to distribute
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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 the public schools.

(ii) Major recommendat.i.ons -- We recommend that

the alternative measure of RFA be permitted for those states

in which local revenues make up less than 25% of the total

revenues (less Federal funds) of school diStricts. We

recommend that the same standard also be appliedto other

eligible recipients.

To clarify this we suggest the following definition of

"financial ability":

"The term "financial ability" means the property
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 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 percan'tum 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.
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d. Post-secondary institutions with no local tax base'

(i) Mal or findings and conclusions -- Some post-

secondary institutions offering vocational, educatiori receive

no funds from local tax sources. Their revenues come primarily

from state taxes and tuition. ED has struggled, without

substantial success, to clarify how RFA should be applied to

such institutions. 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 for post-secondary institutions, including

those receiving little or no local tax revenues, but that

the measure of 11.FA be the institution's total revenues or

expenditures for current operating purposes (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 carried 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
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relative financial ability.

(ii) for, recommendations -- As described earlier

we recommend that states be given the options of using either

a per capita.or per pupil measure of local financial ability,

but that the legal framework require the measure to be

recipient-specific, whichever measure is used. In other

words, the data used to calculate RFA should be for individual

LEAs and OERs, not for broader areas. As discussed in

Chapter 2 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 who they serve whose education 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."

In our opinion, Congress chose wisely when it selected

these factors as complements to RFA. Low-income is an accepted

measure of the need for additional educational services, and

also can be considered a proxy measure for the capaqity of

. the local population to fund education.* Title I of theiESEA

(now chapter 1 of the Education Consolidation and ILprovement.



1-38

Act of 1981), for example, has 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 the latest

available data from the Department of Commerce is, however,

too 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 ten years out of date.

We found higher cost studen- served by OERs to be an

ap opriate indicator of need for additional VEA funds for
o

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

often draw 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 applied to OERs. Conse-

quently, we conclude that for OERs the student population of

the institution whose education impdses higher than average

costs is an appropriate measure of the relative need for

funds for vocational education.

ED failed to interpret how this fund distribution factor

should he measured. This has allowed states to use inaccurate

measures or mathematically eliminate the factor while

appearing to use it. It also allows OERs to define it to

suit their purposes. For example, although the statute

refers to "students whom COERs] serve whose education imposes

higher than average costs, ED has not required an assurance

or showing that such students receive higher cost programs.
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In addition, head counts 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 institution, e.g., by use of a full-time equivalency

measure.

b., Major recommendations -- We recommend that the

statute be amended to permit states to use the best, most

current, available data for individual LEAs on low-income,

including counts of children from low-income families; for

example:

o Low-Income Family or Individual

The term low-income "family or individual" means
families, individuali, children or students who
are determined to be low-income according to the
best, most current,.available data specific 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 precludes us from making a specific recommenda-

tion to address the problems we found. Rather, we would

recommend that they be further reviewed.

C. Cha ter 4: Methods and Mechanisms for
Distri ut ng Fun s

1. Major Issues

In Chapters 2 and 3 the clarity, consistency and

adequacy of the terms describing the application approval

priorities and funds distribution factors are analyzed.
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Chapter 4 describes and analyzes the methods and mechlnisms

r"rough which these application approval priorities and funds

distribution factors are given effect.

We Sound the legal framework relating to the methods and

mechanisms to raise three major issues:

(1) Is the requirement that a "formula" be used to
distribute VEA funds among recipienti appropriate

and its applicability clear;.

(2) Is the legal framework clear, consistent: and ade-

quate with respect to the design requirements for
this formula; and

(3) How is the formula to be applied to the various
uses of VEA funds?

The remainder of this section describes our findings,'

conclusions and recommendations.

2. Requirement of a-Formula

a. Hajar findings and conclusions -- The VEA itself doet

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

appendix accompanying the final regulations issued in 1977 in

which ED interpreted section 106(a)(5)-1-/of the 1976 amendments

to require states to use a formula to distribute VEA funds.

ED has interpreted the formula requirement to apply to

most VEA fund,,-,, including funds carried over from a previous

1 /Section 106(a)(5) includes the application approval priority

factors, funds distribution factors and prohibitions'on the

use of certain methods for the distribution of funds and a

particular funds distribution outcome.

St)
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year or reallocated in the same year. The formula is only

applicable to the distribution of Federal funds.*

We found that all the states in our study used formulas

to distribute VEA funds to recipients. These formulas used

tIT4e different methods of distributing funds:

(1) the percentage reimbUrseMent method;

(2) the direct allocation method; and

(3) the project method.

Three of the states use their formulas to determine, for

distribution of at least 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, equipment.

,Where this percentage reimbursement method is used, the percen-

tage of costs remaining after the Federal percentage is

calculated must be borne by the recipient from local and state

fung. One state that has a specific categorical state aid'

program for vocational education coordinateds6ne of these with

the percentage reimbursement calculation.

The one state that does not use the percentage reimbursement

method uses its, formula to calculate a direct allocation of VEA

funds to each recipient. What vercentage this represents of

total funds for vocational education, for a vocational education

trogram, or for a particular cost element, is irrelevant to

the workings of the formula. Other states in our study also
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allocate VEA funds for some uses «s a precise dollar,trunt

without reference to a percentage reimbursement (in addition

to using the percentage reimbursement method for other uses).

Three of the four states used the formula with a project

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

method, appioved applications are ranked based on fund

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 formulas

.variables.

,
ED has consistently interpreted the VEA to require states

to use a "formula" to distribute VEA funds among applicants

approved for funding.. It is our conclusion that this inter-

pretation is correct. A formula, Troperly constructed, is

necessary to ensure that the statutory objective of "equalization

of educational opportunity," particularly for recipients having

below-avdtage figan.i.al ability and above-average concentrations

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 ,:hose results are based on

arithmetically related variables and are both predictable and
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replicable. Although in this regard a formula is an "objective"

mechanism for distributing funds, the mere existence of a

formula does not prebrdain any particular result. The outcome

of a formula is determined by such 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.

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.

3. General Formula Design Requirements

a. General findings and conclusions -- The statute

specifies that 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 applications" (application approva.

priorities). The "factors" for LEAs and O'ERs specified in

subsection 106(a)('5)(B)(i) are to be used as the basis for

"determining the amount of funds available" to "applicants

approved for funding" (fund d. .tri tion factors).

5
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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

according 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 by applying the funds distribution factors (relative

financial ability and low-income persons/higher-cost students).

In the one-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 appli-

cants and allocate VEA funds based on each recipient's total

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 to

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 process,jand the application

priority factors must individually be given lesser weight.
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The statute 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 two

most important fund distribution factors and the application

priority factors (included by ED interpretation), there has

been no 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 VEA funds "among eligible

recipients within the state on the basis of per capita enrollment."

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

Gbjectives that VEA funds distribution requirements were

intended to further. In addition, the statute.and ED's inter-

pretations do not establish a legal frameWork sufficient to
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address all of the issues that are essential for designing a

VEA funds distribution formula.

Specifically, we identified fnitr 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;

(3) The relationship of the factors to each 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 recommendations which 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 substaLLL.Ial flexibility in addressing

particular vocational educational needs.

b. The numbers and types 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 requite 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 low-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 of 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 depreped 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

priorities are used to select applicants 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).
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In this case the formula is not confused by inclusion of appli-

cation approval criteria.

Consequently, we recommend that Congress clarify that the

application approval priorities of section 106(a)(5)(A) may not

be used asfund 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 of arty 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.

6 0
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This recommendation will not decrease state flexibility

in th2 use of funds; indeed in conjunction with other

7 recommendations, states will have greater flexibility. This

recommendation must be read in conjunction with other recom-

mendations contained in this report, i.e., that stens be

permitted to use measures of 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 need for vocational educational services,

equipment 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 represented 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

41
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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 scaling of factors,

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

issues states have had to resolve in structue.ng their VEA

formulas is how 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 cowpare applicants on that factor and (2)

to combine with o_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 variance between factors.

Discontinuous scaling converts raw numbers into a different

expression of its value which does 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.



1-51

First, we recommend that continuous scales be required.

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.

We specifically recommend 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

parameters'could,be selected which would ensure substantial,

although not complete, proportionality between factors and

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 formulas 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 factors,

we recommend that parameters similar to those for the individual

factor scales operate to govern their combination. A para-

meter on factor combination is needed because the simple

addition of a constant value to the factor totals can render

the individual factors largely irrelevant. Consequently, we

recommend that Congress add a parameter on the ratio of factor

difference when both fund distribution factors are combined. A

possible parameter is 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 given greater importance than others

i. Major findings and conclusions -- As described

in the legal framework,ED has determined that the two funds

dLstribution factors must receive greater weight than an7

other formula factors.

We found that in reponse states have developed different

systems of weighting formula factors, i.e., multiplying a

formula factcr by a whole number or a fraction. to adjust the

relative effect of that factor in the formula. When numerous

factors aye -Icluded 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 factors.

ii. Major recommendations The problems of

relating factors to each other and of determining their

relative importanCehave arisen largely from the inapprO-

%

priate inclusion of application 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 relative weight to

give specific factors. However; if Congress.continuesto.

permit additional factors, the weighting ptoblein would be

addressed, in part, by'the ratio parameter's for the formula

factors as described in the preceding section,

64
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e. The use of scales to determine VEA funding amounts

i. Major findings and conclusions -- As described
%

in subsection (c) above, states must decide how to scale each

formula factor to account for the variations among recipients.

In addition, 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 receive, after fund distribution factor

amounts hive been calculated and compared, can be the most

important step in a formula. Inappropriate decisions 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 been largely

ignored by ED's interpretations. We also found that in some

states formulas had been designed, intentionally or uninten-

tionally, in a way that circumvented these objectives and, in

operation. would of mathematical` necessity tend to allocate

VEA funds in a manner that is close to a flat 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 not use a variable reimbursement percentage or local

6 5
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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 fcr these formulas

were calculated,the amounts of VEA funds allocated tended to

be proportional to these totals. This is not, however,

inherent in direct allocation formulas. If opportunities for

reducing the degree of variation through formula selection

and scaling are closed off, some states may seek to create

scales t .kat reduce the proportionality of factor 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
r.

precision to the VEA requirements prohibiting 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

funds recipients are to receive.

To ensure that VEA funds are allocated to 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 calculated on the individual

fund distribution factors, but rather would be determined by

comparing the formu]a total of the eligible 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 totalswould-establish

the minimum ratio of variation 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

reimbursement (in the case of a percentage method)..
0

We also recommend that states be permitted to override

1 the allocation amount determined by .the general formula On

thebasis of (1) objective criteria of specific need for the

vocational education that indicate that an eligible recipient

-has a greater need for_the vocational education program or,
,

.

service Being funded ;ba 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 ge,

a. Legal framework

required and permitted.

The VEA has two kinds of uses:

RequirLi uses, in turn, are of twc

types. One type of required use results from Cdngress

establishing a separate authorization or appropriation forP

13:'

ler
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a particular purpose, e.g., Subpart 4,(Special Programs for

the Disadvantaged), Subpart 5Consumer and Homemaking'

Education). e other type of required use results from

Congress spec]. ying that a certain percentage of state's

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

,

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

and 20% for disadvantaged persons. Thdse percentage require-
.

ments are commonly called "set- asides."

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

'for other VEA funds in allocating funds for these uses. For

example, the section 121 work-study and the . .ction 122

cooperatiV6 vocational educaticn programs require a preference

N or p'iority be given for the factors'of school dropouts and

youth unemploxment. These are considered permissive uses

because the VEA does not require states to use their VEA

fundst Lese purposes. The second type of permissive use

is distingu. hable froM Ebe_first by not being subject to any

.

fund-distribution priorities or factdrs in addi/5iRn to the

\
genetal requirements of Section 106(a)(5). Most of the uses

of Subpart 2 Basic Grant Funds, other than work-study and

cooperative education programs, are his category.

We found that states used a:variety of methods and

mechanisms to distribute VEA funds among the various permitted



1-57

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.

b. Funding pools and set- asides

i. Major findiags and conclusions -- Funding pools

are separate portions of the total fund of money for which

applicants separately apply. Most of the states in our

sample use these to encourage recipients to tic. 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 certain 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.

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.
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ii. Major recommendations -- We recommend that the

use of funding, pools and set-asides in the VEA,be

Of particular importance is the need to clarify that the

application approval priorities /can be met only by eatablishing

funding pools or set-asides which designate a specific amount

of funds for these priorities and cannot be met by including

them as factors in a formula.

c. The project method of funding-

i. 2,1ajor findings and conclusions -- The project

method'of funding is typically used to allocate VEA funds to

particular uses.---
2 /

Under the project meth d, recipients typically propose

their own funding levels and the VEA fund distribution factors

are used to tank applicants\for funding. Generally, applicants

are funded in the order of their rank, and the amount of VEA

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.

Section of Chapter 3 focuses on the other two methods
of distributing funds: the dire t allocation method and
the percentage reimbursement met od. The direct allocation
method calculates a specific amo nt of VEA funds an appli-
can is eligible to receive. In dontrast, the percentage
reimbursement method determines a,variable percentage of
specified vocational education cots which Federal funds
(or the local match) will pay fora
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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 provisions

apply to projects. It is clear that they apply from both 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 applicants are to be funded under the

project. Second, although a variable percentage reimbursement

is often used in project funding, ED 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 meaningful way.

The first alternative for ensuring that states use the

fund distribution factors in project funding is to require a

cut-off at a specific point 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 planning entitlement for each potential applicant,

which is the basis for applicants submitting project proposals

to the state.3/

2 /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.
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In addition, we recommend that the formula override provi-

sions recommended for the direct allocation and percentage

reimbursement methods of furiding also apply as exceptions to the

above parameters on project funding. This provision permits

states to werride the application approval cut-off or the

variable allocation for projects based on objective criteria

of specific need for vocational education.-4-1

The second problem, which is the inconsequential variation

in percentage reimbursements under some of the projects we

reviewed, would be remedied by our recommendation that a

ratio parameter be placed on percentage reimbursements. As

described earlier, the i.atio parameter would require that the

variation'in VEA percentage reimbursements among recipients

not be less-thahthe ratio differences in recipients' total

if
factor scores./

D. Chapter 5: .other Fiscal Requirements

1. Major Issues

We i_dentified 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;

4/This override provision also encourages states to expand

access to vocational education and gives them greater flexi-

bility in meeting their particular needs in vocational

education.

fn
ti

(2) the requirements that states and recipients main-

tain
from non-Federal sources; and

tain their level of expenditures for vocational

.*4
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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 vocational education.

These requirements differ from the application approval

and funds distribution requirements discussed in chapters 2

through 4 of this parr 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 provision3 which require states to match the Federal VEA

allocation. Three of those provisions are analyzed in this

chapter:-1

. a dollar-for-dollar match of the total state

VEA allocation for the basic and program
improvement grants (subparts 2 and 3);

-LiThe other matching requirements are
discussed in different

charters. The match applicable to the national priority

programs is discussed in chapter 8. The match applicable

to the subpart 5 consumer and homemaking education programs

discussed in chapter 2.
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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 matchi g requirements on to

the recipients or to meet the match at th state level with

non-Federal funds.

In general, 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 to defeat other

important congressional objectives, such as assisting low-

wealth districts provide quality vo'cational 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 local

administration.

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

for-dollar state-wide match of VEA funds under subparts 2 and 3, we

recommend that this requirement be eliminated fran the VEA. We offer no

recommendations concerning the matching of Federal funds used

for administrative purposes, but me,-ely describe state officials'

general observations that these requirements help to ensure that
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state and local officials and legislative bodies have a stake

in the Federal vocational education program.

3. The VEA Maintenance of Effort Requirements

a. Major findings and conclusions -- The VEA contains

several maintenance 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 function under the VEA because

this requirement is met simply by aggregating the vocational

education expenditures from non-Federal sources made by

recipients 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

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

7,;
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direct funds to that use. States and ecipients 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-study expenditures.

In contrast, we found the recipient (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 previousry provided state and local

funds for vocational education.

b. Ma orrecominendations -- We recommend that the VEA

be'amended to eliminate the statelevel 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 sustain 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.

76
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We found this statutory language to be vague, and inadequate

to perfo;m its needed function in the Federal legal framework.

This requirement has been 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 di.sseminated.

We fr-and the nonsupplanting provision- to be inappropriate

at the local level. Because of recipient discretion to propose

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.

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

APPLICATION APPROVAL PRIORITIES

I. Introduction

A. Purpose and Organization of this Chapter

The VEA includes two primary provisionsthat govern
. -

the allocation of funds by the state to eligible recipients;

namely, the "application approval priorities" provision and

the "fund distribution" provision. This chapter anal)'z-;

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.?/

This chapter is divided into five sections. Section I

is the introduction, which includes an overview of the

Federal legal framework and major findings, conclusions

and recommendations. Section II analyzes the first of he

two application approval priorities; namely "thee

economically depressed area" priority. Section III analyzes

the second priority, i.e., the "r4w,program" priority. The

final section analyzes the relationship 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

./See Chapter 3.
2/See Chapter 4.

8
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recipi s. The application must: (1) be anniaal; (2) be

oped'inrconsultation with,representatives of 'area education and

trainihg tazgurces and the local advisory ouncil; (3) describe
A

,sr

2-2

M=INIrmmlimms.

. ^

the needs for vocational'education and how previous evalua-

tion results have affected tha proposed program; (4) describe

the relationship between CETA manpower programs and proposed

program activities; and (5) describe how locally and state-

Zundedvocational education programs relate to the applicant's

proliosal. 3/

The Federal framework prescribes application review

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

to give `priority "in cosiderIng the approval of such

applliations.
4/-- The two criteria to be used in prioritizing

applicants are:

(1) whether. the applicant is located in an
economically depressed 'area and an area with

a high rate of unem_loyment and is unable to
meet the vocational education needs without
Federal assistance ( DA factor), and

(2-) whether the applicant is proposing programs
new to the area to be served, desig:ted to
meet new and emerging manpower .seeds and job

opportunities in the area (and, where relevant,

in the State and Nation)(new programs factor).

,These application approval priorities were added in

1976 as part 'of the congressional attempt to piOvide greater

specificity to the VEA funding requirements. The Senate

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 dmices among competing applicants for scarce

,

ceF.106a7r4TOTTEe71EA (20 U.S.C. 23)5(a)(4))

u/oec. 106(a)(5) -of the VEA (20 U.3.C. 2335(a)(3)(A)).
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Federal funds.-5/ These application approval priorities of

the Senate bill were included in the final bill verbatim.-&-/

ED has, through regulations and policy directives,

interpreted the meaning of the first application approval

factor, economically depressed areas /(EDA). In the 1?77

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 unable

to provide the resources necessary..."-1/- ED sometimes

required or encourag d states to use both the unemployment

rate and a measure of inability to provide resources for

vocational education,for the EDA factor.--
8/ More recently

its interpretation has been that states may use unemployment

data as the sole measure of this provinion.--
9/

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 of a major expansion of

a program to meet unemployment needs."12/ (Emphasis added.)

177-s. Rep. No. 94-882 at 70.
6/H.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)(1) which describes the requirement for
the 5-year plan, uses the "which" construction referred
to above.

/-- See Final Report DSVPO Task Force on Federal Fund Distri-
EaTion Procedures, Jun.-2 1979 at 4; and DSVPO Program Memo

FY 81-5 , Feb. 11, 1981 at 4.

1 /DSVPO PrOgram Memorandum FY 81-5, Feb. 11, 1981 at 4.

10 /BORE/ DSVPO Draft Information Manual for Federal Vocational
Education 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 percent of the applicant's

total number of programs which are new; or (3) the actual

11/
number of new programs,prr osed by the applicant.-- ED

has interpreted the statute to preclude it from giving

greater clarity to the terms and has required states to

12
develop their own working definitions.

/

ED has required states to demonstrate in their annual

state application how they are including the application

approval prioritieS. ED permits states to use seemingly

different mechanisms to include these application approval

priorities. For example, ED has permitted states to devise

quantitative measures of new programs and economically

depressed areas and include them in an arithmetic equation

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

-L/DSVP0 Program Memorandum FY 81-5, Feb. 11, 1981 at 4. The

DSVIO Task.,Force suggested chat the most equitable way to

compute new programs was to calculate the dollar amount for
new programs,as a percentage of the recipient's total
annual budget, but accepted the use of the total number ui
new programs as a percentage of total recipient program.s.
It believed ED's third method (the number of new programs)

was inequitable. Final Report,DSVP0 Task Force on Federal
Fund Distribution Procedures, June, 1979 at 4. ED

originally adopted this recommendation. See BOAE/Do/P0
Draft Manual for Federal Fund Distribution procedures,
Sept. 1979 at 5;and Draft Information Manual for Federal
Vocational Education Fund Distribution Procedures, Dec.

1979 at 7.

=gBOAE/DSVP0 Draft Manual for Federal Vocational Education
Fund Distribution, Sept. 1979 at 3.

7
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formula method ").
1.3'

States may also use the application

approval priorities to establish cut-off points for eli-

gibility, applying the funds distribution factors to deter-

minemine funding amounts ("the two-step formula method").--

States are not required to use the same prioritizing

mechanism fOr each of the two application approval concepts.

For example, ED has permitted states to create new program

funding pools or set-asides, while including the economically

depressed area priority in a "one-step funding formula."

Additional priority factors are also specified in the

VEA. If a state decides to aistribute its VEA allocation for

either work-study or cooperative education programs, which in

1976 were converted fiom separate categorical programs to

permitted optional uses for basic VEA allocations, the VEA

requires these funds to be distributed so as to give priority

.--gED has not been either clear or consistent with respect to
these new program funding pools. Ed manuals list "new
programs" among the examples of optional funding pools, but
also require that "they must be distributed through the
required fund distribution procedures." OVAL /DSVP Program
Memo FY 81-5, Feb. 11, 1981 at 3. Some Federal Administrators
have permitted the new program pool to satisfy the_orioritv
requirement whereas one required that 1 state still use a neu
program measure in the funding formula.

ly
-- ED issued several policy manuals which indicated tha. the

application approve' priority provisicns could be incor-
porated either in a "one-step funding process" (in which
the funds distribution and the application approval factors
were applied at the same time) or in a "two-step funding
process" (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 Fund DistributF 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.
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to areas with high school dropouts and youth unemployment.

These a.ditional priorities were carried over from the pre-

existing legal framework when the VEA was amended in 197631/

Subpart 4, sh.ich 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 fdropouts.lg

Subpart 5 of the VEA retains another previous categori-

cal VEA program as a separate sub-allocation for consumer

1,
and homemaking education. 1'/ At least one-third of the funds

allocated for consumer ana homemaking education must be used

in economically depressed areas or areas with high rates of

unemployment.!!

J=5The VEA in 1968 included the work-study and cooperative
education methods as separate categorical funds. Sec.

171 aad 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." In

the 1976 amendments, the categorical funding for coopezi-

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(e) of the VEA (20 U.S.C. §2330(a)).

Sec. 121(b)(2) and 122(e) or the VEA (20 U.S.C. 23310-4(2)

and 2332(e).

12/The 1968 VEA authorized a separate appropriation
for consumer and homemaking education. States

were required to use "at least one-third [of the
fundsj...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." See. 161(d) of the VEA of 1963 as

amended by P.L. 90-576 (20 U.S.C. §1341(d)).

I8/ Sec. 150(d) of the VEA of 1976 (2C U.S.C. 23,80(d)).
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%
C. Major Findings, Conclusions and Recommendations

We identified four major issues raised by the applica-

tion approval priorities and thir federal legal framework:

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

(2) WI= is the meaning of the term "new programs";

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

(4) How do these application approval factors relate
to the other priority requirements for specific
pi'ograms 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 ,aiven to apPlicants

which "are located in economically depressed areas and areas

with high rates of unemployment, and are unable to provide

the resources necessary to meet the vocational education needs

of those areas without Federal assistance."12/

We found the meaning of the economically depressed area

factor to be unclear. Although this factor is commonly

referred to as the "economically depressed area" or "EDA

factor" the statute sets out three components: economically

19/ Sec. 106(a)(5)(A)(i) of the VEA (20 U.S.C. §2306(a)(5)(A)

(i)).

8 'a,
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depressed area, high unemployment, and inability to meet

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

revenues for vocational 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 lefinition, but rather created

a third option which consists of two alternative measures:

(1) economically depressed areas which-are un ble 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

only one of the three possible measures to satisfy the

btaLuta, whereat: h.pn regilired to combine at

r



least two of the three. possible measures. None of the states

we researched understood the meafiipg 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 also unclear because neither the

statute nor ED has ever clarified what is meant by the term

"area". Area could be a subpart withit 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 specific recipier.,l'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 vocational education or ability to

pay, and ED's proscription against EDA measures which result

in a "yes" or "no" 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.

8
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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 t) respond to the goal stated

in the Act of meeting "new and emerging manpower needs and job

opportunities."22 / Some states use this expansion component

to justify the purchase of new, or replacement of obsolete,

equipment (in an existing program), or *(;he expansion of facili-,

ties 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 programs.

ED has left the precise method of ranking applicants of new

prorams to the states, and limited its guidance to docribing

alternative measurement. Initially, ED permitted states to use

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

4/See BOAE/DSVPO Draft Manual for Federal Fund Distri-
ETEion Procedures. Sept. 1979 at 3.



2 -11

for new programs or the proportion of its programs which are new.

Despite taw warning from the DSVPO Task Force that the use

of the actual number of new programs would disadvantage,

small, economically disadvantaged districts unable to

initiate large numbers of new programs, ED has subsequently

added this as a third option. 22/

ED's guidance_as to the definition of new programs has

been inadequate to help states counter possible abuses in

apRlicant iden.cification of "new" programs. Some state

agencies, under state law, must approve vocational

education 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 uuplica-

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 dup)ication and labeling

of old programs as new to be a problem. States without

such a process indicated they accepted an applicant's d6sig-

natiun of a program as new, and were not in a position to

prevent duplication or relabeling.

Finally, ED has not offerea any guiaance with

respect to the duration of new program funding.

at '3.

2dFinal Report of the DSVPO Task Force on Federal Fund
Distribution Procedures, June 1979 at 4.
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Even though a multi-year grant wwild be more beneficial to

the poorer recipients and enable them to absorb gradually the

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

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

of violating funding requirements and incurring an audit

exception.

The-details on these new program issues are incluned

in section III of this chapter.

3. -Meaning-of !' 'Give-PriorityP

We found the application apprbval requirerent to be

inadequate because it fails to describe how a state is to

give priority to applicants proposing new programs or

applicants locAted in EDA's. The statute does not indicate

what application approval or fund distribution mechanisms

are to be used to gi4 priority. Assuming.a variety of mecha-

nisms can be used, ranging from separate funding pools to a one-

step,formula factor, it does not 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 riot addressed any of these issues in a clear,

consistent or comprehensive manner. ED's interpretations

have focused almost exclusively on (1) distinguishing

between giving priority under so-called "one-step" or "two-

step processes, and (2) specifying how application approval

factors should function as factors in a formula.
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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

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 varyir proportions

of the state VEA allocation. Another is the project appli-

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. Consequently, they ignore how'priorities

can be given under a project approach, or simply 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- purposes.

Although not reflected in formal interpretations, ED

has approved the project method of funding. However, its

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

bution factors) can be used under the projeCt method has

permittea states to incorporate these pzic,a:i-i considaiationc

in the prbject method'in suctc a way that they havevir'tually

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

example, when a state uses these priority considerations to

rank applicants to establish priority for funding, but where

the amount of funds designated for that pr0 oll,ct statewide is

33
,

2
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sufficient to fund all applicants. In this case all appli-

cants receive all the funds they apply for and the ranking

is simply an academic exercise. 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 "to give priority." These factors

are inappropriate"for inclusion in any mathematically

scaled funding formula because,they identify qualities that

are inappropriate for quantifying on a continuous scale.

They are particularly inappropriate to be included in ED's

"one-step" formulas with the more precise, scaleable funds

distribution factors.

In_contrast, we found funding pools for new progr2ms,

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

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

pools related!to EDA, the other applicant approval concept, or

the funds distribution factors. These issues will be

analyzed in greater detail in section IV of this chapter.

9
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4. Function of Other Priority Factors

We found the dropout and youth unemployment terms

which are the basis for the additional priorities for

certain_df the subpart 2 uses (i.e., work-study and

cooperative education) and subpart ,4 special programs for

the disadvantaged to be conceptually clear. However, states

experienceddifficulty applying. the concept of youth un-

employment because data on youth unemployment, like adult

unemployment, are reported for areas broader than most

recipients. ED his given no guidance on how to deal with

measures that are not recipient specific, e.g., use of

proxies or proration, and.states have experienced difficulty

combining such.measures with recipient-specific measures.

We also fOund the legal framework to be unclear

about how these additional priority factors relate to the

two application approval priority factors or to the funding

formula requirement. ED did not provide'clear and consistent

guidance as td,how application approval priorities and

,rthese additional priorities are to be combined. For

-9:tistance, states were not, sure whether the EDA factor in

the consumer a d homemaking allocation was the sameas-the EDA
1

application approval priority, or how they related. Nor
1

.s.

were they clear' whether the youth unemployment concept ap151i-
.

cable to work-study, cooperative education an subpart 4

as to substitljit for,,-or was in addition to, the ap on

.

approved. prior' factors.

2 I

4.7

f

7
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We recommend that Congress address these issues

and. clarifys the meanings and functions of the application

approval prioritypro-risions.

Specifically, we recommend,that Congress eliminate

the EDA priority factor currently_constituted. We

suggest that if CongressQwants to interrelate vocational

education and economic or laboriMark disparities, it

adop other 'speqlkic mechanisms for ensuring the respon-

sivOess of vocational education in areas e3periencing
ki

economic problems. It is clear that incluc4= of a

measure of EDA as a factor in a funding formals is not an

adequate mechanism for satisfying this congressional

ob3ective as long as the measure of EDA is fdr areas which

are larger than those served by individual recipients.

Further, we recommend that the Department of Commerce

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 arid fails to dis-

tinguish.among_reCipients that by any reasonable standard

are very different in to ms of economic_depression and

fiscal ability. Unemployment data, although more up-to-

date, also_presents inadequate information on which Lo be

funding decisions. These data are usually not specific to

the recipient's area and treat re,Apientrp, with differing

economic health the same. Such an inadequate measure should

not be part of a legal framework distributing funds among

recipients.
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If Congress intends VEA funds to be used to develop

new voca,tional education programs, we recommend that it

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

adopt 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 definitibns because

.the options vary with policy objectives sought. For

example, if Congress intends to improve access to quality

programs, it could do so by defining a new program priority

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

or "program demand" threshhold. If Congress wants to

encourage innovation in vocational training it could

adopt an "absolutely new" standard.

With regard to the third issue, th& meaning of

giving priority to applicants, we recommend that Congress

specify the options available to states and clarify the

meaning of this term.

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); (2) require

recipients to set a specified amount of funds asiue for each

priority as a condition to receiving general VEA funds (i.e.,

set-asides); or (3) require thatFthe priority criteria

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

a cut-off point).
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These options are analyzed, with some additional

clarifications in section IV of this chapter.

Our final recommendations concern the additional

priorities for areas with high youth unemployment and

school drdpouts applicable to certain uses under subpFt

2 (work-sttly and cooperative education) and subpart 4

(special programs for the disadvantaged) and subpart 5

(consumer and hdi education programs) the priority

for'economically depressed areas.

In the context of the general 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

unwarranted, particularly since the general fund distribu-

tion factor for low- income persons is probably a reasonable

proxy for youth unemployment and school 'dropouts, and the

economically depressed area priority for consumer and

homemaking education- is_also applicable to the whole of

the VEA. Consequently, we see little to be gained by

continuing these separate priorities.

If Congress,_howevery-intends separate or additional----
_
--

priorities to be given effect, it should clarify the mecha-

nisms to be used to give any additional priority intended.

We have concluded that including these as additional

factors in a formula fails to give much additional
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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 parullelS the mechanismwe,have

recommended for the application approval priority. The

use of set-asides, funding pools and cut-off points would

ensure that a certain portion of VEA funds would be

applied to each use and distributed with a limited number

of factors_

With respect to the minimum percentage expenditure

(33 l/3%) of the subpart 5 funds consumer and homemaking

funds in economically depressed areas, we have concluded that

the priority accomplishes little. Under every EDA measure

created for the EDA application approval priority which we,

examined, more than thirty -three percent of the recipients

qualified as economically depredsed areas and received

priority treatment. This means that the consumer and

homemaking funds can be and are distributed by states with-

out concern for targeting on any special areas. If Congress

intends an additional EDA priority for subpart 5, Congress

must either specify a gneraq.

identifies fewer than tre minimum 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

9'3
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subparts 4 and 5. Rather, we recommend that all priority

measures be recipient-specific 3/

t--C R r ,e, e c Sv cect ,

23/Although school dropout rates are recipient-specific, an
additional problem inheres in their use: in many states

dropout data on school districts are reputed to be
unreliable because of different methods of computation
used by school districts and the difficulty of accounting
for student transfers among schools within the same school

districts.
cs
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II. Priority for Economically Depressed Areas

A. Purpose and Organization

This section of the chapter analyzes the so-called

economically depressed area priority (EDA) one of the two

application approval factors. This priority concept raises

two related issues;

(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 hew priority is to be given to

EDA in the VEA legal framework.

B. Federal 'teg al Framework

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

prioritize among applicants on the basis of two factors. One

of the two factors is:

whether the applicant is loctted 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 called the EDA factor, became part

of the Federal legal framework in 1976 when the Senate added

EDA along with'new programs as priority factors for application

approval

ED's interpretation has been thlt stateVare to adopt

definitions and appropriate measures to meet this-require-

24/ment.-- In the October .977 regulations, ED substituted

24 iBOAE/DSVP0 Draft Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 3.

_1 0
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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

I 25/
with high.rates of unemployment....

I
,

Under ED's initial' interpretation, states were required

to include at least two measures of the EDA factor: (1)

high unemployment rates and (2) "inability to provide

resources for vocational programs."? ED prohibited

states from using the Department of Commerce EDA measure

27/
as the "sole factor." Subsequent policy statements

retained these two-measUres,referring to them as the

"recommended measurements for EDA, and "encouraged"

states not to use the DOC EDA measure. V At no point,

however, did ED provide guidance on how states should

measure "inability to meet vocational education needs" in

this priority. .47

ED has not allowed states to use the definition of EDA
r.

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

measure operates as a discontinuous rather than a continuous

measure. 2.91 In other words, the DOC measure gives a yes-

77--- 34 C.F.R..§104.182(c)(1).

2IBOAE/DSVP0 Draft Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 3.

2$ /See e. pr4ft Information Manual for Federal Vocational
Education Fund Distribution Procedures, Nov. 1979 at 4.

-1 0
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or-no response rather than a gradation of economic

depression. The DOCmeasure is a composite of several

economic indicators, including unemployment. Although

the DOC measure of EDA cannot be used alone, ED has

allowed it to be used in conjunction with other measures

of unemployment or need for vocational education funds

which yield numerical indicators of economic needs.-3-11

And at some points, ED's policy manuals have encouraged

the use of the EDA definitions and measures used in

"CETA"
31 /

More recently, ED hash 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 data.

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. We

have identified five issues relating to the definitionan.-------,

measurement of the economically depressed area concept:

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

(2) The definition and measurement of area;

.0This is documented in greater detail in chapter 4.

-3-v See Draft Information Manual, Nov. 1979 at 4.

TrThe state may wish to consider definitions used by

CETA or other programs.")
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(3) The definition and measure of EDA;

(4) The definition and measure of unemployment;
and

(5) Inability to provide vocational education
resources.

1. Relationship Among the Three EDA Concepts

The legal framework is unclear as to the definition

of the priority concept. The EDA application approval

priority consists 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 legal framework is

unclear about
)the relationship among these three concepts

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

sigdify three separate components to be.combined

numerically to obtain a "priority" measure. On the
0

other hand, the use of "areas" with reference to both

economic depression and unemployment suggests two types

of recipients both of which are qualified bY.their

inability to provide resources necessary for vocational

c rec." c ace. 4.4a- F 1t f! ka, a t L 2 r C< 00. t t .g 1
education. , is possibte t61.65.if the-ge` '18:g 'Otte

factor having three dependent components -- economically

depressed areas having high unemployment and an inability'

to provide resources.

ti

I 3

, 1 0
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- 1
Further confusion was created by the Similarity of the

7pplication approval factor "unable to meet the vocational

'education needs withoUt Federal assistance" and the fund

distibution factor "relati4e.financial ability." It was

unclear froth the statute whether ieparate consideration

must be given to these concepts at both the application

approval and fund distribution stages-or whether,, inclusion

of relative financial ability as a funds distribution factor

would. suffice.

Although ED provided an interpretation through the

regulations and policy guidelines that the priority wash

defined by at least two characteristics, unemployment and

inability to meet vocational education needs, it alio

contradicted that ifiterkbtation by permitting states to

use unemployment as'the.sole measure.
tb

`Currently, two of the fouf states we researched were

using county level unemployment as their sole EDA definition,

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

Both of the states using two factors combined an EDA actor
.0 a- 4. la 4 4. 4.a. a a a- 4% ----- a ai 4-a y r a.. at-a- a a . 'a

with county level unemployment rates. One state used the

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

measure of EDA. No state used the portion of the definition
F

-oncerning the inability of a recipient to meet vocational

education needs, aside from incorporatring a factor for re-

32/
lative financial ability in its distribution formula. We

.

32/ One state created a measure of "training needs" in its
first formula, using Department of Labor Statistics
on available jobs.

,...

I._

O

0
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afgreewfth dropVirig out inability to meet vocational edudat:t.on

ik

needs from. the EDA ddillcept.'-: ;ahe fund diS.tribut rf'.'factors
. .

-;
,

.

of relative - financial ability and low-income Capture much

of this "inability." Inclusion of the same concept as an .,

( .

application approval priority and a fund distribution'factor.

would make little sense.

2. The Concept of "Area"

Two of the three concepts in this application approval

priority refer to areas (i.e., economically depressed areas

and areas with high unemployment). Ilestatutory language

indicates that "area" is larger that simply that served by

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

depressed area." The statute provides nd.guidance on.how

)

large this area can be or what proportion of a state's total

area can be considered economically depressed or afftieted

with high unemployment.

The fact that an application approval criterion applies

to an area larger than a single recipient is not necessarily

a problem if the criterion is used only to determine which

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

used only to establish an eligibility'threshhold. Serious

problems, however, have arison,from ED's attempt to use area

criteria in funding formulas. 4e difference between the two

uses of criteria is significant. An eligibility criterion gener-

ally gives a "yes-or-neanswer, whereas, in co,itrast a fund.
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dfstribution factor gives a mathematical value which determines

the amount of funds'an appliCant will receive.1

Area criteria should not be.used as.fund distribution

2-27

factors because they may provide ira6Ciirat2 information about

individual recipients within the area. The machematic4.1

value of an area, criterion wilibe the average for the whole
.

area,'but recipients within thearea may be very different.

For example, in an.area'of high.unemployment, there may be

school districts whose residents are predominantly wealthy

and employed', and school districts whose residents are poor

and largely'unempXoyed.-

The use of an area megkire'as a criterion for eligibility

poses fewer prOblets because othert6riteria are used tot deter-
,

,mine the amount of funds each eligible recipient'will receive.

ED -ha§ rtut addressed the problem of using area concepts as

funds distribution, factors. The difficulties for states and the

anomalies foT VEA funding this has 'created are discussed

below. ,

3. The Term "Economically Depressed Area-/

The,definition and use of the application approval
t oLC t. i < . V% r l Y f I ;, 1.4,4

, priority for economically depressed area have created signi-

ficant problems. These problems arose because ED, by

13:-/For further disdussion, see section/ IV at p. 47.
/
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
to meet vocational education needs without federal assistance.

T
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'interpretation, sought to convert a concept that was appro-
.

t I4 4

priate only for, determining eligibility 'of applicants, into

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

applicants would receive- a

A numberofstates used the Department of Commerce

designation of economically depre sed area. This gave a

yes-or-no answer' Because of this fact ED discouraged its

use. As discussedabove,we find no,inherdnt problem in a

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

ED's oktective,, however, was to require \a'

measure of EDA that could be mathematically scaled in a funding

formula.

ED did not completely bar states from using. Department

of Commerce EDA designations. Rather, it recommended that

it b 'used only in conjunction with othermeasures.
35/

In several early policy statements, ED required that

36-/

at least two of the three measures must be included.--

Later model formulas from the DSVPO Task Force implied that

a measure of general unemplOyment could-be used alone for

EDA, and discouraged states from using the Department of

4t,77.7,,Commer.ce,cles.igA4W,1,9f,depressed areas, because it yields 'a

yes -no ideni:ification rather than a numerically s1eraleable

xesponbe.
) 7/
- One draft of ED's fund distributio manual

-- The Vocational Education Task Force recommend that ED

also not permit use of the Department of Commerce EDA data
source because it is outdated and relates to large areas.

3 See e.., DiscussionEanual, Suggested Procedures for Federdl

Fund Distribution, .June 1979 at 1.

11-/Final Report,DSVIAD Task Force on Federal Fund Distribution
Procedures', June 1979 at 4..
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endorsed the use of the economically depressed area measure

used in CETA, but this recommendation was absent in later

drafts.
j$/

ED's shifting interpretations of'the EDA concept and

its measurement have created confusion among the states. -/

state followed ED's advice about

Commerce measures with others but

combining Department of

later dropped this 60A.

measure after receiving civil rights and MERC/Q complaints.

Another state sought to compile its own composite measure

using recipient-specific data statistically correlated with

other measures of econom14.depression, but was challenged, by

ED.

One

t

State research also confirmed the-predicted inaccuracies

created by the area measure of EDA,- SeVeral states we

researched reported that the use of area data for economic

IP.

depression made recipients that serve wealthy, economically

vital areas appear to bepoor and economically depressed. For

example, in North Carolina, Charlotte-Mecklenburg is a relatively

wealthy area but is considered to be economically depressed ,

because of the wide area covered by the EDA designation.

8/-- Compare DSVPO/BOAE Draft Information Manual for Federal

Vocational Education Fund Distribution Procedures, Nov.

1979 at 4; with Draft Information Manual, Dec. 1979 at7;
DSVPO/OVAE nEiram Memorandum FY 81-5, Feb. 11, 1981 at 4.

39/ CompareCompare Draft Information Manual for Federal Vocational
,Education 'Fund Distribution Procedures, Nov. 1979 with

Draft Information Manual, Dec. 1979 and DSVPO/OVAE
Program Memorandum FY 81-5, Feb. 11, 1981.

10 (,)
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For the same reason, Beverly Hills in California is considered

economically depressed ven though numerous'other statistics

which are recipient-specific confirm that Beverly Hills ic;

not.

4. The Term "High Rate of Unemployment"

With ED's'approval a number of states have moved from

using an EDA measure alone or in combination with another

measure, to the use of "unemployment rates" as the sole

measure of this ,application approval priority. Of the four

states researched, three used unemployment rates alone or in

combination as the factor for this priority.

None of these states use unemployment rates to deter-

mine an applicant's eligibility; rather all use these rates

as a factor in a fund distribfltion formula. This creates

problems because unemployment rates, in most states, are

not calculated for areas coterminous with the boundaries

of recipients, but for larger areas which can include

recipients with widely varying unemployment rates.

Despite these problems, ED has allowed the use of

unemployment as the sole measurement of this priority. It

has,,however, prohibited states from prorating the numbers

40/
to recipients.--

/P

11/One state we reviewed which prorated the data was
"encouraged " to discontinue that method and use county -

data. If 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 pror
ration.



2-31

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

ED haS given no guidance on the appropriate measure of

inability to meet vocational education needs without Federal

assistance. Every state we researched ignored_this measure.

If ED's silence on this issue is to be taken as an

indication that this concept appears to be very similar to

"relative financial ability" (the fund distribution factor)

and that its use as a separate application approval criterion

would be redundant, we agree.

D. Recommendations

Because the EDA and unemployment measurements raise

such serious problems, we recommend the application approval

priority for "economical'y depressed areas" not be used in

the VEA. 7he most serious problem with the factor is its

reliance on data available only for 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 interpretation that these application approval criteria

are to be used as ,funds distribUtion criteria. In a funding

formila,tfactors that are not recipient-specific'diminish the

impact 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

effect of area measures can theoretically be compensated for

by a diStributi6E-Method-that rilliS Solely on recipient

specific factors.
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A

Priority for New Programs

A. Purpose and drganization

This section oaf the chapter analyzes the definitional

0 clarity of the second of the application approval priorities:

the priority for applicant's proposing programs new to the

area to be served, designed to meet new and emerging manpower

needs and job opportunities in'the area (and where relevant

in the state and nation).

We have identified two issues which are discussed in

thisesection.

(1) What is a "new program"; and

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

Issues 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 denying funds for new programs to fiscally dis-

7
tressed applicants, is discussed in Chapter 5.

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 Hprotams 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 'relevant,

in the State and the Nation."21-2/ This amendment originated

42/ S. Rap. No. 94-482 at 360.

1 i 0
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in the Senate as one of the two application approval

priorities proposed in its VEA amendments, and was adopted

verbatim by the Conference Committee. No parallel *end-

ments were proposed by the House.
I

The Senate did not-intend to require 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 necessary,maintain
existing programs of vocational education.42/

The Senate Report, in recommending the new program priority

clarified that it intended that "successful ongoing rograms

shonldicontinue to receive assistance. The report

suggests, however, that in a competition lietween ongoing

programs and new programs, Federal funds, should probably be

used for new programs: "However, witl3 the development of

new vocational programs competing for limited dollars, the-

State Board may have to decide to fund new and innovative
2.0

programs, allowing State and lodal funds to pick up the

costs of some operational programs.
44/

ED has never-clarified the relationship between the

new program priority and the "where necessarymaintain

7Te:77.01(1) of the VEA (20ET. U.S.C:J 2301(1)) (Emphasis added.)

WS. Rep. No. 94-482 at 70.

11/Id.

114
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existing programs" language of the VEA statement of

purpose. This failure!to clarify may have been based on

the Conference Report Which indicated that the statement

of purpose was not ntended to authorize the Commissioner

to apply a "strict litmus test of absolute necessity before

an ongoing program can be funded. "1/5

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 program

to meet unemployment (sic) needs..."11-6-1 ED has concluded

that the Federal framework requires the states to define

this term. No further guidance on the definition of new

programs has been''provided.

ED has issued several statements on how applicants

proposing "new" programs could bp ranked. In 1979 it stated

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

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

is allocated to new programs, or the percent of the applicant's

/
total number of programs which are new.--

47
It did not permit the

use of the actual limber of new programs proposed by an applicant,

11/H.R. Conf. Rep. No 94-1701 at 214.

6/.BOAE/DSVPQ Suggested Procedures for Federal.Fund Distri-
bution, June 1979 at 2.

SVPO Draft Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 5. 111:-
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This was based on the DSVPO Task Force which conclude .that

the use of numbers of programs alone rather than percent

48/
of the budget would penalize ,Smaller and poorer districts.

Later ED reversed itself and authorized the use of any of

the three methods, including the total number of proposes.

49/
programs.

C. Summary of Findings and Analysis of Legal Framework

The newprogram criterion poses three problems: (1)

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

programs; and (3) tie appropriate methods to monitor the

identification of and need for new programs.

1. Definition of New Programs

ED has defined new programs to-ihtlude-both-completely

..new programs and major expansions pf existing programs. The

additiondof the "major expansion" coricepthas substantially

opened up the new program concept. This opening,was widened
0.

further by ED's position that any further definition of new

programs should be made by the states. Thus, there has been

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 test equipment for an auto mechanics course, or

may require a new course within an existing program sequence.

4P/Id.

-tYSee e.g., Draft Information Manuil for Federal Vocational
.

.

rEcation 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. >

.116
. .

..

. :
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All states we researched adopted their own definition

of new program. In most cases the definition was more
0

restrictive tran ED's authorization. One state distinguished

between instructional and non-instructional activities.

Instructional "new program" were required 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 activities which were never done before.

A second. state adopted as a definition that a, recipient must

demonstrate that the program or activity is completely new,

and not just a quality improvement, and not available elsewhere.

A third state-narrowed ED's incerpretation by adding "and

is being'offered for the first time by that specific school

or post-secondary institution' and-ape-cifying programs not

.considered

(1) ch ge or modifications within a course
or urriculum of an existing program

(2) t addition of options to existing programs

('3) the 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 exPe se. Several states preferred a new equipment

focus to the defi.pition 'because of the ease of monitoring this

nonrecurring costs.' We were told that definitions which

stressed programmatic dimensions are difficult to monitor.

11 "
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Several states expressed .concern that if they were to

adopt ED's expansive°definition, they would be subject to an

audit exception. One state narrowed the concept 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 meaning to the phrase "new and'emerging manpower needs

5C
and job opportunities',--

/ in the definition of new programs.

New programs are initiated by applicants and little or no

review of these designations by states takes place.= Those

that do monitor the self-identification process only verify

whether a program is actually new, and do not conduct a

quality or needs assessment..
5Y It is our impression that

the planning process, which results in an applicant proposing

a new program, takes place at the LEA or post-seCondary level,

with the state exercising relatively little control over

2/
which new or expanded programs are proposed. -5- state,

,however, did indicate that it reviewed new program proposals

for duplication of courses, equipment and facilities among

nearby vocational education programs, and had refused to fund

-59/One state included a imeasure of training needs' in its fund
distribution formula which compared training opportunities
to job opportunities. ED required that the formula factor
be eliminated. We were not able to determine whether this
factor was included to give meaning to this phrase.

-5210ne state, which does monitor all programs does so primarily
for non - duplication. -It plans to initiate a state-Wide needs
assessment to give greater depth to its monitoring.

-= 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.

at.

1
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new programs where an applicant's sdents could enroll in

that course nearby or where the program could be offered by

the applicant in another applicant's facilities.

,Ell has never addressed the important definitional issue

of how long a program can be Considered new. Every state we

reviewed recognized that a single-year flinding 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 program. This may deter

fiscally distressed applicants from applyidg for new program

funds because of lack of other 'funds to continue the program

when new program funding ends.

. Despite their concern with the multi-year funding for

new programs, most states 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 recognize&a program as "new for

the time period (usually one or two years) it took to train

a student in the program." In that state, the funding atOudt

declined in the second year.

Other states, which adopted a "new program" definition that

focused on such non - recurring expenses as new equipment or

construction, 'reported that this limitation avoided the

necessity of later assumption of costs which would hurt low

wealth districts.
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2. Measuring New Programs

ED's current draft pOlicy 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;

0 (2) the proportion of the applicant's total
programs which 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 third measure, absOlUte

numbers of new programs, because it was .likely to disadvantage

54/low wealth and small districts.-- None of the states LI

our sample used this measure.

One state measured new programs, as the ratio of the

total number of new programs to the total number of programs.

A second state assigns a set number of points for new

programs, a lower value for expansion-and zero points for

.

maintenance. clf an applicant proposes nna new pribgram, it receives

the maximum new program points and receives no greater number

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

is true for expansion efforts.

53- OVAE/DSVP Program Memorandum FY 81-5, Feb. 11,- 19811 4.

5-4-/Final Report, DSVPO Task Force on Federal Fund DistHbution
Procedures, June 1979 at 4.

1 4%1 0

4:

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. U./ Instead, it uses its state

expenditure limitation (the s.46 as in it's RFA meaSure)'

with the ratio 'of vocational education enrollment to total

56/-

enrollment, as the -'new program me,e.sure. ThiS has the

effect of providing additional funds to lower spending

districts that have smaller percentages of students enrolled E

in vocational education. Until 1980,..this state had no

new program formula element at all.- Federal administrators

saidthe formula was out of compliance and provide'd technical

assistance to the state in the design of several elements.

The formula, with the "revenue limits" new program measure,.

was approved fdr use in FY 81.

Less than a year earlier, ED officials had found another

state to be out of compliance for using a measure called

"training needs" for its new program component. This measure

used fobs available overa three year period compared with

number of persons being trained for jobs by institutions to

measure the gap between available jobs and training oppor-

tunities This state was forced to change to a measure which
P

reflected proposed new programs;

We concluded that the ED has given inadequate and incon-

sistent guidance concerning the measure of new 'programs.

the three methods used,the two which rely on the number of

programs operate as incentives for recipients to subdivide

2% One state among the four in our sample does not use a new
prof)

./

ram factor, 13114- has been permitted to use a funding
pool' _nstead, the funds from which are distributed on a
project application ba'sis.

IV A similar measure is used to calculate RFA. In essence
this Merely increased the weight of the RFA measure.

_A*
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programs into as many subcomponents as possible in order to
. /

increasethe total number. The measurement which provides a

contrast point score without concern for the number of new

programs does not encounter this, but merely requires the-

creation of one new program. ,The measurement which uses the

proportion of the district's expenditures for new programs

also minimizes_ this incentive because a total dollar ratio

'will not operate to encourage subdivision, although it may ...

encourage uoveridentification.l'IY

3. : Monitoring of New Programs

The VEA structure is silent as to methods states are

to use to monitor new programs, or even whether they may leave

the identificAion of. new programs completely to the lodal

recipients. This leaves a significant hole in the legal

structure am' one which causes some concern in states which

lack tight internal controls over program design an'imple-
,

mentation. Two common concerns among these states were with

(1) abuse of the self - identification process and (2) the lack

of\ connection between planAing or needs assessment and new

programs.

Every state we researched relied, to a great extent,

on reapient 'self -identification of new programs and were

cohcerneci.wiAh the potential for abuse. States, mentioned

I

r
fl-. 2-IThis problem is compounded by inclusion of's.new program

factor in a states general VEA funding formula. Most states
,require applicants to match VEA funds received under these.

., _general formulas with local funds. Mit Meant that in the
first year of a new program, applicants must come up with new
local-matching funds for new programs. This can act as a
further deterrent to poor applicants proposing new,vocation41

° education programs. ThiS will be discussed in detail in
,

:i

.chapteix 5. ..

. j

122
. L.
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several ors' of possible, abuse: (1) relabeling pre-existing

courses; (2) catteeling a4program for a year and resurrecting.

it-as "nee; an (3) Propo4ng a new program but fal4ing to

implement it. -

The only stat which appeared two be a le to .track and,
t

,

catcli these abuse's:A:Ile/lett:lose which reliiewed, roved and
. .

monitored alf.Pgrkill aCfivities. Whether.this.was done '

appeared to brIe.rgelyje-fnction of the.state agency's

authority to take sucti,actio ,under state law. For example,

two states Tequire4eacE-Y.eci ient>to ha,e".submitted and
("

-

received approval from the tate agenCy 'for each curriculum,
(- --

,-Y

item, program;or activity f which it:Seeks to"
,

receive. new

prpgram funding under the VEA. The state agency then has

records of all approved courses which are,usqd to confirm,
4 I

identification and acknowledge that the cannot monitor this

the self-identification process on the VEAacPplications._
.1

The other states rely totally -on therecipients' self-

,process.

The VEA legal framework as interpreted does not currently
p.

require a conneption between proposed new vocational education

programs and the peed for the new program activities. As

.noted ELI has ignored the part of the definition which makes

. such a dorineëtion and, absent pressure from ED, states have

not developed any criteria for relating new programs to needs.

One state was required to drop a training needs factor from

its formula. Although it is.not known to be a fact, several
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states believe some of the new programs which are proposed

by applicants to receive additionalVEA funds are proposed

to qualify for additional funds rather than to meet

pressing needs. One state we researched is initiating a needs

assessment to explore this problem.

D. _Recommendations

The new program factor is in need of more guidance as

to both. its definition and its monitoring.

We recommend that Congress define new programs so that

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

.
speifiq recommendatiOn on this definition because the

optiohs varyin accordance with the specific policy objectives

so1.4ftt. We have ±dentified 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 eqUalizq 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 equipment in existing
programs.

Any of these objectives could be advanced by narrowing

and clarifying the definition of the term. A second alternative

available to Congress is to require that the definition of

new programs be determined by the state. If Congress adopts

'this second option, howeVer, it should clarify the intended

1 2,1
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purposes of the new program requirement and set parameters on

the possible components.

Currently, most planning for new programs appears to

4

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

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

documents.

If Congress is concerned with program duplication,

it should consider including i requirement that a new program

not duplicate programs readily accessible to the applicant's

students and/or require that recipients show they have

explored cooperative arrangements with nearby eligible

recipients.

We urge Congress to specify that new programs may be

funded for up to 3 -5 years so that the least fiscally able

recipients are not required to assume their cost after the

first year. This would permit states to develop phase-out

mechanisms for cushioning the transition from full Federal-

,
state new program funding (see recommendation 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 framework to be inappropriate and

inconsistent. First, we conclude "new programs" is not

12.5

I
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susceptible to the type of quantifiable measurement that ED

has required. Second, ED's standards have beqn incorlsistent
6

and unclear. Third, the emphasis-on numbers and dollars for

.new programs has detracted from quality expansion.

As described in greater detail in section IV infra,

we recommendl,that'new programs be used as a "yes" or "no"

factor for new program funding pools or as an-amount of funds

set-aside for new programs within a general grant to recipients.

This will alleviate the measurement dilemmas created by ED's

current interpretation of new program factors.

I9 "
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IV. 'Meaning of "Give Priority"

P"' ' .

A. Purposes afid,..OrganizatiOn

The VEA requires states to give "priority" to appli-

cants for VEA funds on the basis of their location in econo-

mically depressed areas and the proposal of new programs.

States'are also to use additional priority criteria when

funding work-study, cooperative education, special programs

for the disadvantaged, and consumer and homemaking projects.

This section of the chapter.analyzes the meaning of

"give priority". Specifically, we will analyze the adequacy

of ED's,interpretations of this phrase in light of Congress'

intention in adopting these priorities in 1976, and actual

state practice of using "funding pools" and "funds distri-

bution formulas" to give priority.

Chapter 4 ofthis part will ,analyze in detail the

relationship between the application approval priorities and

the funds,distribution factors, including the mechanisms ED

has permitted and found to be consistent with both the applica-

tiOn approval and funds distribution" provisions of the VEA.

B. Federal and State Legal 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.
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Since its first policy documents, ED has allowed states
- %

to "give priority" to the approval of applications by

including EDA and new'program measures.as variables in the

funds distribution formulaW ED has also permitted at least

one state to create a funding-pool to gi've priority to

the new program concept.a/ When a priority is met by

including it as a funds-distribution formula variable, the

priority is converted into a numerical value used in 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 poor.

Most-of ED's interpretations of how priority is to be

given to the two criteria have centered on the option of

using either a so-called "one-step".or "two-step" process.

Although it'is clear that the formula method described above

is the "one-step"' process, significantly, neither of these

processes is completely congruent with the funding pool

mechanism which ED has apparently authorized, but not fully

5I/See e.g., BOAE/DSVPO Draft Manual for Federal Fund
Distribution Procedures, Sept. 1979 at'2.

52/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 pools is an adequate
prioritizing mechanism, because it has recommended that

the statutory factor be'eliminated'and the funding pool

be continued. EDIhas not addressed whether a funding
pool can be set up for meeting the EDA priority.

128

I
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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 two, distribution of funds to appli-

cants. The application approval priority factors are used

in the first step to rank applicants. &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 determine the amount 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 application approval priorities and the two funds

60/
distribution factors in a single formula.-- ED has required

that states using this integrated prOcess give the two fund

distribution factors primary weight in the formula and the
61/

two application approval,priorities secondary weight.--

Any other factor must receive less weight. ED gave as

an exami4e-of an acceptable state .policy, using the one-step

process a formula with four variables: the two application

approval priorities (EDA and new programs) and the two funds

distribution factors (relative financial ability and low-

income higher cost students). Each of the two funds

6-07ED 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.

51 /See e.g., BOAE/DSVPO Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 2.
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distribution factors were worth a maximum of 30 points, where -

as the application approval considerations were accorded 20

apiece. 62/

.SD's early policy descriptions treated both theone7

step an two-step processes as equal options.6
/

Subsequent

documents reflect ED's interpretation that the 1976 amend-

ments anticipated a two-step process, but that it would

allow states to use the one-step process in order to

64f
accommodate existing state practice of funding all applicants.--

In &le one-step...process Eli ilas not required states to

give the application 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 the funds distribution factors than the application

55/
approval priority.-- One state, with ED's technical over-

.
sight, adopted a formula that gave negligible weight to the

6.1/Id. at 16.

63/See DSVP/BOAE Suggested Procedures for Federal :Fund
Digttibution, June 1979 at 2; and Final Report of the DSVPO.
Task Force on Federal FundTistribution =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.

64/- 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 ETTEYETUE Fund Distribution
Procedures, Dec. 1979 at 3, and Draft Information Manual for
Federal Vocational Education-`5 ate Grant Fund Distribution
Procedures, July 1980 at 5.

U/See e.g., BOAE/DSVPO Draft Manual for Federal Fund Distribution
7F6cedures, Sept. 1979 at 2,

130
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,application approval considerations. As in the case above,

there were four variables: two applicat...on approval fa---tors

and two'funds diStribution factors. The application approval

factors received .001 weighting each whereas other funds

distribution factors received from .299 to .399 weighting

apiece. This meant that only .1% of total VEA funds under

this formula were allotated by each of the application

approval priority factors.

'One state we reviewed originally used neither a funding

pool nor a one or a two -step funding process for incorporating

the program priority. Instead it,sought to give priority

to new programs by requiring applicants to give an assurance

that,funds would be expended for new programs unless the

applicant could demonstrate that funds should be used for

other purposes. ED disapproved this administrative mechanism
-----

for meeting the priority on the basis, 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 applicants.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.

- 3 A-
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The confusion over these terms has been increased

because the statute refefsto giving priority in considering

the approval of applications by eligible recipients. Based on

the plain'meaning of the wurdsotheirapproval of applications"

appears to be a different and preliADT7 process in comparison

to "determining the amount of funds... which shall be made

available to those applicants approved for funding" referi,ed

to in subsection 106(a)(5)(B). Thus; taken literally, the words

of the VEA would indicate that the two priorities operate, at the

stage of application approval and are separate from the later

process that determines the amount of VEA funds that approved

applicants receive. Because, however, the application'

approval and fund distribution provisions were taken verbatim

without reconciliation from the Senate and House bills,

respectively, ED was reluctant to apply these terms literally.

As a result of this reluctance,-ED permitted states to

use either a so-called "one-step" or a "two-step" process as

a

described earlier. The two-step process separates

application approval and funds distribution into a stage in

which priority is given and a later stage in which funds are

distributed. The one-step process attempts to, combine

the priority criteria and funds distribution factors

in a single funds distribution formula.

13r)
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-----Under_bcth the one-step and two-step processes, as

conceived by by ED, the priority critefia-are-to_betransformed

into numerical values, e.g., the more new programs an, applicant

proposes,the higher the applicant's score on the new program

variable. In the two-step process these numerical values would

be used to rank applicants so that a cut-off could be applied

below which applicants with lower scores than'the cut-off

would not be eligible for VEA funding. In the cne-step process

the priority criteria were also transformed into numerical

values, but these values are mathematically combined with

the numerical values for the fund distribution factors, to

determine the amount of VEA funds an applicant would receive.

In ED's interpretation, the most important consideration

appears to have been how to authorize states to fund all

applicants, and to avoid any interpretation which would force

states to leave any applicant out. ED viewed the one-step

process as permitting the funding of all applicants.

Each of the four states we researched used the one-

.step process under which the priority criteria were transformed

into fund distribution factors and combined with the funds

distribution factors required by statute. States were aware

that this method of "giving priority" actually diluted or

negated the effect of the priority factor. This dilution

occurred because (1) when factors are combined in a formula

the effE,ct of a sing7.e factor is diminished and (2) inclusion

of even the most minimal weight for the priority factors

was acceptable to ED.
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Many states adopted ED's one-step formula, which

included the priority criteria, only after ED found the states'

prior distribution schemes fo'be out of compliance for failing

to properly "give priority" to the application approval

factors. ED had a significant role in the creation of the

formulaiin--two states we researched. In one instance,

ED recommended a one 7step formula to a state director
- - _

noting: ".While not required, it is our vi-ew-that prioritizing

can be made more effective by actually including the two-
.

factors in the determination of the amount of funds made

available to approved applicants.t Only 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 be, used for new programs.

This amount is put intoa funding pool for new prograTs,

and only those applicants proposing new programs are

eligible to apply for funds from that pool. Once the number

of eligible pool applicants is determined the state applies

funds distribution factors to allocate the funds in the pool

to the eligible applicants

O

66/ Letter from Duis (DSVPO) to Bissell (Feb. 2,1979).

i34
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State directors in the two states that use such

funding pools thought this mechanism was a. more effectilie

means of implementing.an actual priority because it-became-a

funnel through which all applicarits passed for funding. ED,

however, seemed not to understand the functioning of a funding

pool. One state with a funding pool for new programs

was pressured,to.also create a formula factor (with a

negligible weighting) for this priority.. This was done rather

than trying to demonstrate the effectiveness of the funding
ttc

pool! to ED.

A fourth method of meeting the new program priority was
4

att mpted in one state. It used a "rebuttable presumption"

tha all VEA funds were to be expended for new programs to

of ectuate the priority. Under this presumption, a recipient

wa to come forward with an explanation for the proposed use

o VEA-funds to maintain existing programs; otherwise, the

f nd,swere to be used for new programs. The state staff

admitted the, the use of an objective test to justify the

maintenancOf old programs was difficult to construct and

apply. ED did not vier, this as carrying out the priority

requirements for new programs, and required that it be

eliminated.

We found that funding pools give considerable focus to

the application approval priorities. Moreover, it is easy to

determine the amount of "priority" given to a factor from the

amount of VEA funds in the funding pool. A new program

I
135
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,pool,;for example, is used only to fund applicants for new

N .

prdgism4,. Applicants not meeting the new program requirement

would receive none of these funds. We conclude that ED's
0

interpretation that funding pools can be used to give priority.-/
to the application priority aiteria'endorses a' potentially

effective mechanism for giving priority in the application

approval prOcess.

We disagree,however,with ED's interpretation

requirement."tb give

application approval

distribution - factors

application approval

priority" can also be met by

priority considerations-with funds

'in'a single formula. First, the

that the

combining

,factors in section 106(a)(5)(A) are

inherently inappropriate for inclusion,in a funding' formula.

Second,their inelt9ion in the formula minimizes both their

,
importance and the importance of the.fund distribution factors. 4

. ,

At best their inclusiolf-hes madelEA. fund distributiop formulas
J.

into "hash" ortworse, it has' so diluted he impact of individual

factors that state's-have been able to manipulate,factors.to
I..

achieve virtually any result they wanted
3

_,..N .
,

-

WED has notbeen clear in its authdriiations of funding
pools to meet these priorities. ED staff informed3t
least one state we reviewed that funding pools were an'
acceptable alternative for meeting these priorities.
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
method-to meet the priority and urged the state to
eliminate the new, program factor fr,caLthe formula. Either.

ED or the statute should clarify l-tHis.

136
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A more complete discussion of the problem created by

including. application approval priority criteria in VEA

funds distribution 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

application approval considerations.

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 of ED's interpretations have

defined "priority" in reference to funds distribution. For

instance the one-step or two-step process interpretation

merely describes the stage at which the application approval

prioritizing occurs; it, 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 approval

priorities, it appeared that ED would approve the state's

priorities - as long as the method used was "one /step" or

"two step". In one state we reviewed, the EDA and new,program

criteria each only affected :1% of the total amount of VEA

funds.

1
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It is our conclusion that the failure of the VEA to

specify the methods to be'used to "give priority" and the

amount of priority to be given to these criteria, combined

with ED's encouragement and approval of methods of '!giving

-priority" that were clearly inappropriate,'resulted in little

or no actual priority being given to these application

approval criteria.

D. Recommendations

The VEA's failure to describe the methods to be used to

"give priority" and how much priority must be given'is. a major

weakness in the legal framework. We recommend 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 4?

criteria are inappropriate for inclusion in any formula which

determines the amount of funds a recipient will receive.

This recommendation and others relating to the inappro-

priateness of including the present application approval

priority criteria in a funds distribution formula are

68/
futher discussed in Chapter 4.--

68/See Chapter 4 at p. 71.

13,!3
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liNk
If Congress wishes to retain the present application

approval 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.

t.
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V. Additional Priorities. Applicable to Work-Study and
Cooperative Education Programs and Subparts 4 and 5

A. Purpose and Organization

The VEA contains four provisions which specify additional

factors which states are to use to prioritize among applicants

.for work-study, cooperative education, subpart 4 programs for

the disadvantaged and subpart5 programs for consumer and

homemaking edudation.

The purpose of this section is to analyze these additional

priority considerations in light of the following issues:

(1) Is 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 ILL/

B. Federal Legal Framework

When VEA funds are used for work-study, cooperative

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

a/See Chap..:er 2 at p. 60 and Chapter 4 at p. 100.
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characteristics or applicants located in dertain areas.
NW.

Work-study and cooperative education are listed among

the elve categories of permit* uses for Basic Grant funds

under subpart 2.70/--__The_s.tatute_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 applications submitted

by local educational agencies serving communities having

substantial numbers of youth who have dropped out of school

or who are unemployed, and, provide for undertaking such

programs, insofar as financial resources available therefore

make possible in the order determined by the &eplication of

such principles."211 (Emphasis added.)

Although the substantive priorities for cooperative

education programs are the same as those for work-study, i.e.,

school dropouts and youth unemployment, the language of the

priority is somewhat different:

"priority for funding 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.)

The same two priorities are specified for special

programs for the disadvantaged under subpart 4, but again

different language is used:

29-/Sec. 120(b)(1)(B) and (C) of the VEA (20 U.S.C. 2330)(b)
(1)(B)).

a/Sec. 121(a)(2) of the VEA (20 U.S.C. 2331(b)(2)).

/Sec.- 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 u73/youth unemployment and scbool dropouts,...
(Emphasis added.)

Similar but more general criteria are set out as

priority factort governing one-third of the funds for con-

sumer and homemaking education under subpart 5:

"At 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..." -1.-w

(Emphasis added)

Most of these priority provisions were contained in

separate categorical programs for these purposes in the pre

1976 VEA legal structure.L5/

In 1977 when the previously categorical programs for

work-study and cooperative education programs were merged

as "permitted" uses, these retained their special priority

criteria and subparts 4 and 5, which retained separate

appropriations also retained their separate priorities.

73/ Sec. 140(b)(1) (20 U.S.C. §2337(b)(1)).

EV Sec. 150(d) (20 U.S.C. §2380(d)).

--7-'2/ 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: qec. 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. '51341, 1351, and 1361) (enacted Oct.16,
1968). The Subpart 4 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 has required states to apply the general application

approval and funds distribution 'factors of section 106(a)(5)

to these categorical programs. In general, ED has viewed the

spetific priority criteria applicable to these programs as

being in addition to the general factors.

At one time, ED permitted states to use these additional

priorities to substitute for the general EDA or unemployment

measure when a one-step process was used for work-study and

cooperative education.7-- 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 establishing relevant priority

of applicants and distributing funds to approved applicants."-W.

ED's interpretations sought to reconcile some of the

differences in language between the work-study 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

LE/See Final Report of the DSVPO Task Force on Federal Fund
Dri-tribution Procedures, June 1979 at 13.

LL/OVAE/DSVP Draft Information Manual for Federal Vocational
Education State Grants, July 1980 at 12. With respect to
the work-study and cooperative education, ED has required
the application of these additional priorities whenever
VEA funds are 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).

14J
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to either unemployment or dropoutv.Ig/ ED did this t6

create a parallel construction with the VEA work-study

priority which uses "or" to designate its alternative

measures. Second, ED specified in the regulations that in

the funding of cooperative education programs, priority

79
should be given in a state's "review of applications. "79 /

And the regulations retained a reference to the work-study

statutory provision that preference is to be given to

applicants\"insofar

fore make possible"

as financial resources available there-

but added the requirement that resources

be distributed "in the order determined by the application

80
of such principles. --

/

ED has interpreted the EDA priority for one-third of the

consumer and homemaking education funds (subpart 5) as a set-

aside or funding pool for areas suffering from economic

81
depression or high unemployment.

/ The language in subpart

4 (special programs for diadvantaged) is parallel to that in

78/ 42 C.F.R. §104.531(b). See explanation for the change in
42 F.R. 53885 (Oct. 3, 1977)(Comment/Response to §104.802

(a)).
79/

Id. 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 facstors. See p. 47.

80/
-- 42 C.F.R. 104.522(b).

$1 /BOAS Policy Memo Re: Use of Consumer and Homemaking Funds,

Aug. 8, 1977.

144

2



2-65

subpart 5: subpart 4 funds "shall be used... for allocation

within the state to area of high concentrations ofyouth

unemployment and school dropouts." ED, however, adopted a

different interpretation'of the subpart 4 language: all

subpart 4 funds do not have to be expended in such areas;

rather, as in the case of cooper'ative and work-study programs,

these priority criteria can be used as additional numerical

82/
factors in the VEA fund distribution formula--

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) is not clear how terms 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 framework leaves unresolved whether the

differing language of each priority 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

82/-- See Final Report of the tSVPO Task Force on Funds Distri-
FEEion Procedures, June 1979 at 2.
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rates" of school dropouts andyouth unemployment; and

subpart 4 funds are to be used'for allocation "to.areas

-------------
of high concentration of youth unemployment and school

dropouts."

'ED took this essentially similar language of the

priorities in subpart 4 and 5 and interpreted them as haying

different meanings, as discussed above. It is no clear

whether this was intentional or fortuitous since_uo documents

we reviewed discussed these interpretations.

All states indicated some uncertainty and confusion

about how to give the additional priority required when

operating these'four programs. And we found variation in

th-e,manner In which states attempted 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 or community, and a percentage

or number basis for each. One state created no statewide

measure, butinstead requires each recipient to distribute

funds within its area on the basis of the priority factors.

At least one state funded 'no cooperative vocational education
1

because it did not want to meet the additional VEA require-

ments.

The use of terms in the VEA that describe factors a

affecting an area larger than a particular applicant also

created problems for the states.a2/ Some priorities

al/The only state which di6 not encounter this problem
interpreted "area" to apply to an area smaller than a

recipient. The lack of clarity in the statute does not

preclude this interpretation.
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specifically refer to "communities" or "areas" or "economically

depressed areas"; in addition, measures of "youth unemployment''

areonly Wail-able-for-areas -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"

which are collected'by the recipients required no interpre-

tative assistance.

-As presently set out in the VEA and interpreted by ED,

these additional priority criteria for work-study and coopera-

tive programs, and subparts 4 and 5 appear to add little but

needless complexity 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 nonexiStentAl- The ineffectiveness was

compounded by the use of date for large areas rather than

for specific recipients.

The EDA and' high unemployment area priorities for consumer

and homemaking educatioppprograms haye been ineffective for
ars

a different reason. In many states the majority of counties

8 However, as noted supra; school dropout data may pot be

very accurate in som states.

$S /This is discussed in greater detail in chapters 2 at p. 47

and 4 at p. 71. 1

147



4

can be considered economically depressed underethe Department

of dommerce definition. Yet'only one-third of the consumer

and homemaking education funds must go to such areas. This

means that ;he priority, can be met even whemthe most
0

prosperous areas of a state receive more funds than economically

depressed areas.

D. Recommendations

If Congress wishes to continue to hakre separate priorities

within existing priorities, we recommend that it amend the VEA

in .four ways:

First, we recommend that it clarify the terms of the

priorities so that parallel priority considerations use the

same structure and term..

Second, we recommend that tae statute clearly specify

the method for giving prigrity to any additidnal criteria

and their relationshipany general criteria for

/

application approval and to the fund distribution factdis.

Third, we recommend that any additional prioiities be

given through funding pools or set-asides if general fund

distribution criteria are to be used to distribute funds

among applicants. This 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 priority that states must give to any additional

priorities. Requiring states to give "priority" without

specifying the amount of priority creates confusion and

encourages states to adopt strategies for apliance which

have little affect on how VEA,funds are'allocated.
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CHAPTER 3

FUNDS DISTRIBUTION FACTORS

I. Introduction

A. Purpose and Organization

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)(i) of the VEA. Specifically this chapter

addresses the clarity, consistency and adequacy of the terms:

(1) "local educational agency" (LEA) and "other
eligible recipients" (OERs);

(2) "relative financial 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 will not address the mechanisms through which

these factors have been used to distribute VEA funds or the effects

these factors have ha4 on,actual VEA allocation patterns. The

forther is the subject of the chapter 4; the latter is beyond the

scope of this study.

This chapter is divided into four sections. The first

section of this, chapter Ives an overview of the issues and

summarizes our major findings, conclusions and recommendations.

The second section describes the VEA's use of the terms "local

educational agency" (LEA) and "other eligible recipient" (OER)

to categorize eligible recipients for funds distribution

purposes. The third section analyzes the specific funds distri-

bution factors applicable to LEAs. The fourth section considers

the funds distribution factors applicable to OERs. Detailed
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findings, concluipions 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 education agencies

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

two most important factors are: .(1) "relative financial

ability of such agencies to meet the need for education in
4

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:

(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 concentration of

students whom they serve whose education 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."

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 "pblicies and procedures... in

allocating... federal funds to LFAs in the state... [which]

ensure that due consideration will be riven to... the relative

vocational needs of all groups in all communities in the state. --
1 /

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 precisely

/
spelled out in 1976.

2
-- In the 1968 amendments the concept of

-1-/Sec. 5(a)(2)' of the VEA of 1963 (20 U.S.C. 1245(a)(2)).

-2-/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 in all

geographic areas and communities in the State, particularly

persons with academic, socioeconomic, mental, and physical

handicaps that prevent them from succeeding in 'regular

vocational education programs.
(C) due consideration will be given to the relative

ability of particular 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 areas 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 which 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), (B), (C), and (D).

Section 123(a)(6)(B)-(E) of the Vocational Education Act

of 1963 as amended by P,L. 90-576 (20 U.S.C_ 1263(a)(6))

(Oct. 16, 1968).

15
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"relative ability" did not focus on "financial" ability,

although that was implicit in its modification of "to provide

the resources." In addition, "relative ability" appeared to

include 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 assistance. -11

According to the House Report accompanying the 1968

amendments, the funds distribution provision was intended

to prohibit a state from a distribution of VEA funds which

ignored the relative ability of applicants to provide

resources for vocational education.-1/ 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 thatthe--

majority of states had failed to equalize the distribution of

VEA funds among LEA's based on the equalization criteria of

relative property wealth or relative family income of

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,
socioeconomic, mental and physical handkcaps that prevent
them from succeeding in regular vocational education
programs."

21= 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.

155
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recipients, the House Committee concluded that "the States

are not following the intention of the legislation."-L/

5-1H.R. Rept. No. 94-10Gb, at 33-34. The text of the Report's

criterion of the adequacy of prior fund distribution provi-

sions is 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'ateas) 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 Committei 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 femily 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
regarding the distribution of funds within the State to
require States to distribute Federal funds based on
various factors showing the need for 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 ability of such
agencies and th,! 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 weal'th 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 that effort is a

percentage of the income per capita of those within the taxing

body. We feel that such a definition will give a greater pre-

ciseness to our intention in trying to focus Federal 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."



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 those school districts and other public

agencies most in financial need of these funds." 6/-- And these

were incorporated verbatim into the final bill as section 106

(a)(5)(B)(i)..

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 distribution
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 and, 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, geOgraphical

service patterns, and funding sources. The VEA definitions of

-LIRE
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LEA and OER, however, do not necessarily coincide with the

commonly accepted distinction between school districts, which

generally serve students through graae 12, and post-secondary

vocational education institutions, which commonly are

community colleges 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 definition of "LEA" has giver states the choice to

treat post-secondary institutions as LiAs or as OERs.

Because work-study and cooperative programs funded under

the VEA are limited to LEAs, some states have included post-

secondary institutions as LEAs to quality for these programs.

We express no opinion on whether these programs should be

limited to school districts; however, the pressure to qualify

post-secondary institutions for work -study funding has. resulted

in some states designating post-secondary institutions as LEAs

even though the fund distribution factors for OERs are generally

more appropriate for the allocation of funds among these post-

, secondary institutions.

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 may be treated as OERs for purposes of funds

distribution.
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3. Relative Financial Ability

Relative financial ability (RFA) is the concept chosen

by Congress to assure that LEAs and OERs 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 been adequately defined to effectuate this goal. Federal

administrative efforts to create and implement an operational

definition of local 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

created/in,some states. There appears to have been little

recognition that the measure of relative financial ability

needs to be appropriate to the education financing system of a

Particular state.

We identified four problems which have been created by this

legal framework. Firt, 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 to the

definition of RFA where the impact of local revenues on recipient

expenditures is diminished. Third, it is unclear with respect

to the treatment of post-secondary institutions which do not

receive local funds. And fourth, it does not require recipient=---

specific data for measuring RFA.

15,9



3-9

a. Property wealth or tax rate definitions -- 'Although

the general patterns of funding 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. For example, where school districts are partially

funded from local income taxes, this local source is a

legitimate cc'nponent of a measure of relative financial ability.

Moreover, states have developed theim own definitiOns of,

relative financial ability for distribution of state aid to

pchool districts. Many state definitions of local wealth

take into account personal income available locally to pay

property taxes, or take into account higher cost students by

weighting the student count used to calculate local wealth

per pupil by students requiring higher cost programs.

In our view, states have had substantial experience in

the measurement pf the local financial ability of school

districts, and general school aid formulas in most stagy--
_

substantially equalizing for local financial ability -- as far

as these aid formulas go. Consequently, we recommend that

each state be permitted to use the same measure of relative

financial ability as it uses in its general school aid formula,'

it 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. ffect of tax axtd revenue limitations --Another

issue w ich has 'created prob4ms for the interpretation of

"relative financial ability" is how should this be defined

when legal constraints are placed on the use of local tax

sources. 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 local revenue increases.

The argument has been made to ED that, as a result of

such limitetioni,RFAIshould be 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 a determinant of school district expenditures.

Tax limitations typically 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 geneially leave unaffected relative

"differences among school districts in fiscal capacity. Even

tax limitations that to*ally freeze the local property tax

rate or local revenues or assessments do not eliminate the

impact of past fiscal disparities on current and futilre

expenditures of school districts. Consequently, tax limita-

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

of differing fiscal ability on school- district expenditures.
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We have concluded that the adoption of a tax limitation provi-

sion'should not be the basis for dispensing with relative

financial ability as a required fund distribution factoi.

Another issue raised by tax limitations is whether a

measure of RFA other than the local tax base per capita or

per pupil of the reciVentvshould be used when local tax

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

studied, permitted RFA to be measured bytthe 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-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 proportion of total state and local

revenues. When only asmall share of total school district

revenues(when Federal funds from all sources are subtracted)

come from-Icidal sources, it is reasonable to use total statel-

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 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

16Z
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public schools.'

We recommend that the alternative measure of RFA be

permitted for those states in which,local revenues, make up

less an 25% of the total revenues s(less Federal funds)

of school districts. We recommend that the

same standat j. o be applied to other eligible recipients.

To clarify this we suggest the following definition of

"financial ability":"

The term "financial ability" means the prope5ty
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 d.percentage of the income per capita
of those within the taxing body, except that (1)

a state may use 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
revenu s constitute less than 25 percentum of the

total nancial support from state and local::)
sources f all public agencies which are of the
same type the state may define finan9lal ability
as the to al 'revenues or expenditures for current
operating urposes (less Federal) per capita-or
per student vailable to or expended by a public
agency.

I-pc

c. Post-secondary Institutions with no local tax base --

Some post-secondary institutions offering vocational education

receive no funds from local tax .sources. Their revenues- come

primarily from state taxes_ and tuition.a ED has struggled,

without substantial success, to clarify tiow'RFA should be

applied to such institutions: At one point ED permitted

states to ignore RFA; subsequeptly, RFA had to be included

using either a composite property wealth measure, which makes

1 63

no.
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s,

little 'sense or totaf/state-local revenues, for which

,

calculations were unclear. We recommend that an be

retained for. post=secondary institutions,including those

n 4eceiving little or no local tax revenues, but that the
V

measure of RFA be the institutions total revenues or expendi -.

tures'for current operating purposes (less Federal funds

p r capita or per s tudent) as set out in the above

r commendatigns. Thislasill help to ensure .that the equaliza-

t,i1oi3. objective of the .1976
,
amendment is carried out at the
-

,, "
,

t

post;-secondar level. ,,k.____,

d. Reci ient-ipealfic data -- Finally, we recommend,
.

, . o
`witil. espect to RFA, that any. measure of RFA.be recipient-

. ,

specific. In other words, the data used to calculate RFA
. -

.

should be for individual LEAS wanft 0E116, not for broader areas. 1
, r

.

As discussed in°Chapter 2 in onnection with the EDA factor,
,

measures that are for areas broader than individual recipients

mask actual differences among recipients by averaging them.
.

ED required some states to use a "per capita" rather than a

"per pupil" measure/Wlocal property wealth, even wheniper

capita data were not available for individual recipients: This

'distorted and underestimated actual differences among recipients

in, relative financial ability. We recommend that states be

given, the option of using efthe;',a Per capita or per pupil .

.

measuref loc41 financial ability, but that the legal frame-

. work- require the measure to bp recipient-specific,whichever
. ,

measures used.

ti

.4Ion
4
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4. Low-Income Families and Higher Cost ,Students

RFA is one of the two most important fund distribution

factors for both LEAs and OERs. The other most important

factor forLEAs 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 average costs, such as handicapped

students, students from low-income families, and students

frBm families in which English is not the dominant language."1-/

In our opinion, Congress chose wisely when it selected

these factors as complements to RFA. Low-income is an accepted

measure of the need for additional e ucational services, and

4ealso can be considered a proxy measu 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),-5-1 for example, has long used low-income to target

aid to educationally dieadvantaged4students.

The statutory definition in the VEA of "low-income

family or individual" which requires the use of latest avail-

able data from the Lepa\rtment of Commerce is, however, too

106(a)(B)(i) of the VEA; (20 U.S.C. 2306(a)(5)(B)(i)).

-1-/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 Consolidatibn and Improvement Act of 1981).

165
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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 tenl'years out of date. We recommend that

the statute be amended to permit states to use the best,*most

current, available data for individual recipients on

low-income, including ccunts of children from low-income

families; for example: .

o Low-Income Familjr 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 specific to an
applicant or tolthe area it serves.

We found highercost students erved-by OERs to be/an

appropriate indicator of need for additional VEA funds for

OERs. OERs which are primarily post-secondary institupions

often draw students from an undefin d area, and area data on

low-income, such as district data which is appropriate for

LEAs, could be highly misleading When applied to OERs. Conse-

quently, we conclude that for OERs the\student population

cf the, institution whose education impo\ses higher than
.

avera4 costs is an appropriate measure\of the relative

need for funds for vocIational education.

ED failed to inte ret how this fund's distribution factor

should be measured. This has allowed states to use inaccurate

measures or mathematically eliminate the factor while

\appearing to use it. It also allows OERs t define it to

suit their purposes., FOr example, although the statute

refers to,"students whom [ ERs] serve whose education imposes

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

I
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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

that are comparable from institution to institution, e.g.,

by use of a full-time equivalency measure. Because pupil

and fund accounting systems of post-secondary institutions

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.
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II. VEA Recipients

A. Purpose and Organization

Section 106(a)(5)(B)(i) of the VEA distinguishes

between local educational 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 overlaps the 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=

9
However,

the definition of LEA was broad enough to include public

post-secondary institutions:

2-/Section 123(a)(6) of the VEA of 1963 as amended by P.L.
90-576 (20 U.S.C. 1263(a)(6)).
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The term 'local educational agency' means a board
of education or other legally constituted local
school authotity 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
public educational institution or agency having
administrative control and direction of a vocational
iUTITEla program.12/

The concept of "any other public educational institution

or agency having administrative control and direction of a

vocational education program" appears to include any public

post-secondary educational institution that provides

vocational education.11/

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

educational institution.

A major function of the broad definition of LEA appears

to be to authorize post-secondary institutions to participate

in work-study and cooperative eduCation programs. ED has

authorized states to consider post-secondary institutions as

LEAs to qualify for work -study or cooperative education

programs. Its interpretation, however, has changed over

time as to whether a post-secondary institution designated an

12/Section 195(1) of the VEA (20 U.S.C. 2461(1)); formerly -

Section 108(a) of the VEA of 1963 as amended by P.L. 90-
576.

11/The statutory definition of "post-secondary educational
institution" is:
"a nonprofit institution legally 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(1)); formerly
Section 108(15) of the VEA of 1963 as amended by P.L. 90-
516.

16)
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LEA for that purpose must also be considered an LEA for

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. --"

In contrast, the draft fund manual, which was circulated at

the same time as the above interpretation, stated that when a

post-secondary institutionis designated as an LEA for

participation in cooperative and work-study programs "the

funding factors which apply to LEAs must-be used in deter-

mining their funding for all programs."12/

The same general interpretation appears in the November

1979 manual, but a caveat was added that post-secondary "LEAs"

should be allowed "enough flexibility to meet their own

specific conditions," which meant OER factors could be used

when the post-secondary institution did not serve a particular

local geographic area so as to "reflect the needs of they

students within that institution."1A/ This language was

continued in ED's December, 1979 and July 1980 draft manuals.11/

12/BOAE/DSVPO Policy Memorandum, FY 79-6, Sept. 19, 1979 at 8.

11/BOAE/DSVP0 Draft Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 8.

14/BOAE/DSVP0 Draft Information Manual for Federal Vocational
Education Fund Distribution Procedures, Nov. 1979 at 9.

1--VBOAE/DSVP0 Draft Information Manual for Federal Vocational
Education Fund Distribution Procedures, Dec. 1979 at 9; and

July 1980 at 12.
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But the Draft Policy Memorandum which circulated during the

same peLiod appeared to contradict this, specifying that

agencies which qualify as either an LEA or an OER must be

consistently identified as an LEA or an OER during a given

fiscal year for purposes of funds distribution and that the

designation could only be changed for the foilgwing fiscal

year.lii

ED has taken theyosition'that states which consider

post-secondary institutions as LEA's for funds distribution

purposes cannot classify the entire system of post-secondary

institutions as a single LEA.11/ It does permit multi-campus

institutions under tine administration and control of a

single local administrative body to be considered a single

LEA.21/

Post-secondary institutions which are considered "other

eligible recipients" (0ER's) are to be treated as separate

institutions for the funds distribution requirements, even when

they are under the administration and control of a single state

ETB-OAE/DSVP0 Draft Policy Memorandum (Buzzell to State
Directors of Vocational Education re: Criteria for Fund
Distribution Procedure) (undated).--At the very least,
the above quoted language is ambiguous if it is intended
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 ris6a1 year.

11/BOAE/DSVP0 Policy Memorandum FY 80-4 (Jan. 7, 1980). 'This

issue was also raised and answered it a consistent fashion
several years earlier. See BOAE/DSVPO Memorandum from
Buzzell to State Directors for Vocational Education, Sept.
21, 1978. -

_
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agency.--
19/

"They must, like other post-secondary institutions,

compete, individually for Federal funds..."2°/

C. Policy Analysis, Conclusions and Recommendations

In our opinion there are good reasons for distinguishing

for 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 strve students residing within

a given area. And in most places the vast majority of students

in grades 1 through 12 within the service area attend the

public schools. Indeed, compulsory education laws mandate

.this, unless a private school option is chosen. In contrast,

a post-secondary institution providing vocational education

frequently serves an area whose boundaries are not :_,-,ecisely

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, is from other areas may attend.

Or its vocational courses may be of interest primarily to

1 Id. ED explained that-thi§-is a necessary interpretation
to ensure cOmpliance with the legislative intent that "funds
to be distributed to the maximum extent among post-secondary
institutions."

20/
-- Id. This issue will be discussed more completely in the

discussions concerning relative financial ability and
higher cost student factors in this chapter.



students frog only a part of the designated service area.

And because of the greater variety of options (legally and

practically) for persons who haiie graduated from high

school (e.g., employoent, college, military service,

marriage), these institutions serve a smaller proportion of

the total eligible population than do secondary schools.: In

addition, the eligible age span for poit-secondary vocational

education 'isgeneraliy from 16 through adult, without limit.

Significant differences in funding patterns also exist

between school districts and post-secondary institutions.

For school districts, local and state tax sources provide most

revenues, with tuition a relatively unimpOrtant factor. And

in many states local property taxes are the predominant

revenue source: In 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 distinction for fund distribution purposes between

LEAs and PERs of section 106(a)._(5)_appears---to-reftedtthese
g

differences 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 nbt defined in the VEA. This has created an

ambiguity about its relationship to the defined terms "LEA"

and'"post-secondary educational institutions." Second, the

73
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relationship between the requirement that post-secondary

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.

Of the four states in our research sample, three used

"LEA" to designate only school districts. In these three

states all post-secondary institutions, primarily community

colleges,were considered "OERs" for funds distribution

purposes. In the fourth state, community colleges were

designated LEAs in order to qualify them for VEA funds for

work-study and cooperative education. This state also 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", post-

secondary institutions and "OER" do not appear to have created

serious problems in the four states we reviewed. Neither did

the interaction of the "LEA" recAirement for cooperative

education and work-study programs 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 issuesbe clarified.
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We concur with ED's interpretation that state-created

post-secondary "LEAelbe treated as separate rather than

single institutions. To permit otherwise would enable

state institutions to receive Federal funds without iegard

for either of the funds distribution factors. This would

place them outside the intent of the VEA distribution.
4

We also concur wit4 ED's interpretation that locally

'AfililinisrPrPd and controlled multi-campus post-secondary

institut:I.ons should be treated as one LEA. Their governance,

program design and accounting systems are likely to

parallel those of individual LEAs, which typically have more

than one school and revenue sources and policies are typically

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 programs 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 or OER fund distribution factors for the particular

inst :ional syitem. In this regard we agree with ED's

I

a

1
,
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interpretatiod that if a post-secondary institution

doeg not serve a particular local geographic area, it is

appropriate to use the factor of higher cost students

rather-than an area measure of low- income persons "to

reflect the needs of the students within the institution"111-

-
-- irrespective of whether the post-secondary institution

is designated as an LEA to qualify for work-study and

cooperative progranm.

Because of the wide variation in funding and service

patternd Of post - secondary institutions offerihg vocational

education, we recommend that states be given the discretion

to use either the LEA or the OER fund distribution factors

to ailocatektunos to such institutions, so long as they use

consistent cipsignations within the same institutional system,

e.g., among the community colleges within the state community

college system or among area vocational centers.

./1

BOAE/DSVP0 Draft Information Manual forFederal Vocational
Education State Grant Funds Distribution, July 1980 at 11.
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III. LEA Fund Distribution Factor Provisions

A. Overview and Organization

As noted in Section I, the 1976 amendments included

separate funds distribution factors for Px.al education

agencies (LEAs) and other eligible recipients (OERs). .In-

this section we analyze each of the LEA fund distribution

22
factors.--

/

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 yithin.
such agencies" (low income).23/

This section is divided in three subsections. This

first subsection provides an overview of the issues and a

ansummary of our major findings, conc usions and recommendations.

The second subsection examines the cl rity, consistency and

adequacy of the requirement that VEA funds be distributed on

the basil of "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.
I

22/ManyMany 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
this section and not repeated in the section on OER factors,.

al/See 106(a)(5)(B)(i) of the VEA (20 U.S.C. 2306(a)(5)(B)(0).

17
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Our majOr findings pertaining'to the funds distribution

factors for LEAs ii that-RFA and lolInincome have not been
I .

cLifined clearly or with surficient flexibility and have been
,

.a

- subject to inconsistentAnterpretati The mosu trouble

,t.

.some' issue for 0 and the states has been what measures .of

these factors are legally accepsfe4 ,The statute does

define "loN,i-income family or individual.-- but it does riot

define "relative finalidial ability." Definitions of both

terms are fund in the.legislative history. These definitions

have not, in all areas, been sufficiently clear or flexible

to be applied withoutpterpretation; and LD's'interpretationS--

of these terms have been at the same time sketchy, overly

rigid and inconsistent,

In our opinion the fund distri tion factors adopted by

Congress ,in the 1276 VEA, amendments are appropriate for imple-

menting Congress'_objective toequalize for the differing

fiscal capacities of VEA recipients and to relate VEA funds

too the needs of areas and students for vocational education

Unfortunately? the lack1of cleai and consistent interpretation

of these-fund distributipn factors has undermined what is

i ot erwise.an adequate conceptual framework to guide des
- c,

-dIstribution of VEA funds. Consequently, it is important

that the definitions and measures of relative financial
.s.

.

Ability and low-income students.and families be clerifie

2/"The term 'low-income family or individual' means families

or individuals 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.

.2461(17)):.
1 '"13
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B. Relative Financial Ability Factor

J. Overview of the Federal Framework and Organization of-
this Section

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 distrkcts and other public

agencies most in financial need of these funds:,-
25/

The

relative financial ability factor was intended to identify

the most fiscally needy recipients so that VEA funds would

be used within states to equalize for fiscal disparities among

recipients.

The.VEA legislative history sought to clarify the meaning

of RFA,and the regulations issued by ED in 1977 relied on that

historyco provide operational definitions of this term. Con-

sistent with.the history ED required states to measure the

relative financial ability of their recipients by property

wealth per capita or by total tax effort per capita.

The purpose of this section is to analyze this RFA

factor, as interpreted by ED, for its clarity, consistency

and adequacy in carrying out congressional intent.

Specifically, the section reviews the two measures of RFA

that ED has permitted -- property wealth and the tax effort

measures -- and makes policy recommendations as to each.

2'H:R. Rep. No. 94-1085 at 34.
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\

We identified four
\d

\

ssues which are raised by the RFA
. \

legal framework: ! \
1

c-)

1

3

(1) Whether the property-wealth measure adopted
by ED is comprehensive;

;

(2) What, the effect of tax and revenue' limitatio\ns
,should be on RFA;

\

(3) Whether the application of RFA t' nost-
secondary institutions has resulted in a
clear and consistent policy; and

(4) Whether ED's interpretation of the legal
framework to require use' of per capita
rather than per pupil data is aniadequate
interpretation of Congress.' intent.

Maliq of the basic issues raised and conclUsions'drawn arei

common to both LEAs and OERs; only issues particularto OERs

will be discussed in the OERsection.

2. Property Welth Measureof RFA

a. Federal and state legal frameworks -- The House, in

the 1976 Report, defined one measure of financial ability as

"the property wealth per capita of local school districts and

.26/
df oyler public agencies having a tax base.... -- The

regulations and draft policy manuals circulated by ED adopt

i

this property wealth measure of RFA.ZZ/

ED 'has taken-a-firm-position -that_ property wealth is to

be measured per capita rather than per student -based ion the

1 28/
use of the term "per capita" in the House Reports. The

`7- H.R. Rep. No. 94-1085 at 34.
27/Apii)endix A, 42 F.R. 53863. See, e.g., BOAE/DSVPO Draft

Manual for rand Distribution-YEicedures, Sept. 1979 at 7.

28/-- See e.g., BOAE/DSVPO Suggested Procedures for Federal
DistribUtion P.L. 94 -'482 (1979) (the first discussion manual

1 '00
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term "per capita," however, also appears in the statute,

section 106(a)(5)(B)(ii),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 student".221

In spite of its interpretation of section 106(a)(5)(B)

(ii), 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.
n 30/ .

In fact, in many states current population data are not

available.on a school district ba0.s. 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 pupil.

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

convinced ED that the "exceptional circumstances" for use of

per pupil data existed.

11/Id. at 4.
30/--
- See Final Report, DSVPO Task Force ou Federal Fund Distri-

iEion 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, .22, Suggested Procedures for Federal Fund Distribution

r779).
187
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The third state. which uses a per capita wealth measure

of RFA for VEA distribution, bud.: a per pupil measure for state

general aid, does not have current per capita data by school

district. Thus, it is forced to use outdated census data.

This state originally used a per pupil wealth measure for RFA,

but was informed by BOAE that this was unacceptable.

The only other state of our four which uses a per capita

property wealth measure considers all school districts in the

same coanty to have the same property wealth per capita as

the county average. It must do this, even though this flattens

out much of the variation in wealth among district within each
r,

county because curr t per capita data are not available by

school district.

ED, in written interpretations, has required.states to

"determine financial ability of eligible recipients and alloca-

tion of Federal VEA funds without considering any allocations of

supplemental funds such as state aid given through equalization

RFA

3 This appears to be based on the definition of

in the House Report which is "the property wealth per

formulas which guarantee each recipient a minimum funding

VFinal Report, DSVPO Task Force on Federal Fund Distributior
Procedures, June 1979 at 7. The original interpretation of this
issue-apparently came from a SOAE Policy Directive. See BOAE
Memorandum'from Euzzell to Assistant Regional Commissioners Re:
Policy Directive Relating to Fund Distribution(Feb.8,1978). See
also DSVPO Program Memorandum 81-5,Feb. 11,1981 at 4.
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capita of local school districts and of other public

agencies having a tai base".31/ It is designed to prevs.nt

a state from reducing the equalizing potenti-al of the

RFA factor by, for example, calculating RFA as the amount

of a guaranteed tax base per pupil built into an

equalization formula; such a calculation would reduce the range

of disparities among LEAesshown 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-

tions on local revenues, RFA should either be ignored or

measured other-than by local property wealth. ED rejected the

argument that RFA be ignored when state restrictions are placed

on the local tax bases. It did, however, permit one state we

reviewed to use a measure of RFA which included the amount of

state aid funds each LEA received. This state has imposed

stringent legal limitations on local propeVty assessment levels

and tax ratios. In response the state had picked up a much

larger share of sChoolZiS'tiict 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

to use theair lnrn1 tax h7ceC 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 Fund 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 availal,le for educaticn. . .[it] should not alter
the relative standing of those districts which have the least

native financial ability. . . ."
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enacted after.this tax limitation was enacted. This revenue

limit included state and local revenue per pupil for current

operating purposes. In effect, ED permitted this state _o

substitute 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

second 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. The combining

of these two factors as an RFA measure renders RFA meaningless.

None Tf the states we reviewed used a tax ef'-rt measure

for RFA, and another study indicates that this measure is

33/
seldom'used by states.--

b. Policy ar.sis conclusions and recommendations --

Relative_financial ability 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 e concept which is well-accepted as a basis for allocation

of funds,awong-schoul districts Icca--c local prnporty wealth

is a major determinant in most states of the financial

resourcas available to districts. Although the objectives

and intentions behind the RFA factor are clear, the primary
0

73737 Benson and Hoachlander, The Distribution of Federal Funds
Under the Vocational Education Act: Interstate and Intra
state Allocation (Berkeley, C*lifornia, 1981).

13
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measure of RFA, local property wealth, has not been adequately

defined to ensure that these are carried out.

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.capit,

measure of local property wealth be used, except when states

have been able to convince ED(that "exceptional circumstances"

34/
for using a per pupil measure were present. The requirement

of per capita property wealth measure faileC to take into

account that census data are often outdated and that many

states do not have per capita data on school districts, which

often overlap 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 calculate

the i:seiCapitProPer-ey Wealth-for-4 rafget-ate-a arid-apply-that

value to all LEAs in that area. This means the data are old,

or the wealth variation is minimized by averaging the variation

among individual LEAs, or both. This has the effect of

distorting and minimizing the variation in relative finaneial

ability for which Congress intended VEA funds to compensate.

24. The definition in the House Report which refers to "per
capita" contributed to this;' however, the "per capita" language
-in section lutqa)(b)(B)(11) has been interpreted to mean
"per pupi.." Thus, it is not clear that Congress intended
to precluo' the use of ner pupil measure of wealth by its
reference to "per capita. "'
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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. Frequently this benefits LEAs with older popu-

lations, e.g., many central cities and older suburbs.

We recommend that states, under the VEA, be giiren the option

of using either a per pupil or 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 would

be the logical choice; however some states have per capita data

on school districts and use 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

RFAmeasure-we see 110 reason, in

light of the equalization objectives of the RFA measure, to pro-

hibit this.

States have had substantial experience in the measurement

of the local financial ability of school districts. All but

a few states take the fiscal capacity of school districts into

account in distributing state aid. Even where state 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 compensate adequately for differences in school

Q
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district fisoll capacity as so measured.

Although the general patterns of,funding school districts

are very similar, there are certain differences among states

in sources of local revenues for schooldistricts that should

be taken-Into-account in a measure of relative financial ability.

For example, where school districts are partially funded tmin-

local income taxes, this local source is a legitimate component

---a--a-weisure of relative financial ability, and where this

occurs the state's measure of local wealth typically includes

both personal income and property wealth.

In addition, many states have sought to compensate in their
?

state aid formulas for the higher costs of e ucating certain

children or providing certain programs where these costs or programs

are not uniformly present and needed in all school districts. Fre-

quently this compensatidn is made by weighting the number of

students attending or enrolled in school by certain factors for

higher cost students or programs. Some ata:tarsweight each

handicapping condition or type of service by a numerical weight,

e.g., an educable mentally retarded student may receive a weight

of 3 (meaning that student counts as 3 students; to reflect the

higher costs of educating thECE-6fideht: -4b-en-a-weighted'student-----1

count is used to calculate the property wealth per pupil of each
0

--- school 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 aid to_
education programs are generally considtelit-WiWb-OngreS;-

sional intent under the VEA to provide greater resources to

LEAs with reduced fiscal` capacity and greater student needs

for vocational education.

Based on the considerations just described, we recommend

that each sta :ce be permitted to use the same measure of rela-
.

tive financial ability as used in its general school aid formu-

la,.assuming it uses such a measure. In our opinion, this

would better ensure that the RFA measure is appropriate to

the educational financing structure of each state. It'would

also remove ED from the minutiae of how to measure this con-

cept in each'state, which has been a source of continuous

and frequently unproductive controversy between ED and the

states.

We alSo recommend that Congre'siCia:r.4-When-state, and--

local revenues or expenditures per student can be used as a

proxy for relative financial ability. This issue has arisen in

recent years, asLa-result ot-statutory or euns:tiLut.iPn41.70glita:

tions being placed on local property tax rates, assessment

levels or local revenue increase..
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These limitations have taken several different forms.

In some states the level of assessment of real and personal

property for property tax purposes has been froaen,or rolled

back, and limitations have been placed on future increases.

In other states the tax rates on local property have been

restricted or frozen. A third type limits the amount of

revenues raised from local property taxes.111 ,Interestingly

.similar i5rovisions restricting the availability of local \
36/

revenues have long been in place in many states.--

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 distribution. ED, interpreting

the VEA correctly in our view, concluded that RFA should riot

be ignored in these situations.

ED'S basis for this interpretation appears to have been
Cy

that it did not have the power under the statute to. waive the

RFA requirement. We have concluded that ED's interpretation

also best carries out the intent of Congress in the 1976

-06endments-to-equalize-for_disparate local, fiscal abilities

among school districts within a state.

35/ For an overview of the different. _es of limitations,'seeeSV,a

4du2atior tli-SLates, School Dot-ict-'wxp;Pi.-

ture and Tax Coritrols (Denver, Colorado; 1978).

36/For a state -by -state review of'such limitations, see Id. at-

31-55.

4
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Tax limitations affecting local revenues do not neces-

sarily eliminate local fiscal capacity as a determinant of

school district exp.enditures; nor do they necessarily place

-1
_

iuw=wealthschool-districts-indistricts -in, -better-ffsiaoh n comparison

to wealthy districts than they were before such Limitations.

In other words, they can leave unaffected relative diffl,rencr

among school districts in fiscal capacity.

Even tax limitations thatptally freeze the local property ,

tax rate or local revenues or assessments do not eliminate the

impact of past fiscal disparities on current and future ex-

penditures of school districts. Tax and revenue limitations

on school districts m y, as a practical matter, place a greater

burden on the state to fund future increases in educational ti

expenditures or to make up for lost revenues: But it-is not

pre-ordained that the state's response in this situation will be

directed toward minimiting the effects on expenditures of dif-

ferences in'the size of school district tax bages. This will

depend both on the size of the respective local and state

shares of 6-duational expenditures-in-therstate,_arid how' the

istate sharu is distributed, e.g., whether it is directed to

eliminating expenditure aifferences.resulting.from disparate

local tax baseg.

For example, our review of the changes in the financing

system made in one state 'after local revenues were limited in-

dicated that, most new sta funds-for school districts were

put into hold-harmless pr isions and flat grants which Yle-

;)*

100
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inforned the differences iri expenditures _among school dis-
_

tricts that existed prior to the_tax-Limitations. Local tax

__and revenue 1.iiiitations do not, in and of themselves, elimi-

nate the effects of differing fiscal ability on-school
A

.
districts expenditurese'Consequentlywe-conclude that

the adoption of a tax limitation provision should not

. be the basis for eliminating relative finanCial ability 1*
.

as a required fund distribution factor.

Another issue raised by tax and revenue limitations is

whether a measure of RFA,other than the local tax base of the

recipient per capitl or per pupil,should be used whendjocal

tax revenues for educaUon are constrained. qter legal

constraints had been placed on the use.of,the local tax base,

ED permitted one state to calculate school districtRFA by

a Measure of state -local revenues. In our opinion ED
N

37/
_created an appropriate exception to its general p c _

- but did not clearlyiarticulatesits policy rationale.
,

. --

In our view, this result should not be based simply on the

existence- of - -a- tax ndrevenue limitation provision. Rather,

our conclusioi that such a'measure of RFA 'should te-1-

permitted only when local revenues make up .a reiatjjvc coral 1

proportion of total state' ,and local revenues.

11/The ieteral deilbed"In'BOAVDSVP0 Policy
Memorandum, FY 70-4.,:(undated). ,

r
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The basi-e for this. conclusion is, as described above, that

loCal tax and revenue limitations do not by themselves eliminate
-.. ,.

school district taxable wealth as a.deter inant of expenditures.
1

Differences in local taxable wealth ave_had_a_substantial-im-

pact on expenditures in states which have had similar tax-and,

revenue limitatio s as a feature of their laws for many. year

i

'' 1These limitations come in too many forms and their apparent
)

.

L.
constraints are (frigten,mitigated by exceptions, e.g., ,,it may be

.

,possible to override them by local voter referendunL And,

statutory limitations may be modified by the-state legislature.

A state legislature's response to a tax or revenue limita-

/is 'typically moreimportant than the limitation in de-

termining-the effects of tax bases on school district expendi-

tUres. Where` restrictions on local bases have been sufficiently

/severe: states have had to increase substantially the amounts of

state funds for such recipients. Thus, many of the same issues,,

relating to the distribution of state and locally provided'.

funds to recipients, remain after such limitations, are adopted:

what proportion of total state and local funding for school dis-

tricts and postsecondary institutions is prc7idec by the state
...,,f ,, ,- A....,4.- W ..., -y...... ,

stand'how equalizing is the distriliution of statefilaft.
....._ ......

*4 When the state share of educational fu ing, is sufficientlyrlarge and that shard is distributed so as o equalize for dis-
N

parate local district fiscal ability, it is likely that the

effects of disparate local tax base"on expenditures will)boe

a

a
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substantially reduced.--3/ It is our conclusion that in this

situation it is appropriate to measure relative financial ability

.,by the amount of state and local revenues per pupil available to

a school district. Here only a small share of.total

trict revenuevi (less Federal funds from all sources) is derived

fromlocai sources; thus, it is reasonable to look to other

-measures-of-IVA-for VEA-funds-distributton:--

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
a

variption_in_VEA funding -among LEAs resulting from the use-of

the RFA-factor. This occurs because, as a general rule, the

variation among school districts within a state in state-local

revenues per pupil is less than the variation in lOcal Troperty

wealth per pupil.

This recommendatiOn would permit states which have

assumed a higher ,proportion of the cost of education in the

state to distribute VEA funds more like a flat grant per

pupil; 39/

Me recommend- that this alternate measure of RFA.be

permitted for these states.in,which local revenues make up

,l.e5s than 25 percent of the total staie-Iocal revenues of

school districts. We recommend that the same standard also

1E/Depending on the state financing system used, the ability or
willingness to levy local taxes may still cause differences

'-iti-th-&-leiterOf-furiding-abibrig"-Seh661-df6Yridt6:-----

al/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
in chapter 4 are adopted.' Absent the chapter 4 recommenda-
tions, the effects of th funds distribution facto.' cannot
be predicted, which is the same situation as under present
interpretations of the VEA.
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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
A

the local tax base substantially determinexpenditures, we

recommend that a simple test using only the percentage of

local funds be used. First, this test has the benefit of

easy administration. Second, measurement of the characteristics

ardeffect'sofformulasprovidingenerarstatealdtosschool

districts can be a fairly invclved undertaking. And third, at

this level of local funding there can be little disagreement

that that the impact of local funding has been diminisheT57

To authorize this alternative measure of RFA, we suggest

the following definition of "financial ability":

The term "financial ability" means the
property 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 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 perpentum of the total finan-
cial support from,state and local -sources
of all public agencies which are o-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.

40/We would concede that4depending 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. We are less concerned about this,however,
when the issue is a state's option to use an alternative
measure of RFA.

1 9 x
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3. Tax Effort Measure of Relative Financial Ability

The House report and the regulations also define "finan-

cial ability" as the "total tax effort of the area served-
.

by these schools and, agencies as that effort is a percentage

of the income -er capita of those within the taxing body".

ED initially discouraged the use of tax effort ss a,measure

of relative financial ability on the ground that tax effort

is difficult to determine for an `LEA or 'an area served by an

tr.

eligible recipient. ED noted that it is often'very difficult

to determine how much of the industrywide taxes would accrue

to a particular LEA or OER. (Here, ED did not appear to dis-

tinguish between local and state taxes.) Consequently, ED

42/
urged states to use property wealth per capita.-- Commencing

in November of 1979, ED's pcilicT appears to have shifted from

ractive.discouragement to toleration of tax effort measures
43/
:----

It has not offered further clarification of the
1"

concept.
..

Although the measure is effort as 2 percentage of income

per capita of those within the taxing body, it is unclear what

taxes figure into this percentage. For example, it is'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 (Oct.3,197'N.

42/50A VOVAt SUggested Pro*Cedtres fot Fedral 'Fund Distribution
T.L. 94-482 (1979) at 1. See also the Final Report, DSVPO Task
Force on Federal Fund Distribution,Procedures, June, 1979 at 7.
43/See, e.g., BOAE/OVAE Draft Information Manual for Federal Voca-
t*. Education Fund Distribution Procedures, Nov. 1979 at 6.

-19,3
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both local and state taxes,are.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-no-availabl-e
,

for LEAs where LEAs overlap other local jurisdictional boundaries.

For the same reason data on total local tax effortare often

not available by school district.

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 problems; and we make no recommendation

about whether it should be continued.

2, C. Low Income Factor

1. Purpose and Organization

In addition to relative finahcial ability, the other most

important factor for distributing funds to LEAs is the "relative

number or concentration of low-income faMilies or 'individuals

within such agencies". Section '106(2)(5)(B)(1). The 1976

House amendments included this factor for the same reason as

RFA: "it readily identifies those agencies most in need

of this assistance"W Thus, the low-income factor is a proxy

measurement of needy for vocational education which provides

additional VEA funds to LEAs with disproportionate concentra-,

tion of low-income persons.

We have identified two issues regarding the clarity of

the low-income factor: (1) what data may be used to measure

41/H.R. Rep. No. 94-1085 at 34.

19
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,$

-theaow-income factor, and (2). what is .the meaning of

"relative, number or concentration"?

2. Acceptable Data'Sources

d. -Felp.eY51-iii37itate legal frameworks -- The term -

"low-income family or individual" is defined by the VEA as

"such families or individuals who are determined to be low-

income according to the latest available data from the

Department of Commerce. " -'

As noted by ED itself, this statutory definition created,

c&.oblems because Department of Commerce data may be up to 10

years old, and may not be available lowia LEA basis.46/

As a'result of these problems ED_first recommended that

states construct their own updates or'use acceptable proxies 47/

And some of ED's draft manuals on funds_distribution provided

examples of proxy data0

(a) The ;elative nnmber or concentration
of low-income families/individuals within

0 the agency which- are below a state-defified
'poverty level,

(h) The relative number or ,concentration of
low-income families/individuals who have
been designated as economically disadvantaged
by the State.

(c) Aid to Families with Dependent Children
(AFDC) data.

(d) Title I student count data.

(e) School Lunch Program recipiedt data.

45/Sec. 195(17) of the VEA (20 U.S.C. 2461(17)).

0/See Final Report, DSVPO Task Force on Federal Fund Distribu-
tiOlPrOcedures, June 1979 at 7:
42/Id.

48/BOAE' /DSVPO Draft Information Manual for Federal Vocational
Education Fund Distribution Procedures, Nov. 1979 at 8.
BOAMSVP0 Draft Information Manual for Federal Vocational

Education State Grant Fund Distribution Procedures, July, 1980 at 11.

1Y71
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ED's standard for the use of proxy'data was 'that it must

be the "latest and most reliable data on low-income families-.

or indiViduals."49 /

ED's most recent pronouncement is less permissive-about'

proxy data. It points out that Department of-Commerce data

is required by statute. While recognizing that this. data

may, not exist for LEAs or cannot be meaningfully applied, it

encourages states to contact ED for technical assistance 7,

rather than authorizing state discretionto use proxies. ED

does state that "in these cases it may prove necessary

to permit use of. . .[other] sources of data"n"

During the time that ,ED was spebifically authorizing

statem to use proxies, it was also recommending that counts 'of

51/low-income children or students Lot be used if at all possible.

As stated in ond_ED -report, Child-student data were ob-

jectionable because it is the intent of the law to base fund-

ing on 'the needs'of the community supporting.the program and

not on the needs of'the school age popudatiOn.alone; and that
4,,

this factor would ignore the number of adu'Its who want to update
ti

their occupational skills as well as variations from one

district to another in the proportlon of school to total
D

population. ED specifically criticized use of AFDC and Title

I student counts as too limiting because of the possible

undercounting of families/individuals not applying for AFDC

benefits

49/OVAE/DSVP Program Memorandum FY 81-5, Feb. 11,.1981.

51/BOAE/DSVP Draft Manual for Federal Fund Distribution Procedures
Sept.1979 at 5.

52/Final Report DSVPO Task Force on Federal Fund Distribution Pro-
cedures, June1979 at 6-7.
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0
A later draft funds distribution manual was less

,

categorical
5/ Although it repeated most of the objections w 0

to.child-t-o couTts-atipsari7/147 -tnTearliTTrtirp-i;:ti also ,

.

indicated that "it may be adviSable to use student data as

part of'the aggregite to indicate low-income tamilies/individ-

uals, as long as the total population counted includes' adults".
5 /-

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 permissAve proxies 55/

Currently, only one of our four- states uses Department

of Commerce data on low-income families or individuals. The

other three use proxies, such as AFDC, Title I or state low-

income data. In each instance, they had the burden 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-incomd factor can be calculated directly for .

53/ BOAE/DSVPO Draft Manual for Federal Fund Distribution Pro -

cedurees, Sept. 1979 at 7.
**.

54/ Id.

555 ED has specifically diShproved 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
because.this was said to be an indicator of economic
depression rather than necessarily a measure of low-income

families. Final Raport, DSVPO Task Force-on Federal Fund
Distribution Procedures, June 1979 at 6-7.

1,9j
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particUlar LEAs since these data are available by LEA.

The states which use Department of Imerce and state col-
__

lected low-income data only have suchdata by county and not_

by LEA. Consequently, in these states all LEAs within a county'

are assigned the same low-income factor irreSpectiVe of whether

proportions differ within counties.

b. Policy analysis, conclusions and recommendations --

Low-income is an accepted measure of the need for additional

educational services, and also can be considered a proxy measure

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), for example, has long used low-income

to target aid 'to educationally disadvantaged students.

The tatutory definition of "low-income Amities or indi-
,

viatals" refers to a determination based. on data from the De-

partment of Commerce. Unfortunately, these data, because they

are frequently out of date and not available on an LEA basis,

have serious flaws when used to measure the number or concen- k

tration of low-income persons within school

Legitimaterstate.pressure resulted in ED's recognition

that proxy data may be more current and accurate. ED's policy

. in this regard, however, has been neither clear nor consistent

concerning acceptable proxies. For example, it first advised

against the use of data on low-income children or students and

then permitted it.

51/Rec. 101 of Title I of the Elementary and Secondary Education-
Act of 1965 (20 U.S.C. 2701)(ab amended by Chapter 1 of the
Education Consolidation and Improvement Act of 1981).

2 on
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.' We have concluded that Department of Commerce, data oti
. -

aow-income families or indivIddals al4einappropriate for use
- .

as
4-
the, low-income measure in man5r states. 'First, these data

.
- -

.... .1,
typically are riot available by LEA. bis_means that data for

/ larger unit such as counties have to be used. Low-income

persons may be highfy concentrated in a f-_-?; LEAs within the
m

,,

county. Yet this fact is masked by the use of county data and

results in providing funds based on the low7income factor'to

LEAs that should not qualify foe,thent: Second, Commerce data.

comes from the decennial census,. This is only updated between.

census counts in areas with large population concentrations,

and these estimates are not-made by school district. These

data can be as much as ten years out of'date.

Consequently, we recommend that the statutory definition

of "low income families individuals" be\amended to delete

all reference to Department of CommerCe at Fuvliv, we \

recommend that state*be permitted to us th best available ,

data specific to an applicant or to the a a it serves, This

would make clear, that ow-income data for units larger than

a single LEA are invalid measures of the need r vocational

education in a particular LEA, and should not be sed.

Since in many-states low-income data are not available

by LEA for the general population, low-income data on

students enrolled in the LEA frequently will have-to be used --

as it has long'been"..inder Tlile I of the ESEA (now Chapter 1 of

57/
the Education Consolidation and Improvement Act of 1981).

-5-Zlid.
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It is our conclusion that, for LEAs, student data on,
. .

low-income are often a betfer reflection of! Pie need for..
.

%
4

.

.. ..

--'.77P .

.

vocational -education at the-secondary school 'level than- .
. . - - .z

data for-the totai population of the area.' LEAs pvidominantly

provide vocational education to non=adult students who .kre
- -. , -

enrolled in a full-time secondary cchool prograni, .111,addition, ,

the student. B/o'diesparticularly'in cities, often reflect a lower

income composition than the general populatOn, In these situ.-

a
atiOns the use of low-income data for the totalllopulation

would underestimate the actual concentration of students from

low-income families being served by the LEA. Consequently, we

recommend that the statutory definition of low-income family'

or individuals be amended to include children and students.

To incorporate the recommendation § made above l 'we recom-
)

mend that the definition of "low-income family or individual"

be amended to read:

Low-income Family_or_Individual

The term "low income family or indi-
svidual" means families, individuals,
children or student who are deter-
mined

.

tO be low-incom ,accordifig to
the best available data specific ,o
an applicant for funds under this
Title, or to the area it seri.reS;

.

3. Relative Number. or Concentratiori

a. Federal and Stat& Legal Prameworks

The VEA describes the.lo*income fact, or'ag bei,ng measured

by the "relative number or concentration of low-income families
1

*:

'I



.4
or individeAs.2."511 Both the statutear: legislative

history alke silent as to the meaning of the ;underlined

phrase. But ED has consistently interpreted it to refer to

the relative occurrence andconcentration'of low-income
4

59 /persons rathn.than absolute numbers.--
G-..,

. .

. , : Theastatutory Ianguige does not clearly define whether
-

M .
.

.

7. ."

a recipient's proportion of low-income persods, is calculated", I

.. , as a proportion.of the /221pient's'tOtal population families,

individuals or students) or as aproportion of the total number- ,

'-$.- .., 1

of low-income persons in the Spate-, 'ED has resolved this.in
..

stated that "relative number and concentration" are synonymous

favor of the former interpretation. It has consistently y

i\4 .

and Mean "that potion of the.Population within the LEOS)/
/

ED has also-interpreted the low - income, fb.ctor
,

to require

4

Il ,
a count of families or persons belowAome accepted-'poverty

.-
.. 1

threshold, and has not permitted the use of. average or median

61/family. or per-capita income.

S8Sec. 106(a)(5)(B)(i) of the VEA of 1976 (20 U.SX. 2306(a)
(5)(B)(i)).

59/See, e.g., Final Report'of the'DSVP0 Task Force on Federal
Fund Distribution Procedures June, 19.79 at 6.
60/See, e.g., Notice of Interpretation 45 F.R. 81813 (Dec.12, 1980)
at 81814. The only policypaper whichqinterpreted this phrase to
require a proportion of the State's loi-income POpulation was

Atim Final Report of the DSVPO.Task Force oh Federal Funds Distri-
bntion Procedures, June 1979 at 6. This interpretation was
switched to the proportion within an LEA in the subsequent policy
manual. BOAE/DSVPO Draft Tual for Federal Fund Distribution ,

Procedures, Sept. 1979 at 5 A later draft information manual '

permits states to include a comparison of the concentration with-
in an LEA to the concentration within the state "as an
indicationof each LEA's relative standing. BOAE / DSVPO
Draft Information Manual for Federal Vocatidal Education State
Grant Fund Distribution Procddures, July 1980 at 10.
U/See, e.g., BOAE/DSVPO, Pennsylvania State. Plan Deficiencies \
as a Result of Management' Evaluation Review for Compliance/
Quality, June 20, 1979,at-1-2.

if
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The first funds distribution formula,adopted by several

, states in response to the 1976 amendments measured the low-

income factor by the absolute, number of ow-income persons.

ED found these ldw-income factors to be out- of compliance, and

currently all use a proportional calculation. One statehow-

ever., stil'.determines a recipient's low-income proportion

as,that recipient's proportion of the total number of low-

income personsOin the state despite ED's clear position to the

contrary . A second state was re cently challenged .on this same

matter, and changed its measure as a result.'
t.'

1)1' Policy analysis, conclusions and recommendations -- We

have concluded that ED has correctly interpreted the low-inOome
P

factor to require a count of families or persons below some

accepted poverty.threshhold. The statutory"definition is

clear that the measure mVt4t be based on a "relative number

or Concentration of lowincome families or individuals."

,Median family' income or per capita income data do not permit
.

one to determine the "nuMber or concentration" of families or

indim,icluals. Per capita income data are averages which can

mask great differences. in concentrations' of revenue at

different levels of,income. One community may have high

concentratibncs ofthoth p ool- and rich persons; another may

have only middle incote_persons; yet both may hang the same

per dapitaincome. Similarly, median family 4come only gives
.

phe income which half the population is above and below --

again, providing little information on income concentrations,

1.

t 20



.001,

C/

3- 54

With respect to ED's -in

Aentrftioneiers to the propo

2 I

terpretationthat 'numbir or con-
k!
ieion of low-income to total

population of aparticular_:recipient, we have concluded that,

in general, this is consistenewith-fhe'intent of Congress.
,

Problems have arisen from this interpretation, not because it'

is incorrect or illogical, but because of its interaction with an

erroneous ED interpretitidn concerning the interaction of funds

distribution factors.
(.

We term ED's erroneous interpretatio

fallacy 162/ ThIe'service unit fallaci, is'ED

some cases requiring) states to eliminate th

A -

pupils to be served with VEA funds (dr other

n the "service unit

's urging (in

e number of

service unit)

from state formulas for distribution of',VEA fUnds. As dis-

Cussed in later chapters, funds distribution,formulas-have

A.

62/The service unit fallacy is discussed at greater length
Chapter I,

n

1

1



3-55

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 vastly different

enrollments may qualify for the same total amount of VEA funds -.,

if they have the same scores on the formula factors, e.g., low-

income and RFA. Where no recipient size multiplier is used in the

formula, the use of a percentage concentration measure of low:,

income persons contributes to the irrational result described

above. In this case a low-income measure that used absolute'

number of low-income persons in the LEA,or the proportion of

low -Income persons in the state that resides in the LEA,would

havthe 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

the use of pupils or other recipie'nt size indicators in formulas.

For example, where a pupil multiplier is orrectly used, ED's

proportional measure of low-income persons results in each

?06
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LEA with the same proportion of low-income persons (to total

*LEA population) being treated alike On a per pupil basis --

a fair_methad of_allocation-

Thus, incorporation of the recommendations concerning re-

quiring a recipient size measure in VEA funds distribution 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 funds63/

IV. OER Fund Distribution Factor. Provisions'

A. Overview and Organization ,r

Under the VEA,separate fLads distribution factors must be

applied to "Other Eligible Recipients"
641. These factors are:

1. "the relative financial ability of
such recipients to provide the re-
sources necessary to initiate or
maintain vocational education pro-
grams to meet the needs of their
students"; amd

2. "the relative number or concentration
of 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.liy

The relative financial ability factor for OERs is similar

to that for LEAs, and certain issues, such as appropriate data

sources for property wealth, are common to both fadtors. The

ill See Chapter 4 for further discussion of the recommendation
.

c on recipient 'size measures.

6-4-/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.

6-5-/Section 106(a)(B)(i) of the VEA (20 2306(a)(5)(B)(i)).

2Q7
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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 issues-;_ trea_t_e_t_in the previous ____section_on

LEA factors is not repeated here.

This section focuses on issues specific to OERs and

identifies needed clarification or modification in the OER

RFA and higher cost studentsqactors.

We-identified several problems which prevent the RFA and

higher cost student factors for OERs from operating consistently

to accomplish congressional objectives respecting the distri-

bution of VEA funds among recipients.

First, state funding systems for post-secondary institutions

are often very different than those used for school districts,

and the concept of RFA has not been consistently interpreted to

take into account state methods for funding post-secondary

institutions. ED has provided inadequate guidance concerning
4.4

the measurement of RFA of such institutions, both with respect

to the tax _base or revenue measure and the use of a per pupil

or per capita basis for comparing institutions.

Second', the OER factor-of higher cost students was also

weakened by ambiguity about methods of counting students and

the lack of any necessary relation between students counted as

"higher cost students" and the level of servicep provided to

such students.

208 °
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B. Relative Financial Ability

1.
b Federal and State Legal Frameworks

RelatV-firfaila-al -ability is required to be one of the
o.

two most impartant factors for funding OERs. The regulations

state:

"in the case of OERs, the relative
financial ability of such recipients
to provide the resources necessary to
initiate or maintain the vocational
eduCational programis 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 income 67/

The regulations spedifically state thit the property wealth

per capita measure applies to both "local school districts

and. . other public agencies having a tax base"68 1 Whether

.the regulation means what it says is unclear. -ED's most

recent program memorandum on funds distribution requires OERs

to use the LEA measure of property wealth per pupil "if an

OER choOses to be considered as an LEA in order to use Federal

funds for cooperative education and work-study programs and

69/
has its own taxing authority. " 6g / This leaves open the issue

-6-6/42 F.R. §1040141(f)(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)(B)(ii)).

12/42 F.R. 53864 (Oct. 3, 1977).

69/OVAE/DSVP0 Program Memorandum FY 81-5 (Feb. 11, 1981) at 7.

209
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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

states to use the "total tax effort of the-area" option for

measuring RFA. Rather, ED has authorized several other
I

options. States first were permitted to dispense with the

property wealth per capita measure for RFA where the state

"provides full financial support for other eligibles recipients,

either by funding 100 percent of an approval budget or by

providing a uniform level of support."i91 ED's most recent

interpretation on this issue no longer refers to the state

providing "full financial support," nor. does it appear to

require- that the OER have no tax base. Instead, the criteria

are now stated as "where an bERsreceivesi no.local funds or

receives a uniform level of support' from the state."71/

Originally, Federal administratorS authorized states-

that'vet the criterion to use one. of two- options for relative

/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 atF7 0
/1/OVAE/DSVP0 Program Memorandum FY 81-5, Feb. '11, 1981 at 6.

al
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72/

financial ability : 72 /

(1) it could consider the institution
which receives the largest amount of

ability to pay, or
state funds as the one with ,the highest

(2) it could assign the same weight to
all OERs for the RFA measure, in which

1case RFA is inoperative.

.Within the same year, BOAE added a third option: OERs
1meeting the criterion could "define the service area of each

OER as clearly as possible and-use a composite of relative

financial ability computed for each LEA with the service area.
,73/

In its latest interpretation, ED reduced the options to
0

744
two, eliminating the option of making RFA inoperative. ED

eliminated this option on the ground tha it did-not have the

authority to ignore a factor required by statute.75/
i

\ Post secondary institutions-receiving VEA funds in our

fourstudy states reflected two different patterns of state

support. In two states these institutions, primary community,

colleges,were auppbrted from a combination of local and state

tax revenues and student tuition:a/ In the other two states

72/Final Report of the DSVP0 Task Force on Federal Fund pistri-
Eution Procedures, June 1979 at,9. The Task Force Report noted
that the first method "does nbt'take into account different size
institutions/programs or',the fact that different institutions
will be fully funded at different 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-
tribution Procedures, Sept. 1979 at 9. .

2-31BOAE/DSVP0 Draft Information Manual for Federai Vocational
Education Fund Distrthution Procedures, Nov. 1979 at 10,

,% and Dec_ 1979 at 10. See also Draft Information Manual
for Federal.VocationalnUcation State Grant Fund Distri-
bution Manual. July 1980 at 13. Ak

74/OVAE/DSVP0 Program Memo. 81-5, Febnl, 1981 at 6.

75/Id.

ISOne of these states treats post-Ji6Ondaty institutions as

LEAs to enable them to participate in work-study and
cooperative programs.

21i



3-61

local revenues were not used, with primary funding coming

from state revenues and tuition. In one state these were

state funded community colleges; in the other state these

were state funded technical schools. The RFA measures used

by the states; which ED approved, could not always be

predicted, however, from the interpretations of RFA described

above.

One of the states, in which OERs receive local tax revenues,

originally used a measure for RFA of state appropriations to

each OER per FTE'student and the annual percent increase in

tuition cost at each OER. ED found these measures invalid

apparently because it concluded they did not give a true

indication of "an'institution's ability to pay."

Subsequently, with ED'S approval, RFA was measured by

.net revenues, endowments and'gifts per FTE student (net

revenues excludes both state and Federal revenues). This

RFA measure is inversely scaled so that OERs with the

greatest net [local] revenues receive the fewest VEA funds.

The other state whose community colleges receive local

funding originally used state apportionment and local tax

revenues per FTE students titI.Verage daily attendance. Subse-

quently, the state went to a prope..cy wealth per pupil

measure of RFA for its post-secondary "LEAs. .11/ Then,

121Althouih 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 'a similar'measure for
school districts. School district LEAs used a property
wealth per pupil measure of RFA attthat time. This
indicates that eves though community colleges were formally
considered LEAs 'he considerations that went into the
choice of the 10A measure related to their status as post-

'
f,

secondary institutions.

212



1

, 3-62

following the enactment of a local tax limitation which

resulted in an infusion of additional state aid to ^ommunity

colleges, the RFA measure was changed to the state-local reve-

nues limit per pupil imposed On each institution by the state's

financing-program for-these-institutions. This measure _was
0

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

the RFA measure. This was denied, and ED "encouraged" it

to continue its county property,malue per capita measure.

. This measure is based on the county in which each community

college is located.

The other state where OERs receive no local reveue

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 formula in which RFA was

measured as the projected cost per full-time equivalent stu-

dent in vocational instructional programs. ED approved this

measure.

2. Policy Analyis, Conclusions and Recomiendations

OERs, which are primarily community colleges and post-

secondary area vocational centers, are more diverse in their

funding than LEAs. LEAP generally are funded from local property

taxes and state aid, with the addition of smaller amounts of

federal assistance. OM's, in contrast, may cover a portion

of their oosts,with tuition payments, and-their reliance on

state and local tax revenues is highly variable from state to

state. In some states funding is like secondary schools

N
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with heavy reliance on the local property tax (and in some

states community, colleges are related to school districts).

In other states post-secondary institutions offering vocational

.education receive no funds from local tax sources. It has re-

mained unclear under the VEA how RFA should be applied to such

institutions and when various measures of RFA can-be used.

Under the language of the regulations ,721 re3ative finan-

cial.abiiity for OERs with a tax basebis to be measured by the

property wealth per capita of the.OER - unless the tax effort

measure is used.

However, under ED's most recent pronouncement, it is not

clear whether,all OERs with a tax base must ase_property wealth

;':per capita, or only those that choose to be considered as LEAs

to qualify for work-study and cooperative programs0

Furthermore, in,neither Of the twoistates where community

colleges receive local tax revenues was the RFA measure used

(or approved by ED) property-wealth per capita. One now uses a

measure of state and local revenues per student; the other uses

net [local] revenues, endowments and gifts per student. The

point hereis not that these measures are necessarily inappropri-

ate, but that one could not predict that they-would be accept-

able Under ED's interpretations of RFA. Under ,ED's interpreta-

tion an OER had to receive no local funds or receive a uniform

78/The definition of "financial ability" is taken from the House
Report accompanying the 1976 Amendments. See H.R. Rep. No. 94-1085
at p. 34.

7.910VAE/DSVP0 'Program Memorandum FY 81-5 at 6 (Feb. 11, 1981).
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level, of state support to be eligible fot_hese optional /

measures of RFA. The ambiguity of the term "uniform level

of support from the State" may have led :1 this result.

This ambiguity is reinforced by the'clianges made by ED

in the6criteria for the use of alternatives to the property

wealth measures. The first announced criterion required a .
30/

state to provide "full financial support" for its OERs.

More recently the criteria 'are that "an OER receives no local

funds or receives a uniform level cf support from the Otate" 81/
.

On its face, a "uniform level of support" would include a

lartgely locally funded system of%0ERs in which the state pro-,

vides a uniformly small flat grant to each OER.

ED's optional:revenue measure of RFA is itself ambiguous.

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 "does not 1

take into account different size insiitutions/programs,, . . ntl
u, rr

This, of ,c6puese,is true of the total amount received, which

is an invalid basis for comparing institutions - a per student

revenue measure 16 not subject to this problem. Fortunately,

all of the states in our study which use a revenue measure

80/Final Report of the DSVPO TAsk Force on Federal Fund Distri-
bution Procedures, June, 1979 at -8. 7 .

81 /OVAE / DSVPO Program Memorandum FY81-5 Feb. '11, 1981 at 6.
82 /Final Report of the DSVPO Task Force on Federal Fund Distri-
bution Procedures, June 1979 at 8.
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of RFA do so on a per student basis. ED's lack of clarity

here on use of total revenues or per pupil amouats,^ie, how-.

ever, symptomatic of ether serious problems resulting from a
.t

similar uncertainty about the use of per pupil calculations in

other VEA formula calculations.831 ED should clarify that any

optional revenue measures of RFA must be calculated on a per.

pupil basis.LI

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 financial ability [is computed]

for all LEAs within the,service area"...-7- This mean's that even

though the OER receives no revenues from local property taxes,

the size of the local property tax base per capita is used

as the measure of the OER''s relative financial ability. One of

our study states where OERs receive no local funds uses this

measure, of RFA. It is our conclusion that it is invalid to

measure an OER's' financial ability by a measure of taxing ability,

for a tax that is not used to support the OER. We recommend that

this option be eliminated.

We agree with ED's current interpretation that relative

financial ability should hot be ignored, as a funds distribution

factor where OERs receive no local tax revenues but have dif-

fering fiscal abilities due to unequal state funding, differifig

8.7/Final Report of the DSVPO Task Force on Federal Fund Distribu-
tion Procedures, June, 1979 at 8.
8A/This'is discussed in Chapter'2 at p. 29.
875/OVAE/DSVP0 PrograM Memorandum FY81-5, Feb. 11, 1981 at 6.
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tuition levels Swhich may refledt the economic status of the

students), special grants and. contracts and corporate donations.

Consequently, swe recommend that RFA be retained as a funds dis-

4-6-ibution factor in this situation.
V

We also recommend that.the VEA be clarified to permit

OERs to use an optional revenue Measure of RFA, similar to

that recommended for LEAs in the preceding section!'Under

this option,an OER would not have to be fully state funded to

use a revenue measure of RFA. 'Rather, if focal tax revenues

amount to less than 25 percent of total revenues (less Federal),

RFA could be Measured by an OER's total revenues (less Federal)

per pupil.

.1n fact, ED has permitted states to use similar-measures

for OERs having.some local tax sources, in spite of issuing for-

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

t local tax revenues are used and would put parameters on the use

of this measure.

We also recommend that the revenue measure of RFA be

clarified to require OERs to include non-tax sources of revenues

iri this revenue measure. This would include such non-Federal

it

Aft
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souices;.as grants,' contracts,'gifts and endowments. With.

.7spect tha inclusion of student.tuition, we recommend

that states be given the Option of incliding,or excluding it

in the revenue computation. We alsO recommend that states be

given.the option ofusing t. revenue and student Count for the,

total institution or ,only..fo (' vocational education. These are
411,-

), choices that willdepend on matter'S'sUth as state and.OER

accounting systems.

.Finally, we recommenddsapproval of EDs concept of

"uniform level of support from tfi state" as a basis for quali-

fying for the optional niealura Of-F7A. .The.uni4ormity of the

level of state support by itsel4 has little relevance to

the relative financial abilitzLaffbERs. ,This uniform level

could represent 95 percent Of an institution's funding or 10

percent. Uniformity. simply cohnotesa flats grant per institution

or per pupil. Since _local tax revenues can
,
still be the-pre-

4 4

dominant source of an OER's funding where the stat'e.provides a

uniform level of funqing, this.concept should not be used to

draw conclusions about. the funding of OERs.

C. Iii;h1 Cost Students \'.=

7.-^\
.1. Purpose and Organization

In addition to RFA, states are to distribute VEA,-.4(inds.to

OERs on the basis of:

the relative number or concentration
of 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,.861

.

86/See 106(a)5)(S)(i) of the VgA (20 U.S.C. 2306(a)(51l11)(i)).

O
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This factor serves a function which is parallel to the
4

LEA low inCoine factor: it seeks to target additional funds

on recipients serving needier and more costly students. Unlike

the low- income factor, which may measure"the characteristics

of the general population of the service area, the OER higher.
0

cost student factor identifies students requiring more costly

'educational programs which are served by:the institution.

This section. will focus primarily on three issues:- (1)

who are , "higher cost" students, (2) what are appropriate

measures of higher cost students, and (3) whether counting stud-

dents as a higher cost strident imposes any obligation on the

-DOER concerning'the services to be provided to such students.
,

2. Federal and State Legal Frameworks

The higher cost student factor was adopted as the other

most important fadtor in.diStributing funds to OERs in the 1976

atenliments to the VEA. The prior VEA, which did not distinguish

between LEAS.and OERs,had required that )the needs of such stu-
.

-8
dents.be given-"due consideration" in VEA funding. -.

7/
The 1976'

87 /The 1968 Act required that:

(B) due consideration will be given to the relative voca-
tional edikcation needs bf all population' groups in all geo-
graphic areas and communities in the State, particularly
persons:with acadeMi, socioeconomic, mental, and physical
handicaps that preirent them from succeeding in regular voca-

41' tional educdtibn programs. [and that] . .

.010- due'..consideratipn will, be given to the cost of the
, programs,, services ,nd activities provided by'local educa-

tionaL agencies wh is in excess of the cost which may be
normally kttribute e cdst of educatibt in spch local

?r-jedubattonal agencies.
Section 123(a)(6)(B) and (D).

.s,

.
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amendments sought to ensure that they were, in fact, taken into

account. The House Report included this factor because it

"readily ide.ntifies'tflose agencies most in' need of this

assistance". 88/

The VEA specifically indicates certain higher'cost students

that may be included: handicapped; low income and limited

English-speaking. ED has interpreted the standard of "higher

than average costs" to permit a state to include any stu-

dent whose education imposes higher costs,-except that ED has

specifically excluded "comparative program costs (e.g.,'welding

ani typing)" 2/

ED has interpreted "relatifie number or concentration" in

the same way as in the case of the LEA low-income factor: as

thee proportion of such students. In this case, the proportion

must'be of "high cost vocational students to the total vocational

student'population of the institution',90/

Because local applications must be submitted to the state

prior to the fiscal'year for which funds are sought, ED permits

OERs to estimate the future number of high,cost students from

88/H.R.Rep. No.94-1085 at 34.
89/See,'e.g.,'BOAE Discussion Paper, Suggested Procedures for
Federal Funds Distribution P.C. 94-482 (1979) at 3.
90/Sce, e.g., BOAE/DSVPO Draft Information Manual for Federal
Vocational Education 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.
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previous enrollments.21/

ED, however, has not issued any interpretation on how'

students are to be counted, e.g., 8y a headcount or on the

basis of full time equivalents.

ED has interpreted these fund:distribution requirements

for OERs to be'inapplicable to contracts with private voca-

tional training institutes "or other existing institutions"

which may be funded outside of the funds distrihution process

of section 106(a) (5).9Y

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

LEAs and.. used the-t-Ek-loW=inadde-la-otor instead, and another

state effectively eliminated the higher'cost student factor

by treating all OERs as having the same proportion of such stu-

dents based on the assertion that all OERs draw students from

all over the state.

91/The Final Report of the DSVPO Task Force on Federal Fund Dis-
tribution P l ocedures, June 1979 (Attachment: Issue #12), recom-
mended that'' be used as the preferred method. Subse-
quent draft policy manuals repeated this as an option. See,Te.g.,
Draft Manual for Federal Fund Distribution Procedurps, Sept.1979
at 10. ,

.

92/Draft Information Manual for Federal Vocational Education Fund
Distribution Procedures, Ded.1979 at 11.
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One of the states originally converted the one factor

into three factors: (1) disadvantaged and handicapped enrollees

'enrollees, (2) black enrollees, (3) hispaniC enrollees, and (4)

tne percett of persons below a certain poverty level. ED,,

objected to four factors for higher cost students as giving

too much weight to it. The current factor includes only one

factor which includes both handicapped and disadvantaged

The other state, includes students served who are

handicapped, from low-income families, or from' limited-
,

English speaking families. Originally this state assumed

that every OER served the state average percentage of

handicapped pupils, which effectively eliminated handicapped

students from 'thelormula. Instead of calculating a

percentage of higher cost stUdepts to total students in

the OER, this state originally calculated the percentage

of the otal number 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 used and the-percentage is the proportion of higher

cost stdents to an OER's total students. This state uses

a simple head count of students rather than full-time

equivale n ts.
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No state imposes any obligation on OERs concerning the
to

services to be provided to higher cost students whom they

count.

3. Policy Analysis, Conclusions and Recommendations

Although the VEA is fairly specific about which

students to include, several of our states'originally had

problems in this regard. These problems appear to have

been resolved and we see no need for further clarification

of the general categories of students that can be included.

ED has not dealt with the issue of measuring higher

cost students even though this may be a problem in some

states. ED permits states to use simple head co'Ants 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 educational programs, a simple head count may give

a distorted view of the student population. A simple head
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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 a full-time equivalent basis (e.g., by using

contract or credit hours) is usually necessary to accurately

compare relative numbers, or proportions of students among

/OERs.--93 We have not seen any studies indicating the degree-

to which higher cost student proportions are distorted by

lack of full-time equivalency counts. The use of simple

head counts may create an incentive to identify-as many

"high cost" students as possible"wit7hout creating any

incentive to provide_appropriate_programs.Thus, we_flag

this as a potential problem, with the recommendation that if

OERs are able, to calculate full-time equivalent students,

such data be used for this factor. t.

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., handicapped', in calculating

higher cost students. All of our study states simply added

the numbers of students in different categories together.

Using different weightinis for different classifications of

students based on cost variation is often done in state

93/Since 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 institutions. We doubt this is likely.
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school.finance formulas. We recommend that states be

specifically authorized to use different weights for

different types of bigher cost students based on state

estimates of the higher costs involved. Arguably, this is

permitted under the current statute, but we doubt that this

is clear to the states.

The VEA specifically 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 id4ambiguous, however, about

whether such students must cost the institution more than an

average aajount to educate, or whether "average costs" refer to

a general presumptio-n -about -t-h-e amou needed to provide an

.appropriate education. ED has never required that a linkage be

made between students identified as high cost students and the

type, level or cost of'the eduCational services provided. And

no states we reviewed have made such a linkage.

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
P

higher cost student factor for postsecondary institutions to

promote additional general assistance for vocational education

to OERs that enroll higher proportions of these students and
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to create a general incentive for postsecondary 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.
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CHAPTER 4

' t

I

-METHODS AND MECHANISMS:FOR DIitRIBUTING'VEg FUNDS'

Introduction

a

A. picilriPuroseaan''

In the preceding two chapters, the clarity, consis-
,

tency and adequacy of the statutory terms describing"the

application approval priorities and fund distribution factors were

analyzed. The purpose of this chapter is to describe and

analyze the methods and mechanisms through which these

applicatfon approval priorities and. funds distribution

factors are given effect.

This chapter is divided into four sections.

cl?

.,Section I introduces the Federal legal framework, the major

issues and our major findings, conclusions and recommendations

with respect to the methods and mechanisms for distributing

VEA funds among recipieAts.

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 in greater detail the substance

of the formula requirement and analyzes the clarity, consis-

tency and adequacy of the formula design requirements in the

legal framework.

Section IV describes the various mechanisms and

methods state& use when applying the formula requirement
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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 Issues Raised ,

1. Requirement of a Formulg

The VEA itself does not use the term "formula."

This term first appeared in the appendix accompanying the

final regulations issued in 1977, in which ED interpreted

section 106(a)(5)-1f the 1976 amendments to require states

to use a formula to distribute VEA funds.

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 only applicable to the distribution of Feder4 funds.

2. Content of a Formula

The statute specifies that the criteria set it in

subsection I06(a)(5)(A) are'to be usea to give-"nriority"

to applicants "in considering the approval/of su6, applica-
.

(application approval pridrities) ./ The "factors"
"

for LEAs and OERs specified in subsection 106(a),(5)(B) are

to be used as the basis for "ddtermining the amount of funds

available" to "apiJficants approved for' funding" (fund distri-

bution factors).'

=L / Section 106(a)(5) includes the application approval priority
factors, funds distribution"factors and prohibitions on the
use of certain methods for the distribution of funds and a
particular funds distribution outcome.
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ED has interpreted thi VEA as giving states the

option of Using.two different mechanisms for giving effect to

both the application approval priorities and the fund dist4-

butibn 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

according to the application approval factors.(EDA and new

programs) and "a cut-aff point is established beyondwhich

no recipient is funded." In the second step, the amoune'Of
o

VEA funds- eceivedby applicants approVed for funding is

determined applyingthe funds distribution factorsweVela-

tive financial ability and low income persons/higher-,cost-

students)%

In the one-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 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-

bution factors of RFA and low-income persons/higher cost stu-

dents to be the two most important" in determining the dis-

tribution 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 process. and the

application priority factors must individually be given lesser

weight.
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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 specification

of two most important fund distribution flObrs '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, appears 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

distributional outcome. Section 106(a)(5)(B)(ii). First, the

statute prohibits states from allocating VEA funds "among

eligible recipients within the state on the basis of per

capita enrollment." Second; it prohibits allocating VEA funds

"through matching of local expenditures on a uniform percen-

tage basis." Third, the statute prOhibits a state from deny;

Vng VEA funds "to any recipient which is making a reasonable
^+ ^ 1. 4 , ^" r .... 1 4. a s - $. T

tax effort solely because such recipient is unable to 'pay the

non-Federal share of the cost of new programs."

4. Uses of VEA Funds

The VEA authorizes two kinds of uses for. Federal funds:

required and permitted. Required uses, in turn, are of two

types. One type of required use resalts from Congress' estab-

lishment of a separate authorization or appropriation for a

particular purpose, e.g., Subpart 4 '(Special Programs for the
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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, the state must use 10% for handicapped

and 20% for disadvantaged persons. These percentage require-

ments are commonly called "set-asides." -

There are also_tvo 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

for other VEA funds in allocating funds for these uses. For

example, the section 121 work-study and the section 122 cooperative

vocational education programs require a preference or priority

begiven for the factors of school dropouts and youth unem-

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 distinguishable how the first by not being -subject to any

fund distribution priorities or factors-in-additiqn to the. general

requiremehts ofSections 106(a)(5). Most ofd the uses of

Subpart 2 Basic Grant Funds other than work -study and coop-

erative education programs, are in this. category.

C. Major Findings, Conclusions and recommendations

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;
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(2) the direct allocation method; and

(3) the project method.

Three of the states use their formulas to determine

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 must-be-borne by the recipient _frompercentage
.

'local and state, funds. One state that has a specific categor-1

ical state aid'program for vocational education cooidinSted

the distribution/of some state categorical vocational
,A4 _ /
education aid'with Federal funds through the percentage

reimbursement calculation.

The one state that does not use the percentage

reimbursement method uses its formula to ca.Loulate 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,

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 method, approved applications are ranked based
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on fund distribution factors and applkcants are funded in

the order of the ranking.

In each case, the formulas ussd were "one-step"

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

approval criteria and two funds distribution factors

as formula variables.

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 applicabrlity.clear;

(2) Is the legal framework clear, consistent and
adequate with respect to the design requirements
for this formula; and

(3) How is the formula to be'applied to the various
uses of VEA funds?

2. The aequirement of a Formula

a. Major findings and conclusions-- ED has con-

sistently interpretdd the VEA to require states to use a

"formula" to distribute VEA funds among applicants approved

for funding. It is our conclusion that this interpretation

is correct. A formula, properly 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

ate-based-on arithmetically related variables and are both
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predictable and replicable. Although in this regard a

formula is an "objective" mechanism for distributing funds,

the mere existence of a formula does not preordain any

particular result. The outcome of a formula is determined

by such things as (1) the variables used in the formula;

(2) how they interact in the formula; (3) how factors are

scaled and interrelated; find (4) how formula scales relate

to variation in amounts of VEA funds. All of these issues

are considered in a later section of this chapter.

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.

3. General FormulaDesign Requirements

a. General findings and 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 concerning the design of
o

formulas have been inconsistent 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

address all of_the issues that are essential for designing

a VEA funds distribution formula.
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Specifically, we 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'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.

As analyzed in this chapter, we found the framework

fOr- designing formulas to have been Made needlessly complex.

We make specific recommendations which 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 substantial flexibility in addressing

particular vocational education needs.

b. The numbers and types. 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 low-

income/higher cost students) if the state uses a so-called

"one-step" formula. 1n Chapter 2 we concluded that inclusion

of the two application approvalscriteria as formula factors

did not give them the priority Congress intended.

Their inclusion also has a reciprocal effect on

the required fund distribution. factorsi, it tends to dilute

240



4-10

and confuse the effect of 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 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 1

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

priorities are used to select applicants 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 app.Lval priorities of section 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,
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social (or) demographic." As described in theFederal legal

framework, ED's Task Force Report stated that some states had

created extremely complex formulas, with eight, ten, or more

factors, with some factors using multiple indicators. 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 specified in the statute.

The addition of factors is a major way that a formula can be

manipulated to defeat intended distributional objectives.

We recommend that VEA formula factors be liMited

to the two now required by statute: for LEAs,. RFA and law-
,

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 effeCt. .

This recommendation will not decrease state flexi-

bility in the use of'funde; indeed, in conjunction with other

recommendations, states will have greater flexibility. This

recommendation must be read in/conjunction with other recommen-

. dations contained in this report, i.e., that states be per-

mitted to use measures of the RFA factor that they use in

their own geneial 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'neee for vocational educational ser-

vices equipment or facilities (discussed later in this

zhapte'r) ."

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

recipient vocational educational programs -- The VEA prohibits
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states from allocating VEA funds "among eligible recipients

within the sate on the basis'ofper capita enrollment."

We fOund that, in some states, ED represented 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 a factor representing the size'of

recipients' ?rograms, vocational' enrollments. We

recommend that Congress clarify that there is no conflict'between

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. Thee proper scaling of factors

i. Major findings and conclusions -- 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 of each factor into a numerical value

which can be used (1) to compare applibants on that factor and

(2) to combine with other factors in the formula.

ED has not developed guidelines with respect to

scaling. As a result, stages are free to use either of two

methods of scaling: continuous and discontinuous. Continuous
1

scaling 6onverts the raw numbers into a different expression o
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their value but retains the,actual range of variance between

factors. Discontinuous scaling converts raw numbers into a

different expression of their value which does
,.

not retain the

actual range of variance between factors.

We conclude that the use of discontinuous scales

distorts the actual variation of factors athoneapplicants.

ii. Major recommendations -- We recommend that if

Congress continues to be concerned with equalization as

reflected in funds distribution factors, it should add i.

provision to the VEA that puts-parameters on how these

factors are scaled.

First, -we recommend that continuous scales be

required. Second, we recommend that parameters be placed

on factdr scales to ensure that there is a substantial
0.0

correSpondeuce between the- ratio of variation of each fund

distribution factor and the ratio of variation of the numbers

Aised to scale each factor.

We specifically recommend that a scale parameter be

based on the ratio of variation in the unscaled fund distri-

bution factors (RFA, low-incole and higher cost students).

Other parameters could be selected which would ensure sub-

stantial, although not complete proportionality between

6
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factor and 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 formulas the points for each factor are combined

to obtain a point total for each recipient and for all recipients

in thr' 'state: We have recommended above that formulas con-

.

tain only the tio required fUnd distribution factors. In

combinihg the points from the scales for these two factors,

we recommend that parameteis similar to those for the indivi-

dual factor scale& 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. Consequently, we recommend-that

Congr:ess add a parameter on the ratio of factor difference when .

both fund distribu,ion factors are .Combined. A possible parameter

is that the ratio'of lowe'st to highest possible combined ?actor

scores be at 'a minimum not less than the average ratio'of the

individual factor ratios.

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

i. Major findings and conclusions -- As described

in the legal framework, ED has determined that two fudds

distribution factors must receive greater weight than

any other formula factors.

We. found that in response, states have developed

different systems of weighting formula factors, i.e.,

multiplying'a formula factdr hy'a whole number or a fraction ,

to adjust the relative effect of that factor in the ,formula.

2
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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 factors.'

ii. Major recommendations -- The problems of

relating factOrs to each other and of determining their

relative importance have arisen largely from the inappro-
\

priate inclusion of application approval priority iactors

in the formula and the lack of limitaticin on the number of

:,factors. Dealing with these problems as'we recommend will

eliminate most problems concerning the relative weight to

give specific factors, however, if COngress continues to

'permit additional factors, the weighting problem,would be

addressed, in part, by the ratio parameters for the

formula factors as described in the preceding section.
0

e. The use of scales to determine VEA fundin
amounts

i. Major findings and conclusions -- As described

in subsection (c) above, states must decide how to scale,

each formula.factor to ,account for the variations among

recipients. In addition, decisions must be made about
1

how to convert each recipient's total score into the

amount of funds e'ch recipient will receiv_.

We found that the use of scales or other calculations

to determine the amount/Is of VEA funding each eligible recipient

will receive, after fund distribution factor amounts have been

calculated and compared can be the most important step in a

formula. Inappropriate decisions made at this stage can dettroy

246
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the effects of a fund distribution ormula that would otherwise

appear exemplary. Although the VEAicontains prohibitions on per

capita iistributions and uniform percentage matching, these

issues have been largely ignoied by ED's interpretations. We

also,found that in some states formulas had\ been designed,

intentially or unintentially, in a way that circumvented these

objectives and, in operation, would of mathematical necessity

tend to allocate VEA funds in'amanner that is close to a flat

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 qariable reimbursement percentage or local 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 for these, formulas were

calculated therpthunts of VEA funds allocated tended to be

proportionalLto these totals. This is not, however, inherent

it direct allocation formulas. If opportunities for reducing

the degree of variation through formula selection and scaling

are closed off, some states ma i seek to create scales that

reduce the proportionality of f ctor totals to fund allocations.

Thus, the recommendations that follow apply to both percentage

reimbursements and direct allocations.

A
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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 grant6 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

proportion to their differences in financial ability and need

for vocational services as shown by the RFA and low-income/

higher lost student factors, we recommend that ratio parameters

be placed on the scales used to allocate 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 the lowest VEA

formula calculation to the formula total of the eligible reci-

pient with t e highest formula calculation. This ratio of

lowest to hig est formula totals would establish the minimum

ratio of variation 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 reimbursement (in

the case of a percentage method).

248
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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

education that indicate that an eligible recipient has a greater

need fo*. 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 fund of money for which

applicants separately apply. Most of the states in our sample

use these to encourage recipients to use 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 appli-

cant must agree to use for a certain purpose or in a certain

manner. ullike the funding pool, a set-aside is mandatory,
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i.e., in order to receive any of the total funds, the applicant

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 dequate guidance.

ii. Major recommendations -- We recommend that the

use of funding pools and set-asides in the VEA be clarified.

Of particular 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 cannot 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 allocate VEA funds to

/
particular uses.--

2

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

1-/Section 3 of chapter 3 focuses on the other two methods
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 specified
vocational education costs which Federal funds (or the local
match) will pay for.

250



4-20

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.

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 provisions

apply to projects. It is clear that they apply from both 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 applicants are to be funded under the

project. Second, although a variable percentage reimbursement

is often used in project funding ED 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 meaningful way.

The first alternative for ensuring that states use the

fund distribution factors 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.
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A second alternative would be to use theIVEA formula to

establish a planning entitlevent for each potential applicant,

which is the basis for applicants submitting project propoSals

to the state. 3/

In addition, we recommend that the formula override

provisions recommended in subsection (e) for the direct allocation

and percentage reimbursement methods of funding also apply as

exceptions to the above parameters on ptoject funding. This

provision would permit states to override the application

approval cut-off or the variable allocation for projects based

on objective criteria of specific needforl-vocational education. 4,/

The second problem, which is-the inconsequential variation

in percentage reimburSement under some of the projects we

reviewed, would be remedied by our recommendation in subsection

(e) of this chapter that a,ratio paraMeter be placed on

percentage reimbursements. As described in that section, the

3/
-- We 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-off was made. ,

-'ThisThis override provision also encourage& states to expand
access to voca4onal education and gives them greater
flexibility in-'meeting their particular needs invocational
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 Requirement of a Formula

A. Introduction

1. Purpose and Organization

This section, which analyzes the requirement that states

use a formula for distributing VEA funds among applicants

approved for fuhding, 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, cc:!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 applicants

approved for funding. It is our conclusion that this interpre-

tation is correct. A formula, properly constructed, is.necessary

to ensure that the statutory objective of "equalization of educa-

tional opportunity", particularly for recipients having'below

average financial ability and above 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 regard

a formula is an "objective" mechanisim for distributing funds,-

the mere existence of 'a formula does not preordain any particular

result. The outcome of a formula is determined by such things

as (1) the variables involved in the formula; (2) how they

interact in the formula; (3) how factors are scaled and inter-

related; and (4) how formula scales relate to variation in

amounts of VEA funds.- All of these issues .are considered in a

later section of this chapter.

However, the requirement that there be a formula for distri-

bution of VEA funds is the foundation for considering issues

related to an equitable and educationally sensible distrfbution.

The formula requirement is the core of a principled and con-

sistent funds distributiOn system.

As discussed in later sections,2I different formulas may be

appropriate for the distribution of VEA funds for different uses,

and in some cases it may be appropriate to override 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

formula, however, is needed as the basis for establishing the

prdsumed need for VEA funds which any overriding consideration

should complement.

5T--8T2eecFrori IV.
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B. ,Federal and State Legal Frameworks

The VEA itself does not use tbi. 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 amendpents to require states

to use a formula to distribute funds.6/ Section 106(a)(5)

includes the application priority factors (subsection (5)(A),

the specification of funds distribution 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)).

Section 106(a)(5)(B) specifi3s that when a state deter-

,mines the "amount of funds available under the Act which shall

be made available to these applicants approved for funding", it

must "base such distribution on economic, social and demographic

factors relating to the need fpr 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).
.4

There follows a paragraph prohibiting the states from al-

locating funds on the "basis of'per capita enrollment or through

matching of local expenditures on a uni'forill percentage basis.

Anorthe outcome prohibited is the denial of funds "to any

6/ 42 F.R. 53'865 (Oct. 7, 1977)
7/ 20 U.S.C. 2306(a)(5)(B).
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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".

The funds. distribution requirements of subsection 106(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

recipients for differences in need resulting from variations

in property wealth and personal incomes. 8/-- The House Report

also,set out a definition of the "financial ability" factor

in order to "give greater preciseness to our intention in try-

ing to focus Federal funds on those school districts and other

public agencies most in financial need of these funds".-- 9 /

, _ _ _ _ _ _
. The prohibitions of subsection 106(a)(5)(E)(ii) came from

0

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".10/

In this regard, the Senate indicated that states should not

use eformula" which ignored these factors: "Despite this pro-

vision, a number of States allodate funds among school districts

on the basis of a flat formula without takiiig relative need or

ability to pay into account. ill

8/'H.R. Rep. No. 94-1085,rat 33.

9/ Id. at 34.

10/ S. Rep. 94-882 at 71.

11/ Id.
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ED has interpreted the formula requirement to apply to

most VEA funds. A formula must be used in allocating funds

to eligible recients under the Basic Grant (section 120),
0

for Special Programs for the Disadvantages (section 140), for

Consumes and.Homemaking 'Education (Section 150) and for one

particular program improvement and supportive service under

Section 130, namely vocational guidance and counseling (sec-

tion 134). Other program improvement and supportive services

under section 130 can be provided by contracts and may be dis-
12/ 2-

tributed outside, of the formula requirement.--

Where the formula requirement applies, ED has also been

clear that any distribution of unallocated funds or realloca-

tions in the same year must bedistributed by formula.1-/

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 considered inapplicable to state funds

for vocational education, whether distributed as general state

and or categorical state, and for vocational education.W In

contrast, the regulations apply other VEA requirements to state

and local funds used to meet matching and maintenance of effort

requirements.
15/

12/ 42 F.R. at 53865 (Appendix B, Question No. 1) (Oct. 3, 1977).

13/ BOAE/DSVPO Draft Manual for Federal Fund Distribution Pr6-
cedures, Sept."1979 at 1; OVAE/DSVP Program Memorandum FY 81-5,
(Feb. 11, 1981) at 2.

14/ BOAE/DSVPO Policy Memorandum, FY 79-8, Sept, 19, 1979 at 3.

15/ See 34 C.F.R. 400.185d; 222(b) (c) and .(d),' and 241(a) (i)
an (ii) (planning requirements); and 34 C.F.R. 400.301(c)
(all requirements).
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ED has never explained the basis for excluding state

funds from the formula requirement; but presumably it is

based on section 104() (2) which specifies .that, "The

Commissioner shall not disapprove any plan or program plan

and report submitted under ttlis Act solely on the basis of

the distribution of State and local' expenditures for voca-

C.onal education". The Senate Report indicated with respect

to this provision that "the Commissiper's authority to dis-
.

approve a. State's annual program plan is limited to its pro-

posed allocation of Federal funds."
16/

All Of the statesin our study used formulas to distribute

VEA funds to recipients, but formula mechanisms differed from

state to state. Some used the formula to directly allo-
.

cate the amount 'of VEA funds determined by th' formula. Others
_ .

use the formula to calculate a variable matching percentage

reimbursement' for,speCified program or equipmeno costs. In

msot states, the formuleamechanism differed from program to
. . r-.

program:. .

Most stats also used vmethod of funding called the "project

method" for certain VEA pur
)

poses11/ Under the project method,
.

the formula is used to rank applicants to determine the order of
.

\

project approval and also typically to vary the percentage of
,

16/ S. Rep. No. 94-882 at 75.

17/ See section IV for a more detailed discussion of the project
method of funding.
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local funds required to fund project.

C. Findings, Conclusions and Recommendations

It is our conclusion that ED correctly interpreted the

VEA to require states to use a formula to distribute VEA

funds to recipients, A formula requirement is implied in, the

statutory fund distribution requirements and prohibitions; it

appears to have been anticipated by the legislative history;

and is-liece ary to implement the Congressional intent to equa-

lize amon ecipients for differences in need, for VEA funds.

The 1976 Amendments concerning, funds distribution were

adopted because Congress concluded that states had'not seriously

responded to the more general exhortation of prior legislation

to give "due consideration" to factors such as financial ability

and the high costs of educating certain students. In addition,

the factors established in the 1S76 amendmerits clearly require

quantificatiOn and arithmetic comparison, e.g:, "relative

financial ability"; the "relative number or concentration" of

low-income persons and higher cost students. It is precisely`

the characteristics of quantification of variables, and the use

of arithmetic comparisons to determine funding amounts, that

denote a "formula" - in contrast to more subjective bases for

deciding the amount of funds each recipient all receive. The

formula requirement is reinforced by the fund distribution pro-
/

hibition which refers to unacceptable bases for creating

formulas - per capita enrollment and uniform percentage matching.

(18/ The 'details of these foimulas are described in later
sections. The factors used in these formulas are described
in chapters 2 and 3 supra.

2Gn
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ED's interpretation that the formula requirement applies

to the allocation of all,funds under Part A uf the Act, except

those which can be distributed by contract, appears determined

by the language of subsection 106(a)(5)(B) that fund distri-

bution factors must be used,"in determining the amount of funds

available under the Act which shall be made available to these

applicants approved for funding. . . ." (Emphasis added).

In our-review of the use of formulas in four states, we

did not find that the formula requirement itself created prob7

lems for states. In faCA several state officials indicated

that this requirement was imBlartant to retain because witifout

it the allocation of VEA fun& would likely be subject to two

undesirable pressures: The first is the course of least re_Ls-
.,

tance: allocation of funds among recipients on the basis of

a flat amount per pupil or uniform percentage 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 p4itical

pressures, State Boards tend 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

the less needy and more fiscally able recipients that receive

fewer funds, may respond with political pressure.

.261
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ED's interpretations 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.12/

It is our conclusion that D's interpretation that a

formula is required for the distribution of VEA funds to re-

cipients is correct. A formula, properly constructed, is

necessary too ensure that the/statutory objective of "equal-

/

ization of educational opportunity", particUlarly for recipients

having below average financial ability and above: average con-

centrations of low-income arid higher cost populations, is met.

The imposition of a fo ula-requirement by /itself, however,

provides no assurance that his objective will be met since a
i

funding formula is simply al mechanism for distributing funds

/
whose results are replicabl axed based on arithmetically related

(
variables. Although a formu a is an "objective" mechanism for

distributing funds, its existence does not preordain any par-

ticular result. Things such s the variables included in the

a.aformula, how they are scaled 4 interrelated, and how formula

scales relate'to variation in arounts of VEA funds, determine

the outcome of a particular formla (these issues are considered

in later sectifons).

19/ As discusSed in Chapters 2 an
this chapter, states, however,
which factors had to be used,
late to each other, and how to
appropriate for particular \EA

\

3 and in later sections in
were often confused about
ow the factors were to re-
create formulas that were
ses.
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However, the threshhold 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.

As discussed'in later sections, different formulas may

be appropriate for the distribution of VEA funds for different

uses. And, in some cases, it may be appropriate to override

the distributional 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 size, scope or quality.

An appropriate formula, however, is needed as the basis for

establishing the presumed need for VEA funds. In other words,

the formula, at a minimum, establishes the baseline parameters'

for an objective funds distribution system.

20/
Based on the constraints of section 1°9(b)(2)-- , which,

prevent ED from disapproving a state plan "solely" on the basis

of the distribution of state and local expenditures for vocatio%al

education, ED correctly limited the formula requirement to VEA

funds.

However, for VEA objectives for fAnds distribution to be,

met, the allocation of state funds for vocational education

cannot be ignored. States can, and do allocate state vocational

20/ 20 U.S.C. 2309(b)(2).

,f)to,)&rut)
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education funds in inverse proportion to VEA funds so as to

defeat VEA equalization 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 formulas states use in allocating VEA funds

among eligible recipients.

This section is divided into four subsections. The first

subsection A provides an overview cf the issues and the major

findings 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 findingsconclusions and recommendations.

2. Summary of Major Findings and Conclusions

In general, we have found that problems have arisen in

the Federal legal framework with respect 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 found 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
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objectives that 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 are essential for designing.a VEA funds distri-

bution formula. As analyzed below, the framework for designing

formulas has been made needlessly complex. Our recommendations

made in this-Siction 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 "economic, social and demographic

factors relating to the need for vocational edutation among the

various populations and the various areas of the State. . . .

"21/

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 law-inCome

families or individuals within such agencies.22/ For OERs these

must be (1) the relative financial ability of such recipients

21/ 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)(i)).
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and (2) the relative number or concentration of students whom

23/
they serve whose education imposes higher than average costs.--

The House, which, proposed these factors, indicated that

they were to ensure that the most needy applicants would re-

24/
ceive more VEA funds.

In addition t6 these fund distribution factors, the VEA

also requires that

to the following.t

tates,in approving applications, give priority

es of applicants:

1. appli ants located in economically
depre sed areas and areas with high
rates of unemployment, and unable

. to prqvide the resources necessary
to,medt the vocational education
needs of those areas without Federal
assistance; and

2. applicants that propose new programs.2//

These priorities were proposed by the Senate.

The first often termed the "economically de-

pressed area" (MA/ priority, was intended by the Senate to

serve a putpose sinilar 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

6
educational opportunity'

,

.

/

23/ Id. 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.C. 2306(a)(5)(A)).
These, application approval priorities are discussed in
detail in Chapter.2.

26/ S. Rep. No. 94-482 at 70.

.2 6 7
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The second priority, for new programs, was to operate

in tandem with trse Senate-proposed amendment to the Declara-

tion of Purpose concerning the use of VEA funds to maintain

programs.22/ The Senate intended that its "bill as a Whole"

stress "the use of Federal funds as a catalyst for development

of new programs States and localities would otherwise not be

able to afford".

When the Conference Committee on the 1976 Amendments

reconciled the Senate and House bills, the two application

approval priorities were taken verbatim from the Senate bill

and the two funds distribution factlrs were taken verbatim from

the House bill. The Conference Committee perceived that both .

Houses were seeking to tighten the VEA funds allocation process

and clarify that VEA funds are to be distributed to recipients

most in need of funds.1.1/

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 applications". And the

"factors" for LEAs and OERs specified in subsection 106(a)(5)(B)

are to be used as tha basis for "determining the amount of funds

available" to "applicants approved for funding".

27/ "It is also the purpose of this part to authorize Federal
grints to States to assist them(1) to improve, and where
necessary, maintain existing programs of vocational educatign".
Sec. 101 of the VEA (20 U.S.C. '23U6 (Emphasis added).

28/ S. Rep. No. 94-882,at 57.

29/ H.R. Conf. Rep. No. 94-1701 at. 220.
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The House referred to' its amendments as relating'to the

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

The Senate saw its amendments as giving states the basis

on which to make "Eay.: choices among competing applications for

scarce Federal funds". It anticipated that its criteria would

be used to give "priority in approval of applications ". / And,

it stated that "[o]ther applications 6y, of course, also be

approved, but the State'i:oard should be able to document the

reasons \for approval of such applications over those of needier

applicants. "-/ In contrast, the'paragraph of the Senate Report,

which follows the above discussion 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).33/

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.

/ H.R. Rep. No. 94-1085 at 33-34.

311 S. Rep. No. 94-882 at 70.

32/ Id.

33/ Id. at 71.
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In a two-step process the first step is approval o appli-

cants and the second is funds distribution to apprdved 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 recipient is

funded". In the second step, the amount of VEA funds received

by applicants approved for funding is determined by applying

the funds distribution factors (relative financial ability and

341-low-income persons/higher7cost _students).

In the one 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.35/
As noted above, the statute requires the fund distribu-

tion factors of RFA and low-incothe 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-

viduallyvidually receive the greatest weight in the process;-- and

34/See , BOAE/DSVPO Draft Policy Memorandum FY 80- at 1;
BOAE/ 0 Draft Information ManAl for Federal VocaFal
Education Fund Distribution Procedures, Dec. 1979 at 4.

2 BOAE/DSVP0 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.

31/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 illustrated 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 0-20.111

ED's earlier interpretation expressed some uncertainty

about the legality of the merger 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
%

applicants")8/ The one-step process was justified, however,

on the ground that the two-step process anticipates that some

applicants will not be funded and the statute and regulations

did not require 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 Regulationssto pro-
hibit a state from fUnding all applicants.
In situations where all applicants are
funded, an initial prioritizing and ap-
proval process becomes meaningless."39/

3. Inclusion of Additional Factors in Funds Distribution
Formulas

The statute requires that VEA funding be based on "eco-

nomic, social and demographic factors relating to the need for

11/BOAE/DSVP0 Draft Manual for Federal Fund Distribution
Pror,dures, Sept. 1979 at 16.

311/DSV /BOAS Draft Information Manual for Federal Fund
Die bution Procedures, Dec. 1979 at 4.

2i/Id.
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vocational education among the various populations and the- - 4/various areas of the State. . . ." Other than the two most

important fund distribution factors and the application pri-

ority factors (included by ED interpretation), there has been

no written interpretation concerning the number or types of

additional factors that can be included ina 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 factor-defined according to several indi-

cators. . . . The more factors contained in a formula, the

greater the effect in diluting the formula outcome. " / ED

has asked several states to eliminate additional factors such

as for minority students and training_ needs, without indi-

cating whether these fell outside of the statutory category of

"economic, social and demographic factors" anticipated by the

1. VEA

eki! #ow Factors are to Function in a Formula

The statute does not specify how fund distribution factors

are to function in a formula except, as described above, to re-

quire pat the factors set out in subsection 106(a)(5)(B)(i) be

Section 106(a)(5)(B) of the VEA (20 U.S.C. 2306(a)(5)(B)).

4)/ DSVPO Task Force Report, 79 at 9.

42/ It is not clear why ED insisted these be removed. It appears
that ED concluded they were not adequate proxies for the'
statutory factors, although it is not clear whether they
could be used as other economic, social or demographic

t

factors.

4,̀)72
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the "two most important factors" in the diitribution of VEA

funds./
ED's interpretation's concerning how factors are to

function haves been confined. largely to setting out the one-step

and ewo-atep process as described above.. The June, 1979 DSVPO,

Task Force Report on Federal Fund Distribution Procedures and

the early drafts of the proposed Manual for Federal-Fund

Distribution Procedures, however, provided insights into ED's

views of other issues concerning how factors are to function

in a formula. 44/

The,Task Force Report reviewed a number of state distribu-

tion procedures and categorized them into three types:

1. allocation of funds based on varying dollars per student;

2. percentage support of total cost; and

3. percentage of Federal funds available.

ED then sought to develop model formulas for each of these

three types ,of allocation methods that would meet VEA require-
45ments.--/

Each of the three model formulas were one-step

processes which combine application priority criteria and fund
\\

distribution factors in a single\distribution formula.

4-1/Section 106(a)(5)(B).
44
--

/

See generallz, Final Report rf the DSVPO Task Force on Federal
mound Procedures, June 1979; Draft Manual for Federal Fund
Distribution Procedures, Sept., 1979.

-1-'2/BOAE/DSVP0 Draft Manual for Federal Funcy)istribution
Procedures, Sept.', 1979 at 13.

2(3
A.

I
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Model Formula No. 1 - Allocation of Federal Funds on a PerStudent Basis.

The .first model formula was for allocating Federal funds

on a per student basis,/iLl
This formula was expressed mathe-

matically as'follows:

2(RFA + LIF) + EDA + NP = Total Points for Eligible Recpient

Decirral Valu-Total Poin s for Eligible Recipient:
--= ation (ER's

Total Earned Points fcr all LEAs(or OERs) Statewide proportion of
total state1

points)

This decimal valuation was'used to calculate the

.amount of VEA funds per-vocational pupil an eligible require-

ment would receive. The factors were defined as follows:

ce

a) RFA (Relative Financial Ability -
property wealth per. capita oi" the
total population contributing to
that wealth)

b) LIF (Concentration of lowincome
families in an LEA compared,to
the state concentration).

c) EDA (Economically Depr,:ssed Areas -
points will be based on whatever
measurable factor the state uses to
determine this. If it includes-unem-
ployment rate, the GU can be
dropped).

d) GU (General Unemployment - based on
'r.!

the unemployment rate)

e) NP (New Programs - based on the per-
centage of the proposed budget in the
application devotes to new programs to
meet emerging manpower needs)

The RFA and LIF factors were made the two most important fac-

tors by multiplying them times two. The "EDA" application

/approval factor had two factors: an EDA facidr and a general

unemployment factor.

Id. at 13.? 274'
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Each factor was scaled by giving one point per standard

deviation from the statewide mean value of that factor. An

11 point scP-- running from 0 to 10 was used, sith 0 being five

standard devial below the mean and 10 being' five standard

deviations above thelmean. To illustr'ate this the Draft Manual

.gave a hypothetical point scale for the New Program fac-

tor (percentage of an eligible recipient's budget Proposed for

new programs). The hypothetical mean percentage of budget proposed.

for new prograffs is 36.67% with a standard deviation of 5.56%.

According to ED, the scale would appear as follows:

S.D. (-5) (-4) (-3) (-2) ( .-J) (MEAN) (+1) (+2) (+3) (+4) (+5)

% 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

Points for
o

0 1 2 3 4. 5 6 7 8. 9 10

Mean, standard deviation, and the-range of points would be

at

fi

calculated in a similar manner for each of the factors in the

formula.. The points, when calculated for all factors for each

eligible recipient, are added together in the manner indicated

in the formula shown above to arrive at the total paints for

each elible.recipients.

-Model Formula No. 2: Allocatidn of Funds on a Percentage of
Total Eligible Recipient Programs Cost

As described by ED., this formula was designed to rank order

eligible recipientsbased on their total points and to assign a

varying percentage of total programIcosts to recipients, also

based on ;total point;;. 1/ ?n this model formula, ED used the same

factors asjn formula 1, except thate,EDA had a single factor for

unemployment rate.

4

1/ Yd. 'at 16.

;

.1
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Unlike formula 1 in which each factor\had the same 10

point rank, formula 2 used different scaleS for the various

factorS. For example, RFA had a scale of from 0 to 30 points;

whereas the new program factor was assigned a2\scale of from 0 to

20 points. AcCording to ED, by increasing the\range of the

scale, the importance of the factor,wouid be inCreased.g1

To determine how many points will be assigned for each

`\ particular value of a variable, the state 1.s to assign a'pol.nt

valueto the'full range of raw numbers for eligible recipients

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

31 and abOve
26 - 30
21 - 25
16 - 20
11 - 15.
6,- 10
0 - 5

0

Points

30
25
20
15
lo

5

Based on such scaleS, 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 Voca-

tional program costs, to be paid for by VEA funds.

4
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ED gave the following example of such a funding scale:

Ranking Category Federal Funds as a % of Total Cost

I 90-99 points 97%

II 80-89 points 89%

III 70-79 points 81%

IV 60-69 points 73%
V 50-59 points 65%

VI 40-49 points 57%

VII 30-39 points 49%

VIII 20-29 points 41%

IX 10-19 points 33%

X 0-9 points 25%

ED also provided an example of how the variable Federal

-percentage would be used to calculate the amount of Federal

funds ,an eligible recipient would receive.

OER# Ranking Category % Federal Funding X Program Cost = Federal $

1 V ---65% $90,000 $58,600--
2 .II /- 89% $50,000 $44,500
3 IV 4 73% $78,000 $56,940-

$218,000 .$159,940,

ModefTormula No. 3: Allocation Based on a Percentage of Total
Federal Funds Available

Under Model Formula 3, the relative importance of each

variable, according to ED is determined by the percentage of the

total amount of VEA funds distributed under 'the formula that'is
50/

governed by each factor.-- ED set ort the following formula

do this:

.35 (St'ate Alloc'tion) (LIF Factor) + .35 (State Allocation)
(RFA Factor) + .15 (State Allocation) (sic) + .10 (State Allocation)
(NP Factor) + .05 (State Allocation) (ADM Factor) = LEA Allocation

Thus,, under this model the RFA factor is given greater wc,ight

because iT"g-O-Verns 33% of the total funds in contrast to tne new

prograt factor which govern only 10%.

As in the other two model formulas, scales must be developed

for each factor to take into account factor variation among Pli-

IFId. at 18.

2'7/
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gible recipients. Of note in this model is that ADM (the number of

students enrolled 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".04!

Model 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

may be entitled to receive under a formula, may be different from

the amount actually distributed to the'applicant. ED explained

that "[a]ctual fund distributiop is the result of approved ap-

plications. If the planning entitlement for an LEA exceeds

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.
"52/

These model formulas did not appear in ED's d'-aft of tha

Manual 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 interpretations of f'lle use of

funding factors in VEA fund distrioution formulas, as conkiirmed

in communications with individual states.

5. The Prohibition on Allocation of Funds on the Basis of Per
Capita Enrollment

One of the statutory constraints on the design of VEA

fundina fnrmulnc is the nrohibition on c'af-pc Alloratina 177:.

funds "among eligible recipients within the state on the basis

of per capita enrollment".-5-L3 /

51/ Id. at 18

52/ Id at 19.

53/ Sec, 106(a)(5)(13)4i) of the V A (202JJ.C. 2306(a)(5)(B)(ii)).



4-48

This provision was added in 1976 in/Vesponse to the

'Sena,e's contention that number of states allocate' funds

among school districts on the basis of a flat formula, without

taking relative need or ability to pay into account."541

Tnis proviSion was not interpreted in the October, 1977

regulations, but a later policy directive stated that this

provision prohibited fund distribution procedure which pro-

vides a guaranteed minimum amount to every eligible recipient

55
outside. the formula".--

/
Subsequent interpretations also ap-

--plied the-prohibition to -fIat funding levels within VEA formulas:

"a flat minimum funding level may not be built, into the formula".56/

A later draft manual stated: "[T]he State does not establish

a proportional or predetermined funding level based on the num-

ber
.

of students.1,2/ However, ED's latest interpretation of this

issue prohibits states from allocating funds "solely on the

basis of per capita enrollment". 51/

The pro:dbition on a flat distributiOn per student raised

the issue of how to take into account the number of students

enrolled in an eligible recipient'etvocational program in the allo-

cation of VEA funds.. In EDs Task'Force Report the following

54/ S. Rep. No. 94-882 at 71.

55/ Policy Directive Relatingito Fund Distribution from Charles
Buzzell to Assistant Rezional-Commissioners.-Feb. 19781

56/

57/

58/

BOAE /DSVPO Draft Manual for Federal Fund Distribution Procedure
Sept. 1979 at 13.

Draft Notice of Interpretation May 1980 at 5.

OVAE/DSVP Program Memorandum FY 81-5 (Feb. 11, 1981) at 3.

2
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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"-/ Later in this report in
.

describing Model formula no.--3, supra, it stated "only 57. of

the total allocation will be distributed on the basis of ADM....'"

According to ED, this motel formula "allows some funds to

6)gravitate to where the students exist".7--/

A later draft interpretation described two ways a state-
__

could take into account the number of students enrolled in a re-
,

ciplent's vocational education program.6 -- First, when "applicant

priority ranking and fund distribution factors are being con-

verted into dollars'it may be necessary to incorporate a multi-

plier in the computation which takes 'into account the size of

the program, number of teacher units or number of students en-

rolled".62/-- A second way was to use a project method under wnich

tthe state considers "approved budgets to ensure that total

dollars awarded each applicant also related to the size of the

program, i.e., the number of teacher units; or number of students

enrolled".621

59/ Final Report of the DSVPG Task Force on Federal Fund
DJ.stribution Procedures, jhne 1979 at 8. This statement

______also_appears in the BOAE/DSVPO-Draft Manual fOr Federal
Fund Distribution Procedures,Sept. 1979 at 18.

60/ :d.

61/ BOAE/DSVP0 Draft Information Manual for Federal Vocational
Education State Grant Fund Distribution Procedures, July
1980, -at 6. The project method,of funding is discussed,
infra in section IV.

2S'n
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a subsequent ED Program Memorandum gave the same inter-

pretation with additional specifications, includiL, 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 by the sum of the

other factors in the fund distribution".6.41

6. The Prohibition on Allocating Funds through Matching of
Local Expenditures on a Uniform Percentage Basis

The-statutory_pr ibition_on_allocating-yEA-tunds-"-through

matching of local expenditures on a uniform percentage basis"

is a companion to the prohibition on per capita enrolment;

distributions.
65/ This provision was also contained in /he

661968 VEA.-- Both houses of Congress found that states had

ignored this prohibition. In restating it, Congress exhorted

ED "to make vigorous efforts 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

funds ".
67/

64/ OVAE/DSVPO Program Memorandum FY 81-5 at 3 (Feb. 11, 1981).

65/ Sec. 106(a)(5)(b)(ii) at the VEA (20 U.S.C. 2306(5)(b)(ii)).

66/ "Funds made available under this title will not be allocated - t

to local educational agencies in a manner, such as the match-
ing_oflocal,expendAures at,a_percentage-ratio-uniform--------
throughout the State, which fails to take into consideration
the criteria set forth in paragraphs (A), (B), (C), and (D).

Sec. 123(a)(6)(E) at Lhe VEA Qf 1.963 as mended by P.L.
90-576 (20 U.S.C. 1263(a)(6)(E)).

67/ H.R. Rep. No. 94-1085 at 34. The Senate Report sttted the
same admonition: "The Committee expects the Office 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 71.
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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 Depying Funds to Recipients Making a.
Reasonable rc Effort Solely Because of Inability to Pay
the Non-Federal Share of New Pi.ogram 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 recipient is unable

to pay the non-Federal share of the cost of new programs. "62./

The Senate Bill in 1976 proposed a similar provision which

did not Contain the requirement that a recipient be making a

"reasonable tax effort".12/ The final Bill approved by the

Conference Committee, however, continued this prior requirement

of the 1968 amendments. ED has not interpreted this prohibi-

tion.

8. Information States and Applicants Must Provide Abol..t Formulas

The VEA requires states to submit certain information to

ED-concerning the distribution-of-VEA lands. The tive year

state plan is to include a description of state goals in meeting

O

68/ Descri.bed supra at p. 44.

69/ Section 106(a.101)(i).)_,....In.the _1968 -VEA-this provision-
-wAS-gfifed'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
unable to Day cne non-Federal share of Lhe cos!: of such new
programs". Sec. 123(a)(6)(E) of the VEA of 1963 as amended

70/
by P.L. 90-376 (20 U.S.C. 1263(a)(6)(G)).

Senate Bill No. 2657, Sec. 107(a)(7): "...no eligible re-
cipient will be denied Federal funds for thr establishment of
new vocational edupation programs solely because of its in-
ability to pay the non-Federal share of the cost of such
programs ".

252
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the need for particular job Skills in terms of "the alloca-

tion of all local, State and Federal financial resources

available in the State among...institutions within the State",

andaprovide the reasons for choosing these "allocations of

resources".211 The statutory requirements concerning annual

program plans and accountability reports are even more explicit

concerning the information on funds allocation that must be

included. Here the state must_in_its_planning provisions

"set out explicitly the proposed distribution_ of such funds

among eligible recipients, together with an analysis of the

manner in which such distribution complies with the assurance

given in the general application under section 106(a)(5') re-

lating to the distribution of Federal funds";111 and in its "re-

porting provisions" of these reports "show explicitly how funds

available under this,Act have been used during that fiscal year,

including a-description-of the uses of funds among the authorized

uses of funds set out in sections 120, 130, 140 and 150; and

including a description of the distribution of these funds among

local educational agencies and other eligible recipients in con-

formity with the requirements contained in section 106(a)(6),

and give the results achieved with these funds..."3-V As

71/ Sec. 107(b)(2)(A)(iv) an-.1 (B) of the VEA (20 U.S.C.
2307(b)(2)(A)(iv)) and (B)),

72/ Sec. 108(b)(1)(B)(ii) of the VEA (20 U.S.C. 2308(b),(1)(B)(ii)).
7-3/ Sec. 108(b)(2)(B) of 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.
74/

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 tso post-secondary

institutions approved for funding. ."These examples will demon-

strate the funds distributibn procedures provide the largest

allocation of funds on a per student basis to eligible recipients-

With the greatest needs".2Y Subsequent policy documents have

76
. omitted the "greatest needs" language.

/

77/
More recent policy documents-- require states,as paft of

their annual application for funds,to describe clearly the pri-

ority and fund distribUtion factors and the way in which they

are used to distribute funds, and to describe the amount of funds

"!each," eligible recipient will_raceive throughthe proposed fund

distribution procedure.

`C. State Legal Framework

1. Introduction

The description of the state legal framework relates to the

major features of state"formulas for allo -ing VEA funds among

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.

75/ SeeSee BOAE/DSVPO Draft Manual for Federal Fund Distributio.ri
PTUcedures, Supt. 1979 at 13. rinal Report of tha DSVPO
Task Force on Federal Funds Distribution Procedures, June__
1979 at 11. "1. .

76/ See e.g., BOAE/DSVP Draft Policy Memorandum, Dec:-"1980 at 2.
See also BOAE/DSVP0 Draft Policy Memorandum, Dec. 1980 at 2.

77/
Draft Notice of Interpretation (nay 1980); Notice of Inter-
pretation (45 F.R. 81814 (Dec. .12, 1980).

.5 284
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eligible recipients. It does not provide detail on the

definitions and measurements of the 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

state formulas which forms the -basis for the general discussion

of formula issues that follows. A separate description of how

states vary 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 observe-ion's are of the formulas in

effect in the four study states-16r school Year 1980-81 (FY81).

2. Types of Formula Factors

Every state in our survey used the one-step process to

-distribute all or most-of their VET funds. Consequently, they

were required b_y_ED to use both the fund distribution factors
,,

and the'application approval criteria in the same formula.

EVery,state currently uses the two fund distribution factors

(RFA and lcm-income/higher cost students) as formula variables

/1'
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and p, y4State also included at least one factor for

78/economically depressed areas. Three states also include
;

a factor for new programs.-79/ Some states during FY81 also

80included additional factors./
For example', one state in-

cludes a separate additive factor for ADM (average daily

membership). This state does not otherwise take the student

enrollment of recipients into account in allocating funds.

Another state uses a student dropout factor in its general

secondary formula. Another includes a facto/r for percentage

of total students partiqpating in vocational education.

In earlier years,following the 1976 amendments,some of

these states used additional factors. These included factors

for training needs, minority students, percent of tuition in-

crease (OER formula), mean family income, and student attendance

(either secondary or vocational education). One state ad-seven

separate factors in its general post-secondary formula. Our

interviews indicated that most of these factors had been elimi-

nated by FY81 as_a result of pressure from ED, or were simply

dropped when the state included - for the first time - fund

distribution or application approval factors required

.j/ As described in Chatter 2, one state uses two factors for
EDA: the Department of Commerce factor and ,a general un-

----employment

79/ The one state that does not incldde a new program factor
gives ilfioritytonew programsy establishing a funding pool
1-6-fthillfitfiti5S'e-:---tjneof-t-he--other -States -having a "nett, pro-
"gram" factor uses a fiscal capacity measure for it similar
to that for its relative financial ability factor.

80/ the reterenoe here is to the/general formula for secondary and
postsecondary VEA programs. A number of states, in addition,
use additional factors, such as student dropouts, to Meet the
the additional priorities for work study, cooperative educa-
tion and other prd*rams. These are discussed in chapter 2
and in section IV of this chapter.

286
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3. How Factors Function in State Formulas

-- The deScription of how factors function

in state formulas is organized somewhat differently than the

parallel section in the Federal legal framework. This is

because in order' to describe the relationship of the fund dis-

tribution factors to the application approval priorities in

state formulas, it-is first necessary to describe generally how

state formulas operate.

Three of the states use formulas to determine:for

distribution of at least some VEA funds, a variable percentage

of a' recipient's total_ cost of vocational education_or a

percentage-ofcertain costs, teachers' salaries, equipment.

Where the pericentage reimbursement methad 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 .id with Federal VEA funds through the percentage

81reimbursement calculation./

The one,state which does not use the percentage reimburse-
,

ment method dsesits formula to allocate a specific entitlement

of VEA fundsto\each recipient. What percentage this represents,

of total funds for vocational education 'or for a vocational

o
education...In:0gram. .or ,a_particular_cost-element.,

vent to the Jorkings of the-formula.1 V
Other states in our

81/This is fdrther discussed in chapter 5 under the supplement,
not suppl4iting requirement.

82/
As is further discussed in chapter 5, the matching requirement,'
which this state passes through to the-recipients as a one-for-
one Feder4-local match, requires poorer recipients,which

"receive greater amoL -ts of VEA funds to provide greater amounts
of local matching funds:

,
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study also VEA funds fo," some uses as a precise. dollar

amount without reference to a percentage reimbursement (in

addition to using the percentage reimbursement method for other

funds).

Significantly, other characteristics of state furdin

formulas, such as the type, number, scaling"and interrelation

of forMula factors, are independent of the issue whether the ulti-

outcome is a percentage reimbursement _or-a_specific amount of

,VEA funds. Formulas with alvariety of characteristiqrs .pan be

adjustedIto calculate 'either one. With his in mind,_ we will re-

;

turn to ,the formula factors and work through how they are us.
)

to dete:rhiine the final funding outcome.

b. "Scaling the factors -- One orthe 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

each factor into a numerical-value which can be Used (1) to
i<

compare applicants on that factor and (2) tc combinewith,other

factors in the formula.

ED's model Formula 1 set out in the Federal legal frame-
,"

work, 'supa, 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

state rapks applicapts on each factor and divides this 'rank

order into fourths (quartiles). For each factor a recipient can

receive from 1 to 4 points, with one point being assigned to

recipients in the_quartile_ol_least need and four points assigned

to each recipient in the most needy quartile, on each factor.

t!,

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;

then ranks applicants on each factor; and finally, assigns

points to recipients based on where they fall On the continuum

within those point ranges.

Nons-ot these three states use a continuous point scale.

A.continuous point scale is one in.which the range separating

two applidants in points is proportional to their distance

apart on the actual factor values. For example, if one LEA
.

has 25% of.its population that are low income and another LEA

- has 10,% of its population that are low income a continuous.

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 treat values on'one side'of the cut-off very differently -

than on the other side. ,ror example, assume in the above

illustration that the first quartile of applicants for the low-

income concentration factor runs from 0% to 10 low income, and

the second quartile runs from 10.01% to 2.0% low-income. The LEA

with 10% low-income receives 1 point, and the LEA with 10.1% low-

\income receives,2 points iri a discontinuous scale because it

is in the second quartile. The use of a continuous scale here"

might assign 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

compare applicants on each factor. Rather, for a number of
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factors it compares the applicant's factor score to the state

average score. For e3ample, for relative financial ability

it computes the ratio of the slate average revenues per

pupil to the LEA's revenues per pupil (State Average ReVenues/

83/LEA Revenues).-- Thus, the factor is an amount that can be

greater or less than 1 depending on whether the LEA is above

or below the amount of state average revenues. An LEA at the1

state average would receive a score of 1. This is a continuous

scale because applicant factor scores are proportionate to the

actual differences in factOr raw scores.

c. Relating 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 fUnd distribution factors than to any others.

One method was to multiply the points calculated far the RFA

and low-inCome/higher cost student factors by some numbei,

e.g., by 2 as suggested in Model Formula 1. ,A second method

was to create point scales that assigneda wider range of

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 ;factors govern a larger share of the funds

than the other factors, e.g., the RFA factor is used to

distribute.35% of total funds while the new program factor

only allocates 10% (Model Formula 3).

This state was aut*Ized to. us'e a revenue measure of RFA.
See chapter 3 at p.

290
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The four states in our study used some of these methods

foryarying the importance of the factors, as well as another

method. Several states use a variant of Model Formula 3. They

separate the factors and use each factor to allocate a specific

proportion of total VEA funds. In a simplified version, the

formula for the LEA Allocation is as follows:

$

A Recipient's ,_,Total,State [30%(Lowzdhcome.4. 39.9%(RFA
Allocation VEA Allotment Factor) Factor)

/

29.99% (Vocational .1% (EDA .1% (New Program 84/
Education Particip- + Factor) + Factor) ]

ation Factor)

The percentages represent the percentages of the state-wide

total allotment that is distributed by -each factor. Greater im-

portance is given to th RFA and low-income factors by having

them govern a greater percentage o.f the total amount allotted

than any other individual factor.

One state sought to give greater importance to the low-

income and RFA .factors by assigning them each a range of 18-27

points and by assigning the following point ranges to other fac..;=

tors; EDA 0-18; New Programs 0-12; and ADM 4-16. Another state,'

which uses a quartile scale of 1-4 points for each factor,

assigns an additional point to each of the two most important

factors. For example, if an LEA recefres 3 points for being in

84/ 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.

9.1
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the third RFA quartile, one additional point is given for

RFA for a totalipt 4 points. This is true foi-..each LEA;

that isvan LEA in the first RFA quaAtele would fee-give 1+1 =

. 2-points.

Once the point totals-are. determined for each factor, they

are often combined to give a total point score for each appli-

cant. Three of the states in our study totaled the 'oints for'

each factor to arrive at a point total for each applicant. The

fourth state, whose formula is described above, does not calcu-*

late an applicantis'point total since it, in effect, applies

each factor individually to a specific percentage of the VEA

funds in the formula

d. use-of total points or other total'factor scores -

to allocate VEA funds -- The three states which total the points

for all factors then must translate those point scores into VEA

funding amounts and/or recipient matching percentages. As described

in the introduction to this section, these three states use the

general VEA formula to calculate specific amounts of.VEA funds or\

_other variable percentages of recipients' vocational 'education costs

thgt VEA funds will pay for. These states'use several different

methods for doing this.

Under one method states allocate VEA funds by compai.ing a

recipient's total points to the total points for all recipients;

and this percentage is used to determine the amount of VEA funds

the recipient will receive. For example, if the total points for

a'
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all recipients is 1.00, and a particular LEA has a total of 10

points,'the LEA would be eligible to receive lin of the

total VEA funds allocated under the formula.

The fourth state., Which does nottuse point totals' to
n4

allocate VEA funds, has created a formula which results in

the-oalculation.for each_racipient-of a percentage of the

total VEA funds in the formula which will be allocated to a

recipient under each factor. This state uses the additive

formula described generally at p..60, -supra. The percentages

of the total VEA funds allocated'by each fadtor are then

totaled to determine the percentage of the total VEA funds each

recipient will receive. Fqr example, this fan be expressed

for a hypothetical LEA as:

LEA Entitlement'= Total 5tate Allotment
for all LEAs 2% for Low'-income Factor If--

1% for Vocational Education
Participant Factor + 3% for RFA Factor + .12% for EDA Facto

+ .08% for New Program Factor)/ ft+

When all ,of these percentages ate totalled thejtEL_is-entitled

to 6.2%.of the'Total State AlIdtinent for all LEAs.

Where total points are used to calculate a' percentage

reimbursement, applicants are frequently ranked on total points,

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 uses 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 calculation of each factor: .

293
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, total points to develdp recipient quartiles. Each of the

four recipient groups is required to pr6Vide a different

percentage of local matching funds, in'this case between 26%

and 32%AV

In'some of these states, formula amounts were initially

calculated as "preliminary entitlements"- of Whibh potential

applicants were notified prior to submitting applications for
et,

VEA funds. These preliminary entitlements formed the basis

foi' recipients to prepare applications.

When applications are actually received, formula amounts

are recalculated based..on applicati6ns actually submitted.

1g the total amount ,available'is not fully allocated under the

? ful]. amouni to which they are entitled, _the unallocated amount

formula, e.g., because some applicants do not apply for the

i

is distributed either by formula or by projectapplication.

e. How states incorporate recipient or'program size

into formulas -- As -described in the Federal legal framework,

supra, the VEA prohibits states from allocating VEA funds "on the

basis of per capita enrollment," and ED has had to interpret.how,

this prohibition affects the use of measures of recipient or pro-

gram size, such as numbers of students enrolled in arecipientis

86/-- 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.
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0%.

vocational edUcation program.'

One state, .pursuant to-ED's Model Formula 3' (supra, p. 46)

has In element in its formula which allocates a portion

of VEA funds on a, flat grant per 'student. The state, however;

does not otherwise take into account the size of the recip.- 0

entie_enno11ments in allocating VEA-funds. Nor is another

'unit of size, such as a number of teachers, used to allocate

thesc funds. This occurs because this state was encouraged

by ED to use Model Formula 3 which uses pure factors without
0

any service unit multiplier to allocate funds. For example,

assume two LEAs have the same demographic characteristics

as measured by theA formula factors, but One has only 100.

pupils while the other has 1000 pupils. We will assume that
4

both have the following factor pointg:

25 for Low-income Families
20 for Relative Financial Ability
15 for EDA

+ 5 for New Programs
65 TOTAL POINTS

A

O

As calculated in this formula,all foui!- ofthese factors ignore

differences in the enrollments of the two.LEAs. A fifth factor

for ADM (average dairy membership) does take this into account.

This 'factor has a range of from 4 to 16 points. Assuming the

smallest LEA received 4point's and the largest 16, the total'

point scores would be 69 pot_ ts (65 + 4) for the LEA with-100

students and 81 points (65 + 16)Dfor the one with 1000 students.

As a cons.equence of this formulay the largest' LEA` twart'li

the number of pupils receives only about 17% more VEA funds.

This means that if the smaller LEA receives $100 per student

295
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($10,000 total), the larger would receive a'total of $11,700

or .only $11.70 per student even though the LEAs have the same

demographic factor scones and differ only in their enrollments.

Other states do take into account the variation in the

number of students or the variation in other measures ;2f

recipient or program size, e.g., teachers, equipment, or total

costs. One state takes recipient enrollthents into account by

using vocational enrollment as a multiplier in the formula to

arrive at total points for a recipient. If we use the above

example, this would have the effect of multiplying the total

points for the four factors (65 points for_both LEAs) by'100

for the smaller LEA and 1000-for the larger LEA (assuming here

that these represent vocational enrollments)'. This woLld give

the smaller"LEA 6,500 points and the larger one 65,000, which
. -

makes the amounts of VEA funds available to these similarly

situated LEAs proportional to their'number of pupils enrolled

in vocational education

Another state takes into account differences in the size

.

of LEA programs by using the foymula to reimburse LEAs for a

variable. percentage of the approved salaries of each LEA's vó-

cational education staff (which presumably are in rough pro-

.

portion.to enrolled students) 87/
.

.Another state, which does not use a point system, has

e <e c fee' st-ptip±/-0.r ot herl 1711.11`t`fp-ii'dr "fors 'Applicant size as part .cf

each of its' factor calculations. This state uses both total

O

87/ The project method is another method'for seeking to make VEA
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.
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students in attendance in grades 9-12-and students etrolled

in .vocational education as multipliers for different factors.
.

The:Range of Variation in the Percentage Match of Local
Exp4nditures .

.,.
-..

.

As degcribed &n the Federal legal frameworkf the statute

O

prohibits the use of a "unlform-percentage-basism-for-nmatchIng---A--

of local :expenditures"; in' the case of new program funding,-

the, VEA prohibits states from denying fund's "to any re-

cipient which is making a reasonable tax effdrt solely because-

such recipient is unable to pay the non-Federal share of the

cost of new programs. Consequently',, where states use a

percentage reimbursement mehoeto translate factor totals into
0

VEA and matching percentage-shares, we examined the range. of

variation specified in the formula.
ry

In one state, the formula calculated a local percen-'

tage matching amount of total calculated costs that ranged froth -

26% to 32%. In another state, which uses the formula to reimburse

LEAs for a perCentage of staff salaries, the, total point spread

from highest to lowest need LEA was reported to be from 11 to'-

244. This trap/slates into a peiicehtage reimbursement which

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)(ii

297
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is, at a maximum, a littld more ;,than 2 to 1.

Another state, which.allocates VEA funds as a specific
A

,:entitlement without regard to reimbursement of,local expend'-:

ttres,also.uSes RFA and-low incomethigher cost students factor?

to Calculate maximum Federal support levels, e.g., the remainder

of funds-are -IacaI=patching-funds-. Recipients are on

these combined factors (without a student multiplier) and the

top 10% of eligible agencies are 'assured a higher maximum Federal

support level than the middle 80% of agencies and the bottom110%.

I.

.

Generally; the range in maximum Federal support-levels (and local

match) is either 10% or'20% from the top to bottom group in the.

ranking, e.g., from 40% to,60% maximum Federal support levels

is:a. 205 range."

5. Information States Report on Formulas

We reviewed both five-year state plans and annual program

and accountability 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

could not be fully understood without interviewing state officials.

State reports provided total amounts of VEA funds allocated

to each recipient. One reported these alldcations on a per pupil

basis. Most did not give examples of how the formulas actually

operated to produce specific allocations for particular LEAs
.

and postsecondary institutions.

r
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D. Findings, Conclusions and Recrme ndations

This policy analysis considers the clarity, consistency

and adequacy of .the VEA legal -framework pertaining to the

design of formulas for states tq use in allocating VEA funds

,among eligihle .ecipients: 'In this analyiis the focus is on

whether the formula design requirements carry out the congre
.

sional objectives made clear in the 1976 VEA amendments, as well

r

as. in earlier amendments,-i.e., that VEA funds should be'allocated,

among recipients accordine.to their 'need for these funds as

measured partibularly by their relative financial ability and their

concentration of low-income persons or higher cost students.

This analysis is alsomindful of the congressional intention

togive priority in application approval to applicants proposing

certain new programg and located in economically d epressed areas.

In the introduction to this chapter the issues that are

inleerent in the design of fdnding formulas - for VEA or any

other sources offundS - were described. Of these issues, the

following are analyzed in thissection:

o The Number and Types. of Formula Factors

The use of the funds distribution factors was analyzed in
.

Chapter 3. 'Here we continue the aiScussion of Chaptei 3, as well

as -the 'ChaiYter"2'andlysis concerning the appropriateness of the

use of the application approval priorities (new programs. and EDA)

,in the formula. We also consider the inclusion of additional
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forMula-factors and introduce the issue of-how to take into
c....%

account the varning'enrollments" or other measures of recipient

size in funds' distribution formulas.

o The Scaling of'Formula Factors
k

.t This section applies the discuisions contained in chapters

2 and '3, concerning the definition and measurement of application

'approval criteria and funds distribution factors, to the formula

design requirements. It considers how decisions about the scales

to use'far determiqA.ng the variation among applicants' on each

factor can affect the outcome of formulas:

f o The Relationship of the Factors to Each Other so That
,Some are Given Greater Importance Than Others

Under the issue cf how to Wei0,t formula factors, we con-

sider,the requirement that,. the funds distribution factors of

and low-income/higher cost students be the two most impor-

tant farctors in funds distribution, and the adequacy of the

legal framework to ensure this. This analysis considers

. this issue in the,eontext of ED's interpretation that

application approval priority, and fund distribution factors

can be bmbined in asingle formula.

o The Use of Scales to Determine VEA Funding Amounts
9

As described in the introduction,-at least two scaling de-'

cisions must be made in designing VEA formulasi. the 'first,

introduced above, is how to seale'each formula factor to account

for variation in the faetbr among recipients and re ate that

a
V
n.
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factor to other factors in the formula. The second, considered

in this,section,relates to scales or computations used to trans-
.

late the numerical values generated by the formula into the

amount of VEA funds each recipient is to receive. This sectionpo.

will further consider the use of numb rs of students or other

measures of the size of recipients o their programs in making

this calculation.

These issues will be considered here in terms of general
.

formula design requirements and their applicatiion in general..

In section IV of this chapter these issues are fu ther cOn-

sidered as they are applied to various -uses of I.TEA funds, e.g.,

funding podls, set-asides and project Method of funding.

In general, we have found that the Federal legal framework

has been unclear concerning these formula. design requirements,,and

that some of ED's interpretations concerning the design of ,formulas,

shave been inconsistent with the congressional objectives the

VEA funds distribution requirements were intended to further. In

addition the statute and ED's interpi.etations do not e-Stablish

. a legal framework sufficient to address all of the issues that

.are essential to consider in designing a VEA funds distribution

formUla; and the framework for designing formulas has been

made needlessly complex. Our recommendations made in this sec-

tion 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 the state substantial flexibility

in addressing particular vocational-education needs.

30j
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1. The Numbex and Types of Formula Factors

a. The inclusion of the two application approval

priorities as formula factors- -- As described in the Federal

legal framework above and in chapter 2, ED has interpreted the

VEA to require that states' VEA formulas contain both the appli-

cation approval priorities (new programs. and EDA), and the two

required fund distibution factors (RFA and low-income/higher

cost students) if the 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 inclusion also has zr

reciprocal effect on the required fuLid distribution factors:

it tends to dilute,and confuse the effect of 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 econbmically depressed areas are not appropriate
_ .

concepts for determining tl.e amount of funds recipients should

receive and/or lack appropriate recipient-specific measures.

These f6.ctors may be appropriate for use in approval of applica-

tions, for creating a funding pool for new programs, but their

inappropriateness as funds distribution factors tends to undermine

the intended effects of the two fund distribuy.on factors. We found

frequent agreement ampng state officials on.these conclusions.

3.02
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Not only does their use as fund distribution factors dilute

the other appropriate factors, but it also makes it virtually
o

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 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 the

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 (tep

2).
82/ In this case the formula is not confused by inclusion of

application approval criteria.

12/ 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 thisis
particularly the case for new programs. If the objective
is to fund new programs, applicants should be required td,
apply for funds from a funding pool for new programs, which
can only be used for new programs. See Chapter 2. Pund
distribution factors should 'then be used to determine the
-amotInts 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, such as new programs, handicapped programs, or
replacement of obsolete equipment.

3 U 3
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An additionA reason for not including the EDA application

approval priority in the 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 byo

the House Bill. Both sought t'o provide additional 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 House viewed the required

funds distribution factors. While the 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

90/problems.-- It is our conclusion that in'the fund

distribution process the objective for including EDA as an

application approval priority is better accomplished by not using

it as a fund distribution factor. Consequently, we recommend that
-/-`

Congress clarify that the application approval priorities of

section l06(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"M,/ As described.in the

Federal legal framework, ED's Task Force Report stated that some

states had created extremely complex, formulas, with eight, ten,

or more factors, with some factors using, multiple indicators.

9-2/See Chapter 2 at p. 21.

11/Section 106(a)(5)(B) of the VEA (20 U.S.C. 2306(a)(5)(B)).
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It also correctly puinted out, that adding more factors dilutes

the effects of each factor. The net result of such dilution

is. to flatten the distribution. The most factors we found in

the formulas of our study states was. seven; however, several

states used multiple measures for single factors, e.g., one

state uses both LEA property wealth per pupil and state

aid per pupil as measures of RFA in such a way that these two

components cancel each other out, to give each applicant approxi-
,

mately the same }FA factor.

Even if application approval criteria are not permitted to

be used as funding factors, the present structure would still
0

permit others to be included. As noted by the ED Task Force Report,

this could defeat the funds distribution objectives by cancelling

-out--the effects of the two required funds-distribution(-actors.

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 a ree with ED's objection to the inclusion of

additiona factors. The addition of factors is a major way

that a f _ ula can be manipulated to defeat intended distribu-

es. For -example,-the simple addition of a fac-

tOr for the amount of a recipient's state aid per pupil could

cancel out other vali relative financial ability measures

such as property wealth per pupil or total state and local

revenues per pupil.
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We recommend that VEA formula factors be limited to

the two now 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

!?'id more predictable in effect.

This recommendation will not decreasefstate flexibility

in the use of funds; indeed, in conjunction with other recom-

mendations,'states will have greater flexibility. Our other

recommendations include that states be permitted to use

measures of the RFA factor that they use in their own general

aid to education formulas 92, and that states be

permitted to override the allocation determined by4ormula

based upon other objective criteria of relative recipient need

for vocational education services equipment or facilities

(discussed later this section).

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

'recipient vocational education programs -- Several states we

studied include as part of their fornulaa factor which

generates a-flat amount per pupil for each recipient. These

flat grant .components operate'as "additive': factors, that is,

they function in isolation from other factors in the 1ormula.93/--

'ED has been inconsistent concerning the status of such factors.

The September, 1979 Draft Manual stated that "flat funding levels

22/See Chapter 3 at p. 37.

-9--3/An example of a formula using additive factors would look
as follows: Total points = .40 (RFA factor) + (low-income
factor) .+ .20 (pupil enrollment factor). In this example,
pupil enrollment is an additive factor that gOverns 20% of
the total points for recipients and 20% of the funds allocated
statewide under the forMula.

3 0-6
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within VEA formulas" are prohibited, interpreting the

statutory prohibition in allocating funds on the basis of

94/per capita enrollment.-- The same draft, however, included

95/
a model formula (Model Formula 3)--- which contained an

additive factor for ADM (average daily membership) which

allocated funds to recipients 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

factor score.96/

These conflicting interpretations wear to result from

ED's uncertainty about how to include a unit in a formula

which takes into account 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

funds on the basi of per capita enrollment.

This resulted in ED rec&Mmending or accepting Model

Formula 3, which totally igdores the size of a recipient's

'vocational:education program 'or the need for a program in terms

of numbers of persons who,could be served -- except by including

a small flat grant per pupil as an additive factor.977

94/BOAE/DSVPO" Draft Manual on Federal Fund Distribution
, Procedures, Sept. 1979.
95/.-- Supra. at p. 46.

95/LaterLater draft manuals appeared to encourage, but not require,
states to use number of students or other factors for red.-
pient or program size as a multiplier VEA formulas. See
supra pp. 48-50.

97/TheThe operation of Model Formula 3 is discussed in.the Federal
Legal Framework in this chapter, fLIErtkat p.'46.
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In contrast, it is well alcepted in the discipline of

school finance that finance formulas must include the size

of alPecipient's program or potential program as the founda-

tion of a rational allocation plan.

A variety_of measures can be used in the funding of voca-

tional education to indicate the size of a recipient's program

or potential program. One common measure is the number of stu-

dents enrolled in vocational education (often .standaruized for

purpose of comparison by full-time equivalent or contact hours).

Another is the number of teachers or amount ,of salaries of

teachers. For some purposes4such as replacement of obsolete

equipment, the value of such equipment may be the measure *

used. Where a 'state wishes to encourage recipients to make

vocational education available to more students, it may measure

the potential need for services by the total number of students

enrolled by the recipient,/

When these size factors are properly used in a formula,

recipients that have equal needs, as measured by factors such

as RFA and low-income, receive funds under the formula in

portion to the,.r relative size. For example, an LEA. with 1000

students enrolled im-vocational education would receive $100,000

and one with 100 students would receive $10,000, but both re-

ceive $100 per enrolled student - assuming both have the same

RFA and low-income actor scores.
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It has not been clear under the VEA legal framework how

the size or potential Size Of a recipient's vocational educa-

tion program could be taken into account without violating

the prohibition on per capita distribution. As discussed

above, these are very different concepts. We recommend that

Congress clarify that there is no conflict beti7een'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 recipient's vocational education program.

:There are many methods available to states to do this;'

e.g., use of a pupil multiplier with total formula factor scores

of variable percentage reimbursement of teachers' salaries.

We see no reason at this time, however, to constrain state

choice as to the method, except to prohibit additive size

measures such as contained in ED's Model Formula 3.2111

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 to convert

the raw factor numbers into other numerical values which are

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.

An example of the type of scale we are discussing here is

as follows: In a particular state, LEAs may vary from $100,000

per pupil in property wealth to $10,000 per pupil, with a mean

value of $50,000,-a ratio of 10 to 1, top to bottom. These are

the "raw numbers ". To use this factor in a formula, a state

See p. 46 , supra.

_IJNO9



4-79

may wish to convert these values,to points. To do this, it °

must develop a scale of points. It 'could, for example:create

a scale of from1 to 10, which is Proportional to the varia-

tion.. It could, however, cothpress the variation by using

a soaleoof from "1 to 3, by dividing the LEAs into thirds,

based on their rank on the RFA factor. In both cases the

wealthiest LEA receives 1 point. However, in one case the

poorest LEA receives 10 points and in the other only 3 points.

There is no reason the scale must. egin at 1. In this

situation the scale could run from 100 to 110, with the

wealthiest LEA receiving 100 points to the poorest's 110 points.

ED has not directly dealt with this scaling issue except

to give exam)les of different scares in its "model" formulas.

However, the consequences, of these scaling decisions can be

dramatic. This is based upon the fact that variation in

scale is not determined as much by the absolute size of the

numbers, as by the ratio or percentage variation among the

numbers. This isbsimple to'illustrate. In the first example above,

the scale of 10 to 1 is proportional to the range of variation in

the basic factor. In the second example the 10 to 1 variation has

been reduced to 3 to 1 by a scaling decsion.and in the third

example the 10 to 1 variation (a 1000% variation) has been

reduCed to a 10% variation - a hundred fold reduction - which
.4

renders the factor nearly meaningless since all LEAs receive

virtually the samescore.

310
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Some states have played this scale "game" with skill

to diminish the variation in ;EA allocations resulting

from factor variation. For example, ol-e state uses high

minimum scale numbers to reduce the yariatfon, i-e., on
di*

RFA the wealthiest LEA receives 18 points and the pooest 27.

This is akin to the 100 to 110 variation in the example above.

This state seeks to give greater importance to the RFA fac-

tor by increasing the total pumbers, when in fact thd opposite

occurs. New programs, in contrast,.is scaled from 0 to 12, which

gives the new program factor greater power -as a ratio (1200%

compared to 50%) and in absolute numbers (12 compared to,9).

Another state gives "greater importance" to the RFA
.

and. low-income/higher cost student factors by adding +1 to

their values. The scale is based on quartiles'where applicants'

are ranked on each factor and assigned a number for each

factor of from 1 to 4. Without the addition of the +1, the

difference between the most and least needy applicants,is 4 to
4

1. When +1 is added this is reduced to. 5 to 2 or 2.5 to 1.

Thus, the additiod of the +1 actually reducds the importance

of these factors. Ns/

dtmoner scale whiCh is Used by'states and appears in ED's

Model Formula 1, is the standard deviation scale. As described

in the Federal legal #rar;lework, sunra at p. 43 this gives one

point for each standard deviation from the mean, when this is

-calculated for each factor for all applicants.( In ED's model,

5 standayd deviations below the mean 6as assigned,0 points and

5 standard deviations above the mean was assigned 10 points,

iii
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- making an il,point scale. This, at first glance, appears

to be a wide variationJ

However, the characteristics of a standard deviation

statistic redupe the actual variation substantially and move

the distribution toward a flat grant, irpespective of the

, actual variation among recipients in each factor. This is
o

becaUse the concept of standard deviation is one that by

definition normally includes about two-thirds of all'the

units deasured(here LEAs) within one standard deviation of

the mean, and about 95% within two standard deviations of

the mean. This means .that about two-thirds of all of the LEAs

on any'f actor would receive stores in the range of 4 to6 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 not exceed 1 to 1.5 (4 to,6)..

Some states use scales that are directly proportional

to the value'of the raw ,factors. For example, one'state measures

an applicant's RFA as Average state(and local revenues per
1

pupil.' Here if the state average *-S $1,000.and an applicant

has revenues of $2,000 per pupil, its factor value for RFA is

.5 ($1000/2000). An applicant with revenues of $500 per pupil.

would have a factor of 2 ($1000/500). Thus, there is a 4 to 1

range in both the basic RFA values and the factor scale for RFA.



Ire

4-82

A second type of problem also. was apparent in the creation

of factor scales by states. This is-the use'.of discontinu-

0128 scales. The difference between a discontinuous and contin-

uous scale was described in,the state legal framewOrk.22-/

Basically a discontinuous scale only recognizes discrete points

andnotdifferences between them, e.g., assigning applicants having

$10,000 to $30,000 property wealth per pupil, 4 points and those

with $30,001 to $50,000 per pupil, 3 points. Here theipli7

cant with $30,000 ptoperty wealth receives 4 points (the same

as the $10,000 applicant) and the one with $30,001 receives only

3 points. '-'The difference in point value is whoAly dispropro-

tionate to the actual variation. Some states, in contrast, use

continuous scales. A continuous scale in this example. would give

4 points to applicants with $10,000 in wealth, 3.5 points, to

those with $20,000 wealth and about 3 points to the applicants

with $30,000 and $30,001 in wealth. Continuous scales are not

'difficult 'OD create.

We found the scaling problems identified above to compound

other prob_ems in the VEA such as the use of-applibation

approval factOrs in the formula. The scaling problems deScribed

above necessarily reduced the variation within the nrmula

and added an element of caprice to the variation that existed.

Consequently, it is our conclusion that if Congress intends

that eligible recipients receive substantially different amounts

.

e,s

I.

.

.

of VEA funds based on differing needs and financial ability

22/See supra at p. 58 -59.

3/3
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t),

as reflected by the fund distribution factors, it shou3d

add a provisionsto, the-VEA that puts parameter's on how these

fact's are scaled.

First, 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 t,e disparities'so

that virtually identical applicants are treated very diffeiently.

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 Gescr'ibed above', the use of scales

which substantially reduce the variation of factors among

applicants can undermine the objectives of allocating funds

on the basis of indicated need by making the final outcome

close to a flat grant. ,

.;.

We. specifically recommend that _a scale parameter be based

on the ratio of variation in the uncaled fund distribution

factors (RFA, low-income and higher cost students). For example,

if the 'RFA factor (assessed property valuation per pupil) ranges

from $100,000 per pupil to $10;000 per pupil, a ratio

of.10 to 1, the point scale for this actor would have to be 10

to 1 or greater.--
,

Other parameters could b selected which would ensure sub-

stantiat although not comp te,proportionality between factor

001 This parameter would permit the state to use any point scale
so long as the ratio is maintained, e.g., a scale ranging
from4 to 40 would be equally acceptable.

j14
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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 10thnd 90th per-
0 0

101/
.gentiles in the factor ranking. Another option would re-'

quire.proportionality based on the full range or selected per-
. 0

centil.e range of variation up to a maximum ratio, e.g., 5 to

1. Such a maximum would help to'ensure that. one of the two fund-
.

ing factors is not giver substantially more power in the

fbrmula than the other simply as a result of a wider or.
.

substantially different scale 1°-V

Such a parameter has the advantage of making the scales

4,

for the factors in each state appropriate to the disparity

within the factors in each state., For example, a state whose

LEAs.did-not. vary substantially in their relative financial

abilities could use a narrower scale, for its RFA factor than

. a c-tate whose LEAs 'vary dramatically in. RFA.
.

In many formulas the points for eachfactorare combined

to obtai a point total for each recipient and for all recipients

in the 'states. We have' recommended above that formulas con-

e

01/ In the example above ofa 10 to 1 ratio based on highest
and lowest applicant in property wealth per pupil, the
applicants at the 95th and 5th percentiles on the factor
light have property wealth per pupil of $80,000 and $20,000

pdr pupil, a.ritio 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

diff rence of its scale m&re than by the absolute,olumbers of

lits e. Lmcreasing the absolute numbers in a scale tends

to re uVoe the variation of all factors in the formula,eg, a

scale of c1 to 4 produces a greater variation than one that runs

frOm 100 to 104. Howeve, if the two scales are combined so

tha"Ootal values can run from 10 to log, the scale with the

larger numbers has turned thg distribution into a virtual _

flat grant. ti.1,D
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tain onlythe two required fund distribution factorS. In

combining the points fromthe Scales for these two factorS;

we recommend that parameters similar to those for the indivi-;*;

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 loW-income factors have scales that run from 1 to 4

points, when combiaedt the, maximum, imriation is from 2 to ,8

points, which maintiinwthe-same ratio, difference as the indi-

vidual factors. However, the 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 possible 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
103/
.--

3. Relating the Factors to Each Other So That Some are Given
v. Greater Importance Than Others

Tho issue of how much weight to'give an individual factor

whet. combined with other factors is one to which ED has devoted

s4bstantial attention in order to give, meaning to the re-

quirdtent that RFA and low-intome (for LEAs) or higher cost

IJIV 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.

316
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the "two most important ;factors"

104VEA funds. Muck ofin determining the distribution of

the need for this interpretation flowed from ED 's

pretation that the new program and EDA application approval

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-

tant" factor s-ltandard,actuaIli gave less importance to the re-'

quired factors. For example, '5.s des6ribed in the previous sec-

tion on scaling,. one state sought to give RFA greater impOr-

tance by increasing the absolute numbers in the RFA scale so-
.

that the RFA scale ran from 18 to 27 in comparison to theNew

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 result occurred in another state

which added +1 to the values of scales for the. required factors.

In both cases, by increasing the absolute numbers of the scales,

the ratio of difference of the scales was reduced, thereby di-

minishing the importance of the factors. The problems of

factor weighting )have arisen largely because of the inappro-

priate, but required, inclusion of application approval)

factors in VEA funds distribution formulas and 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))

3i 7
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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 additional factors, the issue (4 how to give

greater importance to the two required fund distribution

factors will remain. Part of this remaining problem would be

addressed by the ratio 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 of factor scaling. -There are other ways,

however, to change the importance of factors in a formula, and

monitoring the individual, importance of factors becomes more

difficult as the number-of factors in the formula increase.

We make no additional recommendations about other specific

parameters to prevent possible problems, if the number of formula

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 State legal framework are described some of the

methods state use to translate total points cr other formula

calculation into the amount of VEA funds recipients will re-

ceive. Typically, formula totals are used to calculate the

specific amount of VEA funds a recipient is entitled to receive

or the percentage of certain costs that VEA funds will reimburse.

The use of scales or other calculations to determine the amounts

of VEA funding each eligible recipient will receive after fund

distribution factor 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.

105/
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can be the most important step in a formdla. Inappropriate 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 been largely ignored by ED's interpretations. As best

we could ascertain from interviews, ED has taken the position

that as long as a formula avoided distributing funds solely

as a flat grant per pupil or solely on a uniform percentage

basis, these provisions were met.
1067 -ED's most recent

interpretation is that states may not allocate funds "solely

on the basis of per capita enrollment".
197/ 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 EDdid not consider these pro-

. visions to be sufficiently specific to do more than prohibit

the most flagrant examples of flat grants or uniform percentage

reimbursements.: We were informed by one state that ED had refused

to approve a percentage match that "varied" from 49% to 51%, but

had also refused to specify the amount of variation that was re-

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

---130AE /-DSVP0_ Draft Manual on Federal Fund Distribution Procedures-
Sept. 1979 at 13.

107/ OVAE/DSVP Program Memorandum FY 81-5 at 3 (Feb. 11, 1981).
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O

We did-not conduct an empirical analysis of the distri-

butional effects of VEA formulas iri the states we studied.

We did, however, exami.de-formulas for their equalizing

potential for addressing differences among recipients
t

particularly in RFA and concentrations ofClow-income/higher

cost students. We also inquired in state inteviews

about the statestobjectives for the formula. In some states

e. least, such equalization was not viewed as a' high priority

108/in the allocation of VEA"funds.-- We alsb found that some of

the formulas we reviewed had been designed, intentionally or

unintentionally, in a way that circumvented these objectives and,

in operation, would of mathematical necessity tend to allocate

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

percedtage reimbursement. For example, some states use the

point totals from the formula to determine variable percentage

reimbursement or local matching rates f6r recipients. The

variation in there 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 matching

rates having variation were assigned to recipients that were

at various pointS in this ranking scile. For example, in one

1°844e 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 recommene_cl_hex2____
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state. the variation in local match was 26% to'32%. In other

words, the most needy LEA had to contribute 26% of total costs

and the least needy had to provide 32% -- a variation of only

15% in the local match. Other states also have little

variation in the percentage reimbursement and matching

requirements.

We noted fewer problems in this regard in formulas that'

directly allocate VEA funds to recipients, i.e., those tat do

not use a variable reimbursement percentage or local match-..

The major problems of these direct allocation formulasappeared

to be in the selection and definition of-factors and factor

scalihg. Once the factor totals forthese formulas were'

calculated the amounts of VEA funds:allocated tended to be

proportional to these totals. This A.s not, however, inherent

in direct allocation formulas. ,',If 'opportunities 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 total" to fund. allocations .109/

Thus, the recommendations that follow apply to both percentage

reimbursements and direct allocations.

11E7For example, a state could create a direct allocation
,

formula that, similar to a percentage reimbursement scale ranics

recipients on 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
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 ftnds recipients are to receive
LID/
.--

To ensure that VEA 'funds are allocated

to recipients in proportion to their differences in financial

ability_and-need fdr-vcational 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 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

formuil calculation to the formula total of the eligible recipient

with the highest formula calCulation. Thi. ratio of lowest to

highest formula totals would establish the minimum ratio of

variation for the amounts allocated to the lowest to highest

scoring recipients (in the case of a direct allocation.formula) or

110/-- 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.

<3

0.
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the lowest to highest percentage reimburseffent (in the case

of a percentage reimbursement method)W/An example of how this

ratio parameter would operate is as follows: assume that

the range of total formula points for applicants is from 20

to 5 from the most to the least needy. This is a ,ratio of

4 to 1. A percentage reimbursement with a variation of from

20\percent to 80 percent would meet- the test. If the state

used a direct-al-Iodation formula a variation in per pupil

---
allocations of from.$50 to $200 would also meet it.

t
Our analysis of the formula in the four study states

indicates that most of them have, formulas whose mathematical

roperties would already meet this ,test. We observdd both

direct allocation and percentage reimbursement formulas that

allocate VEA funds in direct proportion to the scores of -

recipients. Thus the concept underlying this parameter is

well established in existing practice.kLV

1117In the case of percentage reimbursement, ,this ratio parameter
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 paramei:er 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 to 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 paimmeter is applied to a dir.ect 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.

112 /It is important to distinguish between the concept of
proportionately in preseht 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 .1. the issues considered
in this section are interrelated and cannot be addressed ,

in isolation. `'
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This parameter of proportionability/between faCtor

scores and the actual allocation of VEA 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

persons or higher cost students are accepted factors

probative of an LEA or 0Ei's relative need for VEA funds.

As general need indicators, it is our conclusion that they
4

are superior'to most- others. However, given the variety

of permissible uses and'legitimate state policies in

vocational education, we can envision situations in which

absolute adherence to this parameter would not maximize the

goal of assuring that additional VEA funds are allocated to

those recipients most in need of them. Consequently, as

described belOw, we \also recommend that states be permitted

to override the general funds distribution parameter we

have recommended.

The function of the general fund distribution parameter

described above is to determine a general need for vocational

education funds, based upon number of students, relative

financial ability, and concentrations of low-income persons

and higher cost students. It does not 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
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equip new facilities; or the need to 6xpand.apprenticeship,

cooperative educatibn or guidance and pounseling programs.

Unfortunately, we did not see as much evidence as we had

hoped, to find that states had- s6ught to identify such relative

needs of.recipients with any precision. For example, no state

we reviewed had conducted an inventory of vocational edudation

programs,' 'equipment 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

alto indicated they were attempting to expand regional

vocational structures as a way of expdhding program opportuni-

ties in"sparsely settled areas of their states. Except for

the expansion of zIgional structures, the state role appeared

essentially reactive to'the initiative of applicants. \While

recipients may be good judges of their own needs for vocational

education, it did not appear that states generally attempted

to identify and put priorities on the relative needs of

competing applicants. At
( least this did not appear to be a

major condern in the funding distribution process.

It is our conclusion, however, 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 recommend that states be permitted to

override the allocation amount determined by the.general

qla on the basis of (1) objective criteria of specific need.

for ocational education that indicate that an eligible

recip ent has a greater need for the vocational education program

or Sell/ice being funded than would appear from the funding formula

calculation, and (2) the agreement of recipients to Ge VEA funds

to meet those needs. We recommend that the term "objective

criteria of specific need for vocational educatio0)be defined as

a quantifiable standard of need for ciiiaitular prog am, services,
.

facilities or equipment for c4hich'VEkf ds'tare de ignated by the

state. The deviatidn, of a recipient, from this staidaid ,would be

the basis for funding the recipient to meet the standard.

Objective criteria of specific need Tor vocational educatidh could

include theabsence 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,
1

cooperative or apprenticeship programs: These criteria could also

include, for example, the value of'obsolete equipment nde ing.

replacement or the number of students waiting to be admitted to

specific vocational education programs.,

Under the formula entitlement method, the funding formula

would determine a preliminary amount fo-: ealh spplicant. To

apply the objective need criteria, the funaing,formula would also

be used to rank applicants from highest to lowest need. The

objective need criteria could teen be used to determine whether

higher ranked applicants shoUld have their preliminary amounts

decreased or increased or should be skipped entirely.
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'Essentially, the objective need criteria would be

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

purpodes. For example, a funding pool might.be set up, to

pay for the replacement of obsolete equipment in certain

business, education programs. The general formula would

. .

calculate the preliminary amount.ach eligible recipient
,

. , \

9'

is entitled to receive. The formula would also be\ used to
.>

,

rank eligii1 recipients in Order of need. The obective,

need criteria co id be the age of a recipient's bit iness

education equipment needing replacement. In simplified

form this ranking might be as follows:

Total Amount of
Formula Preliminary
Points Entitlement

. Value of
Business
Equipment,
that is
Older than
State Age
Criteria

Amount of 1

VEA Funds
Received I

LEA 1 , 100 $10,000 $ 8,000 $ 8,000

LEA 2 7r. 7,000 12,00r 12,000

,LEA 3 40 4,000 2,000 - 2,000

LEA 4 20 2,000 3,000 1,000

230 $23,000 $2.5,000 $23,000

a

Here the state has used the criteria of specific need for

replacement of equipMent which is beyond a certain age to

override the preliminary entitlement calculated by the 4

formula. Some receive more andsome receive less, based 'on

their specific need. And the state could put other parameters 'NI

O
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on thisTrocess;,for example, it could specify that no recipient

could receive more than 120% of its entitlement, which would

'Akre limited LEA 2 to $8,460 rather than $12,000.

Most,of the flexibility we are recommending is already

present in the existing legal framework, but it is not clear
1

to all of the states we reviewed. In Addition, undevihe

present structure tjie ability of a state to take into'account

the particular needs of recipients foor VEA funds may depend on

Vhether the state is now using a direct allocation formula,

a percentage reimbursement formula, or the project method of

funding. Essentially, our recommendation would permit states,-

to combine many of the features of each of these methods, and

to eliminate the present situation, in which the metivord a
.

'.state chooses to use determines to some extent its flexibility

under the VEA. These issues are more fu'iiy developed in

section IV of this chapter, which considers the'way-in which

funds distribution requirements. operate in allocating funds

for various users permitted under the VEA; and more fully
.

develops concepts suO, as funding-Spools and the project method

of funding.

5. The Information States Report on'Formulds

We found in our own review,of the state and annual program

plans and accountability reports that the information submitted

to ED was not adequate either to understand the elements of

the'distribution formula, how it works in theory and in

practice, or the outcome of the formdla.For instance,

seldom did states report their use of separate funding pools

or the precise scaling and interrelationship of the'distribu-

tion factors. In almost every Case an important element

.128
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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 was the total amount

received.

Total dollar allocations are useless for making

comparisons since they ignore differences in enrollments,

numbers of teachers, value of equipment, and all other

elements that reflect differences in the size or program

size of recipients. ED recognized this fact in. early drafts

of its manuals on fund distribution which stated'tgat states

must provide examples that demonstrate that the fund dfstri-

bution procedures "provide the largest allocation of funds

on a per student basis to eligible-recipients with the

greatest need: u113/ ED, howeyer, never followed up on this,

and most amounts reported by states as allocated to recipients

were useless totals rather.than per-student amounts.

In most cases it was impossible to tell froth state k

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 formula factor for recipients

were not generally reported, and informatio5i on the character-

.

istics of recipients such as enrollments, assessed valuation

e

112/BOAE/DSVPb Draft Manual forFederal Fund Distribution
Procedures, Sept. 1979..

F
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pet pupil or percentage of law-incdMe persons, which would

have permitted close analysis of the formulas from the state

reports, was typically absent. This is not required to be

included by ED even though all this information is readily

available, since it is the 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

definition of all factors used (including 'data sources),'the

factor scales, all mathematical computations, together with

examples of how the forniula will operate based on data from

actual 42,EAs and OERs.

We also recommend that annual program plans and account-

ability reports include, in addition to descriptions of any

changes in the formula, the amounts per pupil allocated to

each recipient under each separate formula, or on another.

basis 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 values and factor scores for

each recipient funded, with such data reported for each

formula(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.

All such information is readily available since these data

are used to operate the formula.
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IV. A.:1 in the General Formula Requirements to the Various
ses o VEA un s

A. Introduction

1. Purpose and Organization

Section II of this chapter considered the Alkula requirement

of the VEA. Section III analyzed the general VEA requirements

relating to the design of the state formulas for distributing

VEA funds among recipients. The major'focus of this section of

chapter 4 is on the legal framework for applying the general

fund distribution requirements discussed in. chapters 2-4 to the

variety of uses required or permitted under the Act. We discuss

in detail one method of allocating VEA funds to recipients for

particular uses, the project method, and two mechanisms used

to allocate VEA funds to recipients for perticular purposes,

funding pools and set-asides.

This section is divided into four subsections. This first

subsection, gives an overview ,of the organization, the legal

framework and the major findings and conclusions. Subsection B

describes the legal framework concerning: (1) the requited and

permitted uses of VEA funds; and (2) the requirements arid\

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-asides and the project method of

funding. Subsection D contains out policy analysis and findings,

conclusions and recommendations concerning the clarity,

consistency and adequacy of the VEA legal, framework for the

allocation of VEA funds for particular VEA uses.
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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 authorization or appropriation for a

'particular purpose, e.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, the

state muse use am for handicapped and 20% for disadvantaged

persons. These percentage requirements are commonly called

"set- asides."

There are also two Hypes of permissive uses that are of

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 unemployment
114/

These are considered permissive uses because the VEA does
\

not require states to use their VEA funds for these purposes.

The second type of permissive use is distinguishable from the

first by not being subject to any fund distribution'priorities

or factors in addition to t.ne general requirements of Section

106(a)(5) Most of the uses of Subpart 2 Basic Grant Funds,

other than work-study and cooperative education programs, are

in this category.

114/These additional priorities are discussed in greater detail
in Chapter 2, supra at 60.
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b. Methods of distributing VEA funds -- The project

method, which is typically used to allocate VEA funds to parti-

cular uses, was briefly mentioned in Chapter 3 as one of the__

three possible methods of distributing funds. Chapter 3

focused. on the other two methods of distributing funds: the

ect allocation method la the percentage reimbursement

method. The direct allocation method calculates a specific

amount of VEA funds an applicant is eligible to receive. In

contrasts the percentage reimbursement method determines a

variable percentage of specified vocational education costs

which Federal funds (or the local match) will pay for. In

this section we will describe how these methods have been and

can be adapted to the allocation of funds for various uses,

within the VEA legal framework. The discussion of funding

methods will also focus on a third method °I 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

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.

Most states we reviewed used the project method to allocate

funds for some purposes.
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c. Mechanisms for allocating funds to uses -- The

discussion of the project method in is section is pre-

ceded 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 frdm a funding pool is approved on the basis that the

'applicant agrees to use funds for a specified purpose, e.g.,

new programs,UY replacement of obsolete equipment, programs

for handicapped students, guidance and counseling programs.

Most states we reviewed use funding pools for some purposes.

They are a mechanism which states use to encourage recipients-

to use VEA funds for particular purposes.

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 for a certain purpose or in a certain manner.

Unlike the funding pool, the set-Aside is.mandatory rather than

optional: to receive any of the total amount 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

Lly Funding pool issues were introduced in chapter 2 in the
discussion of the application approval priority for new
programs. See Chapter 2 at p. 33-47.

334



4-104

the set-aside requirements of the VEA to which the state is

subject, with respect to funds for handicapped and

disadvantaged students.

Funding pools and set-asides are not funding 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, prior

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 set-

aside mechanism is not usually used 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 out Federal and state policies 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 priorities in the legislation 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.
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Despite the importance of these mechanisms for carrying

out the multiple objectives for vocational education of the

VEA and the states,'ED has not provided clear and consistent

guidance concerning their use in meeting various program

priorities. We found the-legal framework to be unclear with

respect to the use of these mechanisms for new programs,

programs for the disadvantaged, or how the application

approval priorities can be met through the use of funding

pools and set-asides.

We conclude that both of these mechanisms are useful and

important' tools to advance Federal and state priorities in

vocational education. We recommend that their use in-the VEA

legal structure be clarified. Of particular-4importance is the

need to clarify that application approval priorities such as

new programs can be met only by establishinF, funding pools or

set-asides for these priorities.

b. The project method of funding -- The project method

of funding is 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.

The 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

project method assumes a budget proposed by recipients while
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under a setaside the state establishes a fixed percentage

of a total amount that must be used-for a particular 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 provisioni apply to

projects. It is clear that they apply from both the legis

latiVe history and ED interpretation. We identified two

problems which require further clarification. First, it 3.6

not clear how states are to auly the distribution fatana

in a meaningful fashion if all applicants are to be funded

,under the project. Second, ED has not required that there be

a significant variation in the funding level for approved

project applicants.

With respect to the first problem, we recommend that

states be required to report the ranking used for project

funding and demonstrate that some cutoff is Used. The

second problem would be remedied by our recommendation in

section 3 of this chapter that a ratio parameter be placed -on-

percentage reimbursements. As described in that section, 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

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 Improvement and Supportive Services;

Subpart 4: Spebial Programs for the Disadvantaged; and Subpart

5: Consumer and Homemaking Education). Subparts 2-5 each

escribe the permitted and required uses for funds appropriated

for that subpart, i.e., subpart 2,, the Basic Grafit specifies

thirteen purposes for use of these funds'from among whi-% states

ray select :UV In addition, one of these authorized purposes,

"vocational education program's," is so broad that the basic grant

can be used to fund almost any activity justifiably related to

"vocational education" except the acquisition,construction or

.initial equipping of certain facilities 212/ States are also

authorized to use subpart 3 funds for a variety of program

vem-eritara supportive services

The subpart 4 appropriation is be used in its entirety

for special'programs for the/disadvantaged. Subpart 5 funds

must be used for consumer and hOmemaking education.

116/Section 120(b) of the VEA (20 U.SC.,2331(0).

117/see the definition of nvoc.iltional education" in Section
195(1) of the VEA (20 U.E.C. 2461(1)), Basic grant funds
can be used for the construction of area vocational and
residential vocational schools. Section 120(b)(1),(E) and
(M) .

118/section 130 of the VEA (20 U.S,X. 2350).
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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

be used for subpart 2 (80%) and for subpart 3 (20%).119/

Of the combined appropriation for subparts 2 and 3, states

ti

must also set side minimum percentages for national priority

purposes:

(1) at least 10% for handicapped persons;

(2) at least 20% for

(3) at lea§t'15% for
education .120/

Additional percentage

program improvement and supportive services funds. States

mus\use at least 20% ofIthese'funds for guidance and
121,/

counseling programs; ands_areprohibitedform using more

than 20 % of subpart 3 funds for supervision and administration.--
122/

disadvantaged persons; and

post - secondary and adult

requirements Apply to subpart 3

The above percentage requirements all specify how states.

are to use a'portion of VEA funds.' An'additonal percentage

requirement applicable to subpart 5, consumer and homemaking

education programs, specifies where a portion of subpart 5

funds must be used: at least one-third must be used in

economically depressed areas123/

119/ Sec. 103(e) of the VEA (20 U.S.C. 2303(e)).

12W Sec. 110(a)(b) and (0 of the VEA (20 U.S.C. 2310 (a)(b) and (c)

121/ Sec. 134(a) thethe VEA (20 U.S.C. 2354(a)).

122' Sec. 130(b)(7) of the VEA (20 U.S.C. 2350(b)(7)).

la Sec. 150(c) of the VEA (20 U.S.C. 2390(c)).

3,39
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2. Requirements and Options for Applying the General Fund
Distribution Requirements of the VEA .to Particular Uses

a. 'General requirements -- As discussed in -section II

of this chapter, ED has 'interpreted the fund" distribution

requirements of section 106(a)(5) and the.formultairequirement

to apply.,to all fir-4,s alloc-ated to LEAs. and OERs under subpart :

2 (basic grant), section, 134 of subpart 3 (guidance and
. .

counseling), subpart 4'(special prdgrams for the disadvantaged)

and subpart 5 (consumer an homemaking education).

The Statute, howevet, is silent on the.range of options

states have for applying the general fund distribution require-,

menus of the VEA to the particular uses.

The .House, which proposed the fund distribution requiren

yf

ments of section 106 (a)(5)(B)(i), noted in its report that it

did not intend to preclude states using either:an "entitlement

basis" 'or a' "project grant application basis" for diltributing.

funds since there are 'advantages and disadvantages to both. "14/

The report stressed however "that whichever system is used in

determining the reciprents\of these funds the financial ability

and the number of low-income, or high cost.students within them

must, be the most important factors in their choice."1.51

ED's most recent interpretation, which paraphrases this .

legislative history, authorizes both the "planning entitlement
6

method" or the "project grant application method." And both

methods must comply with the requirements concerning application

124tH
R. Rep. No. 94-1085 at 34.

125/Td.
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approva priorities' and fund distribution factors .141

b-. Taking into account variations among applicants in

need' for a particular .program or service -- ED had not

directly dealt with what a stated options are for taking into

.account variations among applicants in the need for a particular.

prograi, or servicei .1.1dwever, one of ED's draft fund distribu-
.

tion manuals included a. "Model" formula which used different

enrollment multipliers for diffetent programs .121 For example, a_

recipient's entitlement per pupil was multiplied by number Of
*

total vocational pupils.eprolled to calculate its basic entitle-

ment3 . its;per Pupil entitlement under tle program for handi-

capped studehts was multiplied by its number of handicapped

students.

A later:interpretation generally authorized the use

of vocational program size in conjunction with the required

'- fund distribution factors, but did not provide examples of how

this would be done for different VEA program purposes.12/

c. The use of funding pools -- ED has consistently

authorized states to use fuding pools for some purposes and

required that when funds are to be provided from these funding

pools,to eligible recipientsthey must be distributed through-

the required fund distribution procedures. --

126/OVAE/DSVP Program MemorandtimFY 81-5 at 3 (Feb. 11, 1981).

3:22/BOAE/DSVP0 Draft Manual for Federal Fund. Distribution Proce-
dure, Sept. 1979 at-14.

8/OVAE/DSVP Program Memorandum FY &15 at 3 (Feb. 11, 101).

1,29 /See Id.

3 1
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Ho.ever, ED's description of the type of funding pats

that a state could set up has changed over time.

An early draft manual on funds distribution appeared to .

limit the use of funding pools to dividing "Subparts 2, 3 and

5 funds by program purpoies"'such as work=study programs,
, A

130/energy education and industrial arts programs. Subsequently,

this general statement was expanded to include "program purposes,

level of program and/or.types.of inst\itutions."1211

ED's written interpretations concerning authoription to

use pools for handicapped and disadvantaged programs have also

changed over time. ED's draft manuals originally dealt with the

funding of these programs under the separate helading of "Set-

Asides and Required Expenditures," stating that "[r]equired set -

aside funding amounts for handicapped, disadvan_aged.; and post=
ir

secondary programs must also flow through the established fund

2J.2/distribution.proceis(es). , In several subsfquent drafts,

this .language was moved to the "funding pool" heading with

an additional reference to using pools for "national priority

programs."1 However, in ED's final interpret tion relating to

funding pools there was tlo reference to handica ped, disadvantage\d

or national priority programs, althqugh pools f rpost-secondary

institutions were specifically authori ed.134/

12/BOAE/DSVP0 Draft Manna for Federal Fund Distribution
Procedures, Sept. 1979 at 3.

la/OVAE/DSVP\Program Memorandum FY 81-5 at' 3 ( eb. 11, 1981).

122(BOAE/DSVPO\Draft Manual for Federal Fund Di tribution .

Procedures,\ Sept. 1979 at 3./
133 /BOAE/DSVPO Draft Manual foriFederal Vocatio al Educaticn

Fund Distribution Procedu,;16s, Nov. 1979 at and Dec. 1979,
at 5.

\ .-

124/OVAE/DSVP Program Memorandum FY 81-5 at 3,

1

1

g.
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ED's early draft manuals also did t specifically

authorize the use of funding pools for n w programs" ED's

final interpretation now clearly authorizes funding pools for

new programs, but does not spell out whether the application

approval priorities of new program and EDA can be omitted from

the distribution formula.12V

On at least one occasion, Federal administrators encouraged,

a state to adopt funding pools for portions of the VEA allocationsS

, which require different or additional funding criteria,in this

-case for cooperative vocational education and work-study program:3.12J

ED has required that distributions from funding pools use

the required fund distribution procedures138/ However, prior to

1991, ED's draft manuals on funds distribution implied that a

"two-step prioritizing/funding prOcess" was to be used with funding
4

.., Q2/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 stppattlaewindustriei."

136/ib's final interpretation states that funds provided to
eligible recipients from funding pools "mast be distributed
throih the required fund distribution procedures." 'OVAE/
DSVP rogram 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 b included in a formula

\'that distributes funds from a new
e

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 MI of this chapter at

, \

137
p. 71.

-- State Plan Quality Review, California Annual Program Plan
Fiscal Year 1979 at 5 (Feb. 14, 1979).

"3-28VOVAE/DSVP Program Memorandum FY 81-5 at 3 (Feb. 11, 1981)7
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pools. Under this method, EDA and new program criteria would

be used to "prioritize applications" and RFA and low=income

would be. used to "rate applications;" and these scores would be

converted into an allocation to recipients?-21

d. The use of set-asildes -- We found no written inter-

pretations concerning the use of set-asides in state allocation

procedures, However, our interviews indicated that ED had

permitted states to require that each recipient set aside

140/certain percentages of its VEA allotment for specified purposes

/

e. DThe use of the roiect method of 'funding As described

above under "General Requirements", the legislative history indi-

cated that Congress, by,adopting the fund distribution factor

requirements in the 1976 amendments, did not intend to prohibit

the "project grant application basis" far. distributing VEA funds,

but did intend that RFA and low-income/higher cost student

factors be the most important factors "in determining the

e-cii-entsofthe\sefunds--
.141/

ED' s interpretation paraphrases

i 142/the legislatiie histOry.

139 /See, e.g., BOAE1DVP0 Draft Manual for Federal Vocational
, Education State Giant Distribution Procedures, July 1980

at 7-8.
12X/The Funds Dis:;ribLion Manuals refer to "set-asides" but,

in context, these\are, referring to the state obligation to
set aside a portit of its allocation for certain purposes.
See, e.g., MAE/DS PO Federal Fund Distribution Procedures,
Sept. 1979 at 3. T

1411/H.R. Rep. No. 94-1085 at 34.
LWOVAE/DSYP 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)." 1BOAE/DSVP Draft Information Manual for
Federal Vocational Education State Grant Fund Distribution

. Procedures, July 1980 at 5.
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C. State Legal Framework

1. Introduction

Fundinig pools and/or set-asides were used by all fbur

of our studytstates to distribute specific portions of VEA

funds for particular purposes, and three out of the four used

bdth me.ulanisms.

Three of the states also used the project method of funding

for some purposes. In some cases the project method was combined

with a 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 did\not adequately describe these mechanisms.

2. Use of FundiAg Pools

All states used separate funding pools- for-different-

types of institutions, e.g., LEAs serving _pbst-secondary school

populations, community colleges. Beyond this basic

dichotomy, -three-of-the-fotr-states-made-urt6-5f-tIid-faiding

pool mechanism to govern the use to which\recipients put VEA

New programs were funded through funding pools in two

states 143/. One state distributed this pool on a competitive

14,2'In both instances, ED approved these new program fundirig,
pools ED has, vacillated, however, on the question of whether
these pools satisfied the VEA requirement 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. 47.

3 x,3



4-115

',,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 economically

depressed areas).

3. Use of Se-t-A-S-ides

Only one state in our research sample did not use the

set-aside mechanism as a way of requiring recipients to uses

por-Lion -of-their-overall allocation for a-particular-purpose.15-/

1I` /One state created pools from which applicants could apply
for mandatory set-asides for handicapped/disadvahtaged Lnd
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

, 4 funds and the mandatory set-aside for limited-English-'
_

speakers. The third state uses fundi?i pools at
secondary level for its subpart 4 disadvantaged programs
and section 134 guidance and counseling programs.

145/This state assured that overall percentage requirements, e.g.,
for handicapped and disadvantaged programs, would be met by
using funding pools for them.
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All three of the remaining states distributed at least a portion

-/af their VEA allotment on 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 receiving Federal funds, ,is required

to spend 10% for the hanCicapped students, and 20% for disadvan-

taged students. ,Subparts 4 and 5 funds are also distributed as

set-aside amounts.

Including this state, a total of three of the four states 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 allocate subpart 5 con-

sumer and homemaking education funds as a set-aside portion 9f each

recipient's allocation.

Several of these states use different formulas for allodating

certain set-aside funds than for other allocations. Generally,

the set-aside.formulas differ only in that they take into account

the number of students enrolled in the program for which the set-

aside is to be used, handicapped students, or students

enrolled in consumer-and homemaking programs. 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 determine its total
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allocation. But to receive the total allocation, applicants

had to agree to use required portions of the funds for set-

aside purposes.

Some states, which tied their handicapped and disadvantaged

programs as a set-aside to regular grant funds, reported that some

recipients had trouble spending their full allocations in the years

immediately following the 1976 amendeents, and that recipients were

carrying-over significant portions of these Set-asides. We were

informed, however,that these difficulties have, to a great extent,

abated as time has passed.

4. Use of the Project Method of Funding

Three of the four states use the project method to distribute

at least some VEA funds. In each of these states the funding

concept of the project method was that each,applicant would

apply for the amount offunds it considers necessary for a parti-

cular purpose, and the objective of the state-was to see that the
-r.

total approved project, often including a variable local match,

was funded. Project funding was determined by the order in which

applicants were ranked, based on need.

Of the three states which use the proje6t method, one uses

the project approac.a to allocate all funds for disadvantaged and

handicapped programs under subparts 2 or 3 and the special

disadvantaged programs of subpart 4.

348
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Another state uses 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

state also uses projects for subpart 4 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 allocated by this

method. In addition, LEA funds for subpart 4, special programs for

the disadvantaged, adult programs, construction, limited-English-

speaking programs, an& industrial arts and guidance are allocated

by projects.

States employ different processes to identify project

recipients. Two .states first use a cut-off point based on VEA

formula factors to determine which LEAs or OERs may submit a
kl

1

project proposal. A request for proposals is sent to the

identified eligible recipients, and interested agencies and

institutions submit funding proposals in response. 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

application which'is approved by the state. Thus, the amount of

funds one applicant requests 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.
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1

Applicants are ranked to determine the order in which they

will be funded. All three states use the scores from the VEA

funding formula to rank proposals. Two of the three states

allocate sufficient funds to their project pools to fund each

applican: fully at the level of its approved request. The

third state funds each approved applicant at the level of its

request in the order established by the ranking and has run

out of funds each yea'r before completing the list.

Two of the three states use the same formula°to calculate

a variable local match for some project purposes.IA The third

state requires'a 50/50 match for all projects except those for

subpart 4 funds. The variation in the local match, which is

the percent'age of the total project amountcwhich recipients

are expected to fund from non-VEA sv-rces, tends to be small.

For example, one state divides applicants into three groups

(based on formula factors) and the match varies from 0 told%

in one project to from 60% to 70% in another. In a second

state the new program project match varies from 40% to 60%.

1.4/ Qne of these'states has a variable local match for all
projects. The other state, which also funds all applicants,
has no variations in its project match except for its new
program funding pool.
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D. Findings, Conclusions and Recommendations

1, Funding Pool and Set-Aside Mechanism

We found funding pools and set-asides to be important -

mechanisms for carrying out Federal and state policies

concerning uses to which VEA funds should be put. Seth mecha-

nisms enable states (1) to ensure that recipiehts 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 mechanisms require

recipients to agree to use VEA money and any required matching

funds for those purposes, or to forego them.

Funding pools and set- asides also enable states to account

for required expenditure levels (e.g., the national -2riority

programs minimum percentage expenditures).

Segregation of VEA funds into funding pools and set-asides

giVbs states a mechanism for applying different formulas

to allocate VEA funds for different purposes. In some. cases

states have used separate formulas in an attempt to meet the

additional priority requirements for the distribution of funds

for cooperative education, work=study and a portion of subpart 5

consumer and homemaking prcwamsM-2/ In other cases states have

ased different distribution formulas for pool funds because

they cbnsidered them more apptopriate than the formulas for

general purpose distributions, e.g.,,some states use a total

enrollment multiplier in their general formulas and a,handi-

1Z /These additional priorities are discussed in Chapter 2
at -pp. 60-69.
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capped enrollment multiplier for distribution of funds for

handidapped progiams.

The creation of funding pools and set-asides by states is

one of the most tangible impacts of'the state planning process

infunding. Under the 1976 amendments states were given

additional discretion about the use of VEA funds. We found that

states had exercised this discretion differently. and this was

most clearly reflected in 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-asides 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 redLpients of VEA funds in a state use

some VEA fund's for a particular purpose, for programs for

disadvantaged students. Only those applicants that apply for the

funds in the pool agree to comply with the conditions on the use of

pool funds. And, most importantly, the failure to apply for

funds from a particular funding pool does not prevent an LEA Or

OER 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
a

accept the-funds with the condition.or to forego all funds. '
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We found that several states used set-asides to ensure that

every, recipient carried an ewal 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 officials also indicated that the set-

aside mechanism permitted the state to require these' important

'program activities in each jurisdiction, 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.

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 program4 should be of sufficient 'size, scope

and. quality to be of educational benefit. The fact that

application for funding from a'pool is voluntary may help to

ensure a greater degree of interest in.carrying out the objectives

of the funding pool.
...

Despite the importance of these mechanisms `fr carrying out

the multiple objectives for vocational education of the VEA and

the states, ED has not provided clear and consistent guidance
. ,

concerning their use in meeting various pr1 ogram priorities.

We found the legal framework to be unclear4 with respect

to the use of these mechanisms for particular purposes (e.g.,

for new programs, and disadvantaged programs) and how the

JJv
..1



application approval and fund distribution requirements

relate to set-asides and pools,

ED's interpretation of the interaction of the application

approval factors (new programs and economically depressed

areas) with funding pools and set-asides created perhaps the

greatest confusion. This has alread, been briefly discussed

in chapter 2.
148/

ED's original draft interpretation on funding

pools did not mention new programs. The draft interpretations

did, however, assunie that new programs and EDA would pe con-

verted into mathematical factors in both the "two-Step" and

one-step" processes. Later interpretations referred to new,

progra funding pools, but continued the same interpretation

concerning theeed to make new programs into a mathematical

factor. -We found that this created substantial confusion among

the states, and as discussed in chapter 2, we have concluded

that the new program priority can only be carried out by the

creation of funding pools or set-asides for new programs. ED

appears to have permitted several states to use funding ools

for new programs to satisfy this priority in lieu of using a

mathematical factor for new programs, but ED's written inter-
.

pretations do not reflect this. In-chapter 2, we recommended

that this be clarified.12Y

148/ See Chapter 2 at pages 47-68 for'citations to ED interpre- \

tation and a more detailed analysis.

149/
If application approval priorities.are to be satisfied, as

we recommend, by creation of funding pools or set-asides for

these priorities, the VEA should also specify the amount of

VEA funds a state must use for.these purposes to satisfy the

mpriorities."This failure of the VEA to specify how much

priority should be given, as well as the mechanisms for giving

priority, contributed to ED's inappropriate interpretations

concerning the application approval priorities..

354
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Another issue on which the 14al framework is unclear is

how states are to apply the fund distribution factors to funding

pools and set - asides!. In its latest interpretation,ED outlined'

several general options for taking the size of a recipient or, is
. ,

vocational education progIram into account in funding2Q7 biLt ED .

. .

has never explained the options for doing this.by using funding

pools and set- asides for various. program purposes.151/

Some states developed applopriate 'ways of adapting the kormdla

requirement to particul4r set-asides and pools, e.g., by using

handicapped and disadvantaged studentS ad formula multipliers in

pools and set-asides for these purposes. However, clarification

and specift6 authorization of appropriate ways to use forMula

factors for specific purposes probably would have avoided much

of the confusion about fund distribution requirements that
,

followed the 1976.amendmentS.

''We conclude that both Of these mechanisms are useful and'

.;important tooli to advance,Federal'and state prioi.ities,in

vocational education. 'We recommend that their use.in the VEA

legal structure be clarified. Of particular importance is the.

15011/OVAE/DSVP Program Memorandum FY 81-5 at 3 (Feb. 11, 1981).

L51/ED has given even less:attention to the use oE set-asides
than to funding pools.. Set-asides imposed by 'states on
recipients are not even discussed in VEA manuals, and there
is no mention of the purposes for which states may create set-
asides. States, however, appear to have had fewer difficulties
with this mechanism because they generally link the
general formula entitlement with the set-aside,specifying that
recipients must use portions of it for particular purposes.
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need to clarify that-application approval pri iorities such as
..,.

\
,

new programs can only bel met by establishing funding pools or
'\ \ %

set-asides for these priorities.
71

/

Most problems reliti.ng t6 the use of fund distribution'

1

factors id allocating!funding pool or set -aside funds among'

recipients have Tesultedifrom the'general' confusion concerning

a fund dist ibution proednres described in chaiters 2 and 3 and in
,

-

,4%section III of chapter '. The recommendations made there would,
,

in our opinion,re'sult'1
i

in fund distribution procedures that are
.

applicable for general/ purpose VEA distributions' and specific

9

set-asicies'and funding' pools. The major, additional clarification

needed.is that the recipient or program size factor used in the

formula for each funding pool or set - aside should be appropriate

4to the particular program being'funded. As is described
. I

section III and further'considered in the next subsectiori74

oject method funding, the VEA and bur recommended clarifi-

cations afford states great flexibility in VEA funds distribution,'\

ta

consistent with VEA objectives and state priorities.

2. The Project Method of Funding

The project method of funding is 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 funcg nay

spread funds too thinly to ensure programs or services of'.sufficient

size, scope and quality. Thus, projects have been used to allocate
,

35$
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funds for acquisition of new or.replacement of obsolete equip-

ment, start up costs fore programs and construction, all Of

which are costs that may not be prol5ortiOnal to recipient

They have also been used to provide additional funds to appli- \*

cants who, for example under an. entitlement formula for handi-

capped Or disadvantaged funds, would receive only tiny amounts

of funds.

Projects were uniformly used in connection with funding

pools for particular purposes, In concept, the project method

of funding is inconsistent with a set-aside since the project

method assumes a budget proposed by.a recipient, while under a

set-aside the state establishes e fixed percentage of a total

amount that must be used for a particular purpose.

Contrary to what might be expected, projects do not

necessarily allow greater state control over the use of funds

nor do they necessarily result in greater state oversight.
9

First, piojeCts, although often confined to a particular state

purpose, must be locally initiated. Second, as one state official

stated, there may be toomany project proposals approved for

too many. different activities to permit the state to monitor

what, recipients are doing with the funds. This official was

of the opinion that the state had more direct policy impact when

allocating funds as direct allocations based on approved

applications, rather than as projects. There did not appear to

be any unanimity among states on this, however.
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Although the Imajority of states we reviewed use the prOjett

method for funding some VEA purpdses, the legal framework does(

no- clarify how the fund distribution provisions apply to

projects. It is clear that they apply from both the legislati've

history and ED interpretation.

ED, however, 'appears to have informally communicated several

interpretations relating to projects to the states. First/formula

factors must be us Ile d to rank applicants for project funding, end

applicants must bel funded in the order of this rank. Second,

some states understood that formula/factors must also be used

to calculate a variable local match/VEA percentage on the amount

of the total project budget of each recipient. These inter-
/

pretations are illustrated by he Tollowing example.

In this example there are th ee LEAs. Based on formula

factor totals, LEA 1 is high need, LEA 2 is Overage need and

LEA 3 is low need. The amountiof this project funding pool

is V85,000.

Project Amount of
Factor Amo t VEA

, VEA Funds
Total Sou ht Percentage .Sought

LEA 1

LEA, 2/

\.

LEA 3

20

15

, 10

$50,00

$75,000\

$50,000 \

\

80%

60%

40%

$40,000

$45,000

$20,000

$175,000 $105,000

152/In calculating tl$se formula totals e found that states
generally did not include recipient s'ze multipliers since
size was accounted for theoretically in the amount of funds
each applicant applied for.

313

\
j
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Under he project method the total budget for the project

is approved by the state and that amount of VEA funds, less the

local match, is allocated to the applicant.

Thus, the state, after applying the match, has funds suffi-

cint to fund only LEAs 1 and 2. LEA 3 would receive no funds.

We found ED's informal interpretation requiring recipient

ranking and variable percentage reimbursement for the project

method to be consistent with the fund distribution objectives of

the VEA. ED, however, has not addressed two problems which have

arisen under this interpretation. First, several\states have used the

project method to fund all applicants, making the initial ranking

to determine the order of project funding 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 important

to recognize that this may encompass two very different fact

situations. In one where applications for project funds are

unrestricted 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.

--,,
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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 need

agency or institution. as measured by formula factors,can apply

for an amount for a particular purpose, e.g., equipment replace-

ment. And the state, which set-up the project pool, can put

sufficient funds in it to fund the state's estimate of the

total amount those likely to apply for the funds will need.

Indeed, agencies and institutions can be encouraged to apply

without regard to the general ne-d factors of the formula.

In this situation the funding of all applicants, in the amounts

that they seek, can indicate a disregard of the statutory fund

distribution factors since the project pool has been set up

to fund all 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 the state invites certain applicants to apply (by a request

for RrOposals) based on the applicants' scores on the formula

ranking. Only those high need LEA's or OERs,which the amount

of fUnds in the pool is likely to fully fund, are invited to

atSply. Here all applicant., may be funded, but prior to

receipt of applications low Heed applicants have been screened

out based on need factors. It is our conclusion that the

funding of all applicants in this situation is consistent with

the fund distribution requirements 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

3G0
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applications are received. Both cases use a funding cut-off.

A major deficiency in the present legal framework is that,

while both Congress and ED appear to have contemplated that the

applications approval cut-off would be used -- or a variable

amount of VEA funds would be calculated -- in connection with the

project method of funding so that not all who apply are fully

funded, no legal standard for this cut-off has been adopted.

As noted above, this omission has resulted in some states

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 is not difficult to manipulate to accomplish

this result. Decisions concerning the amount of VEA funds to

include in the project pool, restrictions on use of funds and
1

the percentate of local matching required and behind the scenes

encouragement to particular agencies or recipients to apply

can help to ensure that the available funds approximately equal

.the requests for them., without the state-having to make "hard

choices" among recipients by actually using the ranking to fund

applicants. Consequently, we have found that the legal framework

153/ Under the present administration of the VEA it is, however,
impossible to determine hich 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.
It 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.

3U1
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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 addressing this problem.

The first alternative requires a.specific_cut-off and the

second requires variable VEA funding.

The first alternative for ensuring that states use the

fund distribution factors In project funding is to require

a cut-off at a specific point-on the ranking of all potential

applicants. A logical cut-off is 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

low-income/higher cost student factors would be eligible for

project funding. This cut-off is consistent with the congres-

sional objectives'to focus VEA funds on LEAs and post-secondary
'.,

institutions having the-greatest needs for vocational 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 average 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 applicant,

which is the basis for applicants submitting project proposals

to the states. Under this method a cut-off would not be 'needed

362
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because the fund distribution factors ar used to calculate

a variable funding amount. The state, co sistent with the

assumptions of the project 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. The amount of VEA funding would, however, be

determined.by the fund distribution factors.

Thesecond problem, which is the inconsequential varia-

tion in percentage reimbursements under some of the projects

we reviewed, e remedied by our recommendation in

i .

section IIIof th s chapter that a r"a "tio parameter be. placed

on percentage r ursements. As described in that section,

the ratio parameter would require that the ratio variation in

VEA percentage reimbursement among recipients not be less than

/

r

the ratio differences in recipients' total factor scores. The
5 i
....

example above which ill7strated the project method of funding

also, shows how this ratio parameter wouldOperate. In that

example LEA 1 has a total factor spore of 20, and LEA 3 has a

score of 10.. This is a ratio of 2 to 1. The percentage

reimbursements under the project, which varies frum 80% to

40%, also yields a variation of 2 to 1.

Depending on the type -of project fundih-g-the-itite-

wished to use any of these three alternatives, relating to )

an eligibility cut-off, a planning entitlement or a percentage

reimbursement would carry out congressional objectives

relating to the use of funds distribution factors in project

method funding.

0 u
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In addition we recommend that the formula override

provisions recommended in section III for the direct

allocation and percen6age reimbursement methods of funding--

also apply as exceptions to the above parameters on project

funding. This would permit states to override the applicant

approval cut-off or the variable allocations for projects

based on objective criteria of specific need for vocational

education, as defined in section
. \ %

This override provision\permits states that (a) quantify

the relative need for particular vocational education programs,

services, facilities or equipmen among recipients, (b),

designate project funding pools to\meet specificallTdefined

needs,and(Orequireapplicantsto\use project funds to

meet these needg

,

, to fund applicants in rant/
/
order (determined

by the VEA formula) without regard to the4ut-off and variable

amount requirements.
i

This override provision can be illustrated through an

example. We will assume that the objective standard of need

IS the need for word processing equipmen in each applicant's
/

business education curriculum. Three LEAs are rankedby these
1

formula factor totals: As in the example on page 127, supra

they range from high need (LEA 1) to low need (LEA 3). However,

in this sxample no local match is required so the total amount

is, sought from VEA funds. Each LEA proposes to use the whole

amount for word processing equipment. The project funding

-pool contains a total of $85,000.

15ee p. 95 supra.,
155 / SeeSee p. 95 supra.
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Factor
Total

.Project
Amount
Sought

Amount of
VEA Funds
Approved

LEA 1 ' 20 $ 40,000 $ 40,000

LEA 2 15 $ 45,0Q0 $ 30,000

LEA 3 10 $ 50,000 $ 15,000

$135,000 $ 85,000

LEA 1 has no word processing, equipment and needs 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 the formula it receives the $40,000 it

requested. LEA 2 already has some word processing equipment.

It.needs only $30,000 to provide the same level of word

processing equipment to its business education students as

will be available in LEA 1, 'after. LEA 1 purchases its equipment.

Thus, 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

have received the full $45,000 requested and LEA 3 would have

received no. VEA funds.

We recognieze that the objective need criteria override

of the fund dis,ribution parameters we recommend here and in
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section III is not without problems in terms of possibly

being manipulated to defeat the VEA's fund distribution

objectives. On'balance, however, we see this as a needed

incentive to encourage states to identify the relative needs

of LEA and post-secondary institutions with greater precision

than in the past. If this in fact turns out to be simply an

incentive to circumvent the fund distribution provisions,

the override could be removed at a"later time. In any case

we recommend that ED be urged to monitor the effects of these

recommendations, if they are incorporated into the VEA.

Special note should also be made of our recommendation in

chapter 5 concerning the use of a required local match in

funding new programs.gi/ 14e recommend that a local matching

requirement be prohibited when new programs are being funded,

to give poor and wealthy agencies and institutions.an equal

ability to apply for such funds. This, recommendation would mean

that when new programs are fUnded by the project method, a

variable perCentage reimbursement could not be used25-1/

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 percentage reimburseMent methods of

funding. In this subsection we will further expand on the

formula override recommendations in terms of how they can be used

.to allocate funds for various VEA_purposes,

15-7iee Chapter 5.at pp. 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.
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The override provisions described in section III would

authorize states to deviate from formula parameters in the

distribution of VEA funds bOed on objective criteria of

specific need for vocatiOna11 education programs or services.

This would permit and perhaps encourage states to be more

reflective about the relative need fox particular programs,

program components,'and services among recipients and to

encourage states to\use VEA funds to expand access to vocational

education and crose gaps in services. This is encouraged by

permitting states to fund applicants in the order of need (as

in the project method) up to the amount necessary to meet the
A

state's objective service criterion, e.g., a particular pupil

to counselor ratio or availability of a particular program.

In summary, the formula override provisions honor state

policy initiatives with respect to expanding or improving

access to vocational education.

In contrast, the somewhat similar project approach is

more attentive to locally initiated priorities. Project

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 by a ranking of applicants158/.

Some VEA purposes may be best met by encouraging local

initiative to apply for particular project funds. Others

158/ rb the major contribution of the override provision
on'thls concept is that it breaks down some of the

distinctions between direct allocations and projects.
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are probably best served by encouraging an intentional state .

--f

\role that is concerned with eqUal access to high quality

vocational programs throughout the state. In addition, it is

imrr'conclusion that whichever direction the state Moves in

\
th s regard, general fund distribution faCtors are 'needed to

determine the general relative financial and demographicallydetermine

applicants, and that relative financial

111 .._

abillty and low-income/higher cost student factors are

appropriate for establishing such needs.

Our analyses and recommendations in this chapter have

. .

soughf,\to identify problems in applying the legal framework for

1

fund' distribution to a variety of purposes. In our opinion the

recommendations made in this chapter would substantially improve

the potential of the legal framework both to ensure that

congressional objectives in adopting the 1976 fund distribution

requireme4s are met and to allow states greater flexibility in
\

meeting their particular needs in vocational edUcation.

.
' 4.
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CHAPTER 5

OTHER FISCAL! REQUIREMENTS

E.

I. Purpose and Organization

A. Introduction

In the preceding chapters, the two primary_ funding concepts

of the-VEA the application approval priority criteria,and the

funds distribution factors, were analyzed for their clarity,

consistency, and adequacy. The purpose of this chapter is to

analyze three other fiscal requirements in the VEA:

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

(2) the requirements\that states and recipients
maintain their level of expenditures for
vocational education from non-FederaLsources;
and

(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 vocational education.

These
?

requirements differ from the application approval

and funds distibution requirements discussed in chapters 2

through 4 of this part in that they do not directly govern the

udistributio of the Federal grant. Rather, these provisions

impose limited requirements on hbw states and local recipients

of VEA funds must account for and use non-Federal funds.

Althtugh not directly relating to VEA funds, these provisions,

71....-_____'.....and_t_heirAmplementation by states, can have a substantial

effect on the distribution of VEA funds to recipients and on

the total allocation of vocational education programs throughout

a state. A major focus of this chapter is on these effects.

371
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Thischapterisdividedinto four sectiOns. This first

the Federal legal

, conclusions, and'

section gives an overview of

describes the Major findings

I

\

of the,study.

Section II desCribes and analyzes the requirement that

states ensure that VEA funds are matcheCon a dollar-fot-dollar

framework and
--

recommendations

basis.with state or local funds. This section analyzes the

clarity, consistency and compreheLsiveneSs of three\ matching

requirements: (1) the match of the state-wide total\ of VEA

funds spent for basic and program improvement grants (2) the

4match for VEA expenditures for state adMinistration and (2) the

match of Federal funds expended for recipient supervision and

administratfOn of vocational education)!

Section III ana\\ lyzes the maintenance of, effort require-

ments. The VEA contains several maintenance of effort require-

iments: (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 less than the average level of three preceding

171.
'Several matching provisions a ;4±§g4§PAc.jlother chanters

The 'separate
.

for national prioricytpro-
grams are

and
in unapter 8. The reduced match for

aconsumer nd homemaking programs in economically depressed
areas is discussed in Chapter 2.

0
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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 supplant state and

local funds that would,in the absence of Federal funds, be made

available for the "uses" specified in the Act.

B. Ma or Findings. Conclusions and Recommendations

We conclude that an adequate legal framework for distri-

buting VEA funds-among 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 governed by the various matching,

maintenance of effort and nonsupplanting provisions.

In general, we conclude that the matching requirements are

not an essential feature of the VEA legal .framework. Indeed

bec=,use of the interpratAtion which permits states to impose

the aggregate state-level match requirement on recipients, this

requirement operates to defeat other important congressional

objectives, such as assisting low-wealth districts provide

quality vocational education programs and ensurin7 that
+"1. .v .. ,

grams are provided by recipients having the greatest need for them.

The other two matching requiremats, 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 local administratick..

373
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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

the Federal vocational education program.

With respect to the maintenance of effort requirements

(applicable to the state, LEAs and post-secondary institutions and

appqcable 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 function under the VEA because this requirement

is met simply by aggregating the vocational ed-cation expenditures

from non-Federal sources made by recipients and had no effect on

state policy respecting vocational education. 4 requirement that

the state, in addition to the recipient, ensure that the level

of vocational education expenditures is maintained is duplicatikm

and meaningless.

The separate maintenance Jf effort requirement is an inappro-

priate requirement to be applied to an optional, program use such

as work-study because it operates as a disincentive to direct

funds to that use. States and recipients are reluctant to

describe work-ltudy programs in state plans and reports or use

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

decrease previous work-study expenditures. We recommend the

elimination of this requirement from the legal framework.

3 ?4
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2
In contrast, we found' the recipient (i.e. , LEA and post-

-,'

second42y) 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 simply replace previously proiAded state and local

funds for vocational education. We recommepd, however, that a

specific exception be made to ensure that a recipient that is

unable to sustain a previous fiscal level solely because of

replacement of higher, pilid staff 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.

With0respect to the non-supplanting requirement, we found

,'the statutory language to be vague, and inadequate to perform

its needed function in the Federal legal framework. This

requirement has been appropriately interpreted to apply to

distributions of state funds for vocational education that take

into account the distribution of VEA funds among recipients.

ED, however, has not disseminated this interpretation. We

recommend that the statute be amended to reflect ED's appropriate

interpretation of the supplement,;not supplant requirement.

We found the nonsupplanting provision to be inappropriate

at the local level, Because of recipient discretion to propose

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.
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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 With State or Local Funds

A: Overview and Organization

The-ITUa-Tiff-OKI five provisions which, require states to

match the Federal VEA allocation. 'hese matching requirements

consist on

(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 consumer and
homemaking programs in economically depressed
areas and a dollar-for-dollar match for sucYnro

(4) a variable matching amount for a recipient's cost
of supervision and administration of vocational
education programs; 5/ and

---0

(5) a phased-in dollar-for-dollar match of state
administration-expenses -,

No match is required for Federal funds spent for coopera-

tive education programs and exemplary and innovative projects

in private schools, and subpart 4 special programs for the

2--/ Sec. 111(a)(1)(A) of the VEA (20 U.S.C. 2311(a)(1)(A)).

-=/Sec. 111(a)(1)(B) of the VEA (20 U.S.C. 2311(a)(1)(B)).

4fSec. 150(c) of the VEA (20 U.S.C. 2380(c)).

111(a)(1)(B) of the VEA (20 U.S.C. 2311(a)(1)(C)).

J/Sec. 111(a)(2) of the VEA (20 U.S.C. 2311(a)(2)).

-1/Sec. 111(a)(1)(D) of the VEA (20 U.S.C. 2311(a)(1)(D)).
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This section analyzes the clarity, consistency and

adequacy of the provisions which require a state mate. for

the basic and program improvement grants, the match for reci

pient administrative costs and the match of state administra

tive expenses. The excess cost match for national Priorit;

- programs in economically depressed areas has been analyz

in other chapters, and will not be discussed here.--1

The section is divided into three subsections. This

subsection A gives an.oveview of the issues and describes our

major findings, conclusions and recommendations. Subsection B

describes the relevant Federal and state legal framework.

-'TheThe excess cost match for national priority programs is
analyzed in Chapter 8, VEA Funds for Special Needs Popula-
tion, at page 25-42, In this chapter, we.conclude that
Congress should repeal the excess-cost =tot, 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, bit
that an appropriate excess cost measure'reiain part of the
national pricrity program irrespective of 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 in economically depressed -araas.- 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 useZul purpose. And
rather than have a reduced ,math for...subpart 5 programs in
certain areas, we recommend that the matching requirement be
eliminated for subpart 5 programs for the same reasons we
recommend that the match he eliminated for subparts 2 ond 3.

377
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Subsection C details our findi , conclusions and recommenda-

tions with respect to the mat ng requirements.

/ We have found that th-e present dollar-for dollar

'state level match of the b hic and program improvement and
;

supportive Service,grants gerves no important purpose in the
."

VEA and, aSlimpleented,4 states,' conflicts with VEA objectives.

. Alrstates we reviewed substantially overmatched their
4

, Federal: grant of VEA .funds with state and local expenditures for

vocational edAcatioti. This meant that compliance with the

I
I/

general matching requirement was largely an accounting exercise.

However, the method by which every state we reviewed ensured

that matching funds would "balance" VEA funds was to pass the
.

matching requirement on to local recipients. And the states'

imposition of this matching requirement on recipients was

largely insensitive to their relative-fistal ability.. Further,

this state-imposed local match is particularly a ?robleth for

fiscally constrained recipients when applied to VEA funding of

ti

new programs./ In this regard we found the VEA prohibition on

states imposing a local match for new programs on fiscally

constraine recipients "making a reasonable tax effort" to be

wholly i effective.

I summary, the general state-level matching' equirement

for ubparts 2 and-3 appears to serve no useful function under

'the present VEA structure. It does, however, interfere with

the fund distribution objectives of the VEA to equalize

vocational education opportunities among recipients and with

the priority for new programs.

3j8
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In contrast, we found that some state vocational education

administrators consider the match for state and recipient

administrative expenses a useful requirement. They believe

that the requirement of shared administrative expens'es ensures

that state aria local legislative and administrative bodies are

involved and have a stake in the administration of Federal

vocational education programs. In most of our study states

these matching funds for state administration were to be'the

only state funs' appropriated by the state legislature, over

which state'vocational- education administration had any

discretion. Two of our four states did not have state

,-------eat-ega.rical programs for vocational education. This meant

that s funds usedby recipients for vocational education

are fripsuently allocated as general purpose funds. Although

several states-have cost adjustments for vocational education

in their general state aid ,formulas, funds generated are not

earmarked for vocational education. These facts mean that in

many states the only direct and earmarked contribution 'state

legislatures made to vocational education is the match for

state administration. And state vocational educators are

apprehensive that without it they would be perceived as too

oriented toward Federal programs.

We 'simply report state comments on this matching require:-

ment and mak rib-recommeridAtion-scAth-e- match for-state--

administration.

ti 379
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B. Federal and State Legal Framework

1. General Requirements

1

By regulations all state and local funds applied to

matching requirements are subject to the conditions and

requirements of the Act, regulations, and five-year State

plan and annual Prdgram'plan, and any programs or'activities

supported in whole or in part with matching funds must meet

these requirements. 9/--

Federar.administrators have been consistent in requiring
4

that'%the state match be met with only actual expenditures of

state and local-funds; i.e., state and local funds maybe

considered as matching funds in the year they are obligated,

and expended.1D/ In-kind-contributions, such as tuition fees,

are not acceptable at either the state or local level, nor, in

general, are other Federal funds.11/

Further, ED has permitted both state and local funds te.lpe

included to meet the state's match under the

2134 400.301(b) and (c).

1D/34 C.F.R. §400.301(d) Interpretation in4'1e
'H. Buzzel, Acting Deputy Commissioner, BOAE
Commissioner of Education, Virgin Islands
EducaPon (January 18-, 1978)--and to-Homer
Pi-ogram OfficerVTE, Region V -- Chicago

11/34 C.F.R. §400(301(d) and Comment, F.R.
Tuition fees also may not be used to meet
requirement. .

VEA and prohibited

tters from Charles .

to Gwendolyn Kean,
Department of
E. Edwards, Senior
(January 11, 1978).

53876 (Oct. 3, 1977).
the matching
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state funds from being used to match Federal funds for more

than one Federal prOgram.1-21 The state is required to report

on its compliance with the matching requirements in its five

year state plan,la/ annual: program plan, and accountability

report.15./

2. The Match for Subparts 2 and 3

In general, the current VEA requires that states match .

Federal VEA fun.',s on a dollar-for-dollar basis for subpart 2

basic and subpart 3 program improvement and supportive

services grnts6/, for the cost.of state administration--17/

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-106

AcE.12/

. 12/OVAE Legal Opinions Handbook at p. 156 (Nov. 22, 1978).

12/34 C.F.R: §400.186(d).

14/34 C.F.R. §400.222(d).
15.1 34 C.F:R. §400.241(a)(3).
16
--/Sec. 111(a)(1)(A):of the VEA (20 U.S.0 9311
17'
--/Sec. 111(a)(2) of the VEA (20 U.S.C. 2314.(a)
18/

sion requires a dollar-for-dollar match for,
Used for the 'recipients' administrative and
expense's, if the match is met by.the state.

If the state does not fund this match VEA funds for local
administration and supervisionare limited to percentage

costs' which does not exceed the percentage of the
total :costs of the recipients vocational daid-RAITATd-ds,m
paid for under the VEA.

(a)(1)(A)).

(2)).

This provi-
Federal funds
supervisory

19 / SeeSee Sec. 125(a) of the VEA of'968 (P.L. 90-576)(20 U.S.0
% I282(a)).

38i.
/
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3. The Restriction on Imposing a Match on Recipients in

,the Funding of New Programs

The VEA prohibits states from denying funds "to any reci-

pient which is making a reasonable tax. effort solely because

such recipient is unable to pay the non-Federal share of the

20/
cost of new programs."201

The 197614imendments repeated the substance of this prohi-

.21/
bition which was contained in the 1968 Act.-- The Senate

Bill proposed to eliminate the reference to "'reasonable tax

effqrt.
.22/
-- Any reduced match pursuant to this requirement

;would not reduce. the aggregate state-wide match far subparts

2 and 3, but this, according to the Senate Report, would not

effect the state's ability to meet its one-to-one ovei-all

U7;;. 106(a)(5)(b),(ii) of the VEA (20 U.S.C., C2306(a)(5)(b)

(ii)).

21/Compare the 1968 VEA (P.L. 90-576) Sec. 123(a)(6)(9)(20--
U.S.C. 1263) wiEh'Sec. 106(a)(5)(B)(ii) of the VEA as.
amended in 1976 (20' U.S.C. 1306(a)(5)(B)(iii)).. The 1968
version stated that:

"no localeducational educational agency which is
making a reasonable tax effort; as defined by
regulations, will be denied funds for the establish-
ment of new vocational education programs solely
because the local educational agency is unable
pay,the non-Federal share of the cost of such new
programs."

The 1976 VEA requiresIthat:

"the State will not deny funds to any recipientwhich
is making a reasonable tax effort solely because'such,
recipient is unable to paythenon-Federal share of ,the 4,

cost of new programs."

These provisions are also discussed in Chapter 4.

221"[T]hat no eligible recipient will be denied Federal funds
-forthe-establishmentofnewvoeationaleducetion programiS
solely because of its inability to pay the non-Federal
share of the cost of such. programs. S. Rep. No. 94-882 at
711

a
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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 same footing as the more affluent ones in making applica-
,

tion for new Federal funds," The Senate, however, receded to

the House ia cohference.22/ -
ED' has not interpreted this provision, and ED regulations

merely repeat the statutory prohibition.--24/

4. The Match for State Administration

The statutory provision governing the match for state

administration is as follows:

The Commissioner shalltpay, from each State's
allotment under section 103_from appropriations
made_und4r 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 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: nhd (2) .
whenever the Commissioner determines.in excep-
tional circumstances s-that for the lates.t fiscal
year fog{ which 'reliable data is aIailable
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
Statehldis an appropriate, economic, and, efficient
State administration of the program, the
CommissOner'Shall set the Federal,share'for
fiscal year 1978 for that State in excess of
the-Federal share specified in clause (I),
but not to exceed 100 per centum.

23/H.R. 6onif. Rep: No. 94-1701 at 219.

C.F.R. 400.141(f)(5)(B)(ii).

/ , I

383
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Prior to the 1976 amendments, the VEA permitted Fedetal

funds to be used at a level determined in the state plan for

state administration .-/, These funds, re required to be
26/

matched on a dne-to-on..: basis with state or local funds.

The 1976-dMendments limited the amounts of funds for

State administration by a?proPriating a fund of $25 million r

year to be the sole source irrationally for the Federal share of
,

1

state administration of vod\ational education'.22jThis amount
,

was required to be matched by FY 79 dollar-for-d011at with,
-i

4 28 /
State funds. --

I

all-Sec'.42(b) of the VEA of 1968 (P.L: 90-576)(20 U.S.C. 1262
(b))04 .t

26/Sec..124(a) bf the VEA of 1968 (P.L, 90-576) (20 U:S.C. 1264
(a)).

27/--ISec. 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 197.8 and 50%
thereafter. Both the House and Senate reportp in 1976
recommended limitations on the previously unlimited use_
Federal funds for state administration:. -Both houses were
responding to a GAO report which showed that some state
agencies were being totally supported from Federal tunas
and others were using these funds to support a very.hiAh
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 'increase in Federal funds." S. Rep. No. 94-882 at

79. The Senate.Bilj. proposed that states be permitted to
allocate_any_amdiint2bflederal.funds for administration if
they "demonstfited th''..r commitment to the quality of such .

..

administration by also "committing their own funds to match
the Federal_contribUtio ," with a three year phase-in. The
Senate also proposed o permit the Secretary to set a higher,
proporti n of Federal funds for states `rich committed twice . ..

a,t,-

the nati nal average percentage of state. and local tunas for
admiftistr ion.

This did not include the costs involved in preparing the
five -year -plans the annual plans and the accountability

1!
reports uihi h were intended to-be 100% Federal funded.

t , -

/
%

..

. .

-
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Federal administrative regulations for the matcang of

state administrative expenditures essentially track the

statute, with the additional requirement of an 80/20 ratio,

of VEA funds from subparts 2 and 3.29/

ED also interpreted the phase-in of the 50%:,state match to

- require states to mat_ch_,.any_adminis tration_expenses_paid for

WS,

with funds 'carried over from a previous year at the next year's

higher-rate.
31/

"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

31/including ancillary services, "31 / has been interpreted to

include: supervision, planning, evaluation, data collection,

reporting, monitoring, approved intli_rect costs, and general-; '
Administration.-- ,

;

qi/42 400:3'06. The Senate required that,80% of the
Federal funds for state administration 5e tdken from
subpart 2 and 20% from subpart 3 to "prevent administrative
expenses from being disproportionately charged against a

\ single program actviy." The regulations also expand upon
the exceptional circumstances under which the Commissioner
may waive the requisite match in FY 78..

127BOAE/DSVPO,Policy Memorandum from Buzzell to Edwards Re:
r Wert-e-T15f4. at'ete--(Adrnintivg-t-rAtibte t 197.8)-:

Ili Sec . 195 (20 ) -of the VEA of 1976 (20 U.S.C: 2461(20)).

311ietter from Bennion (BOAE) to Barrett (Cal.) Jan. 12, 1978.

385
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5. Match for Local Administration and SupervOion

Under stEtutory provisions concerning Federal and state/

local shares of local administration the Secretary shall pay

to each state for grants to eligible recipients an amount not

to exceed:

-flaTart-TD t e costs of supervision and admini-
stration of vocational education programs by and

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 eligiblereci-
pient paid for from this s'ection, or kii) 50 per
centum of such costs if the non-Federal share of
such'costs is- paid by the State from appropriations
for such purpose."33j

The 1976 amendments to the VEA were silent as to the use

of Federal funds for local administration and supervision

because the bill sponsors were unable to work out an

34/
appropriate limitation.-- The present proyision'was added

by the 1977.Technica1 Amendment's to the VEA. The House Bill

authorized local recipients to use VEA funds for local

administration, but prohibited them from spendng'"more in

Federal fundsfor local administration than [they receive] in

35/
Federal funds for the total support of their program.--

'22/Sec. 111(a)(1)(C) of the VEA (20, U.S.C. 231l(1)(0.

24 /See Sec. 111(a)(1) of the VtA of 1976, P.L. 94-482% (20
.

117.:C`2`301-(d)-(1:)1'. Cong. Rec. H2361 (daily ed. March 22,

1971) (Remarki of Cong: Perkins.

35/I. The example was.given: "if a school district receives

10 percent of its vocational education funds from the

Federal Government, itokan pay for up to 10 percent of its

cost of local administration from these Federal funds."

3S
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a

The concern expressed was'"that poorer districts would receive

proportionately more Federal help, and of course, would need

proportionately more outside support for administration," and

to limit the amount of Federal,funds used for administrative

gurposes.afil Senate-appr;;vecl=-thiS-5.Eiridfleilt, but added

the ,alternative measure of a dollar-for-dollar match ifthe

state appropriated funds to'pay for local administrative

expenses.12-/ .

While largely tracking the statutory language, ED regula-

tions clarify several points concerning the computation of

,
the amount of the required match. The percentage of Federal

fuhds.applied to local administration and supervision may be

4.

'.'no greater than the perCentage of Federal funds used to

support the total vocational eddcation program.carried oust by

the local recipient."21i'' To qualify for the exception permitting
v

a dollar-for dollar match, state'funds used for'local admini-

stration must be "specifically made available" for that purpose
.

31/S.7620.

21/42 C.F.R. 400.3070)(1). The regulations also-provide two
examples of the operation of this computation.' "For example,
the total cast 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 $1n,000, then up to 25% of
this amount, or $2,500, may be charge against the Federal
funds."

387
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"from a specific State appropriation.".2&V

The regulations also clatify that although 80% of the

Federal funds Used for local administration and supervision

are to be taken. from funds-ffpropriated for subpart 2 and.20%

C.

1ff

nor

for subpart 3, the state has diicretion to "use its admini-:

40/
strative funds in whatever proportion meets its needs."

6. State Legal'Framgwork

Of the fourstates im,our, research sample, two shifted

all the state-level aggregate matching requirements for

subparts 2 and 3, onto local recipients. The other two states

shifted.part of the match to recipients. °In the two states-'in

'which local recipients picked up the whole match, each recipient

wau required to match.VEA funds use-by-use, as weal a8 overall.

In many cases the matching requirement is an integralpart

of the VEA fund diitributioh Mechanism. The clearest example

of this is the percentage reimbursem ent method of funding,

described' in Chapter.4.. Under this method the VEA fund

12/42 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 i

$5,000 may be charged to the Federal funds as. long as the
State contributes

..LL same amount from - specific State
appropriation."

40J42 C.F.R. 400.307(d).
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distribution facto rs are used to vay the portion of same'

total cost that will be paid from local funds (the local

match) and from VEA funds,

n er the percentage reimbursement mechanism used by one
.

state for post-secondary programs the VEA portion of approved

vocational education costs varies from 40% to 60%; and

converselrthe.iocalmatch varies from 607 to 40%. The most

_needy recipients under the formula must match 11/40% of the costs

with their own funds (state local) and receive 60% of the cost
.--. -

from the VEA. This is a typical pattern. States°often
,

create
.

f ',

percentage reimbursement ranges that have an average match of

about 50%, which assures the State that when all VEA funds are

distributed fora particular use the sum of all recipient

matching funds will approximately equal the amount of VEA

furids distributed under ghat formula thereby assuring that the

50750 march is met.

States also vary the range of the match from program to' .

program. For examp19., one state has about 20 different funding
p '4

pools, each for a different purpose, and each having a different

variable match ranging from 60%-70% local matching funds in one
.

pool to '0% -10% local funas. in'another. Here the amount of,

funds distributed throur each pool And the variation in each

method was calculated so that when all funds were distributed

the aggregate local match required under all funding pools

would total the amount of VEA funds which the state needed to

match from recipient sources.

389

I-



et; s

J. .1 .

a

5-20

States using the project method of funding for some

purposes also often use a percentage reimbursement feature

in connection with project funding. This works_the_same!icaT_

has described above. A total project amount is approved for .

funding and the state picks up part of the costs'from VEA

funds and the recipient must pay for part frOm local and state
o

funds, Several states use their formula to calculate a

variable percentage match for projects,re.g-, 40 %- 6070.. local

matching funds. Another state requires a flat 50-50 match

'for allrecipieht projects, irrespective of recipient need

and fiscal ability, except for projects for Vew programs

where a Variable match of from 4070 -60% is required.

One state which uses its formula to directly allot te a

amount,of VEA funds to recipientsdoes no't use the

formula to calculate avariii;lematth. But because a one-

for-one match is required for'the VEA funds each recipient

receives% this operates,- in fact, as a variable match. This

imposes a higher match on poorei and more needy recipients

because they receive proportionately more VEA funds. For

example, a needy LEA may receive $100 per vocational student"

id VEA funds:. It is required to match that with 1100 per
A

student in state and local funds'- a less needy LEA may

receive only $30 per student and its match is only'$30'per

student.
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Drily two states had a state categoticAl program for

vocational education and both of these integrate those programs
%.

with the VEA program to assist in meeting matching requireuents.

One state that does integrate state and VEA funds sufficient

state categorical funds for vocational education to meet the VEA

matching requirement, but it also requires a local match ranging

from 26% to 32% of a recipient's state calculated cost of

vocational education (including VEA, state and lo671\funds).

'Exceptiohs are made for disadvantaged and post-secondary funds

under subparts 2 and 3 which are matched with state-funds.

With respect to the VEA prohibition on denying new program

funds to recipients that are unable to meet the-match and that

are making a reasonable taKeffort, no state We reviewed took

any special action to meet this requirement. State interviews

indicated that state officials doubted that applicants could

demonstrate that any denial of newprogram funds was "Iciely.

.because such recipient is unable to pay tenon- Federal

share..."-V This is because the total amount of state and

local funds spent on vocational education even by poor

applicants, is so much greater than the amount of VEA funds

received that the cusal relationship between applicant

priority and failure to apply for new ,rogram funds would be

hard to
.11

106(a)(5)(B)(ii) of the VEA (20 U.S.C. 2306f,a)(5)(B)
(ii).

391
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Only one state in our survey encountered difficulty

meeting the match for stare adminitration. Prior to the.
. .

1976 VEA Amendments, this state used no state funds for,
vocational education administration: In FY 78, the state

14

was granted a waiver of the matching requirement by ED. In

order to meet the requirement of a40% state match in FY 79,

this state reduced its vocational education administrative

* staff by about one-quarter. We were told that the state

finance departmentaand legislature resisted appropriating.

additional funds and attempted' to force administrative staff

into ancillary aotivities.to qualify for non-matched 'funding.

°

C. . Findings, Conclusions, and Recommendations

Overall; we found the matching requirements to be clear

and understood. by) states.

1. -.State-wide Aggregate Match

We found that none of the states in our survey-encOuntered

any difficulty meeting the aggregate state-wide match of VEA

funds because state and local funds for vocational education'

in each state were significantly gregter than the amount of

VEA funds.-

,"

40., / .6.. 44r / 4 4- 4. 4 -4 4, 4 .0, e .4 If

,
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- The problems we identified with the aggregate state match

resulted from stataspassing this requirement on to local

recipients . We -found that moths practice was necessitated

iVj some states because they do not have sepgrate state-funds
i`

earmarked for vocational education. Rather, state funds are

'distr ibuted through a
.

general state .aid formula and locals
-.

.Y decide how much to use for vocationT1 education. In these
/' ..

, .

4

states pas'sing the match on to local simplifies accounting

for -vocational education funds. and ensure that the overall

42/
state match is met.--

This match pass-through also results from the states

havipg to give an assurance that 'state and. focal funds used

43
for the match meet VEA requirements.

/ States feel constrained,

to identify the state and local funds to which this requirement

applies.

The one state .whiCh didnot completely pass this match

on to the locals has alarge state categorical,program for

vocational education from which to meet the requisite match.
tX

421Typically revenues and expenditures of'LEA's are not
accounted for by program, and expenditures are not
accounted for by source, fiscal reports show a line
item for "instructional 'staff"-but are not separately
reported for the vocational education prop,ram." States
know that state and local funding for vocational education
substantially overmatch VEA funds but the standard accounts
used by LEAs and states cannot identify these funds.

43/ C.F.R. §400.301' .

a
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Because this state's vocational education funds are.signifi-
.

cantly greater. than,,Federal VEA funds allocated to the state,
a.

it could meet 1,ts aggregate, match with state--aid:--.----Butthi-s-7--

state also requires, lecald to share in the match, thereby '

seeking'to free additional state funds from VEA requirements.

This has three effects. First, it enables the state to keep .

..

most'of its funds from being incumbered by Federal:standards.

Second, it requires locals to be involved financially in the .

-----------
Federal vocational education program. Third, it facilitates

the tracking of the special expenditures and excess cost'

provisions .45

Passing the state match on to recipients can have a

perverse effect on the-distribution of'VEA funds. This is ,

particularly true when a one-for-one local match is attached

to.a direct allocation of VEA funds, as is the case in one

41-11/Although matching funds are not required to be distributed
through Federal funding formulas, any state matching funds
used, for example, for cooperative education must meet
the numerous Federal requirementilfor cooperative education
one state funds a large cooperative education program with
non-matching state funds, and by requiring locals to mkt
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.

1±5.../Several-states noted they could thereby ensure that national
priority program matching requirements were met (discussed
In Chapter 8).

ot

4,
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no(

of our states. Here-the more needy recipients receives more

VEA fundl than less needy recipients but also have a propor-
.*.

tOnately larger m)tch. The,percentage reimburssement method

'of funding as used- in several other states has the ,advantage

of reducing the match for More needy.recipients, but the vari-
.

,
.

ation in the local match is so small as 'to be insignificant in

most cases, .e.g. ; 457. - 557, . l 11-/ , -
. .

3

.
.

The pass-through of the state match to recipients"has the

greatescadverse consequences.on high need applicants, when
.

this is done in connection with the .funding of new programs.v

Unlike program maintenance: expenditures, which most districts

easily meet out of existing appropriations, imposing a local

match for new programs puts the applicants whose revenues are
o

most constrained...at a competitive disadvantage. This, in

4b4Furthermore, if wealthier recipients are able to prepare
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
recommendedfin-Chapter 4, Section 3 would substantially
educe this problam ofrequiring that the variation in
4percentagereimbursements be proportional to the range
f total"factor scores for recipients. The compression

of the range of variation to insignificance was particularly
a problem when states used the percentage reimburseffient
method of funding either as a separate method or in:connection
with the project method. Here there appeared to be a uniform
tendency of states to move as close to'a uniform reimbursement
as possible:.

4 r fr

4
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combinat;pn with the necessity of then assuming the new program

expenses in the next year, opem,ates to discourage low wealth

digttidta from Seeking new program, funds or applying for fhe

amounts that they need. Yet because
.

these applicants are
\

fiscally disabled thy may have ihe greatest unmet needs for

new programs. 4 s

Such considerations underly the VEA prohibition on

denying new program funds to recpients,rilaking a reasonable
.-

tax effort that, are unable to pay the non-Federal cc.,lits.
47/

However, this prohibition has been totally ineffective.
41

Based on these findings we conclude that the required y

9-

state-wide gmatch, as interp7ted to permit states to,, pass the,

matching requirement on to recipients, serves little useful
; '45

purpose ine,the VEA:, and is, in fact, counter-productive. Given
6 ,

.theesignificant"overmatch of state and local funds for most
o

VEA purposes, this provision is no longer needed to-aSsure

state and local participation'td the fundfng<Of vocational

education, Wile this may be true for,Pariicular uses, such

as vocational education programs f r disadvantaged and handi-
i Ir

capped students, this is not the case for the gneral

-vocational education prOgram in any sate in our research.

47 /Sec. 106(a)(5)(b)(ii),of'the.VEA (20 U.S.C. 2306(a)(5)(b)

(ii)).
u

.
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But most importantly, the imposition of this matching require-
.,

merit, which is passed on to local recipients% Operates to

disadvantage the least fiscally ,able in contradiction of

Congfess' clear intent to increase their apacity to offer

vocational education. Consequently, we ecommend that the

state-wide match for VEA funds under..-subparts 2, 3 and 5 funds

be eliminated. I
As . Although Congress'could eliminate the:most problematic

\
feature of the state matching requirement by prohibi ng

tates from, rimposing a match on recipients,` we conclude, this

is not a workable, or wise policy. A prohibition on passing

through the-state match to recipients probably would require

states to enact categorisfl state funding programs for vocational .

education. °First, this would not necIsarily'increase the amount

of state funds for vocational education since such a program

might simply take funds frOm other state general aid programs

for education. Second, state' categorical programs often. do

less to equalize for the disparate. fiscal needs of recipients

than do state general aid programs. Thus, requiring states

to adopt additional categorical programs could be a step

backwards in terms of the congressional objective under the

VEA of equalizing for the differing financial abilities of

_

recipients: Third, many states believe that local districts

should contribute their share for these "free' Federal and

state dollari. In many states, this affords the state a better

opportunity to be_involved_in_the_planning_of_the_total_

397

t,

6,



5-28

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 recommead 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 meet the local match,has been

totally ineffective to accomplish the intended objective of

eliminating financial barriers to new program funding in

fiscally disabled recipients. One problem with this provision

is that it does not track the methods states actrally use to

fund new programs. Even where sta.,:es have new program funding

pools, the problem for poor recipients is'not the "denial" o4;funds

as much as the imposition of matching and single year

conditions which dater them froni applying or result in a

scaled-down request.
48/

And even fiscally disabled recipients

would have difficulty bearing the burden of showing that their

fiscal problems are the sole reason for their inability to fund

the match. A state can aaways. respond to the argument by

41/--ine problem of single year funding is the subject of a
recommendation, made in Chapter 2, to permit new program
funding for 3-5-years. This expanded time fraie is
particularly needed if a state requires a local match
for continuing programs where new programs ate 100% VEA
funded.

.
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suggesting that the,recipient divert funds from an existing

program.:

ConsequeAtly, we recommend that if Congress intends to

give priority to new programs, A2./ it prohibit states from
lowf

imposing a matching requirement on recipients when VEA funds

are used for new programs.

2. The Matching Requirements for State and Local Administration
and Supervision

The comments of state officials concerning the required

match for state administration and supervision are set out in
aP

the introduction to this chapter and are not repeated here.

We did not identify substantial current problems concerning

the clarity and consistency of sither the match for state

°

administration or for local administration. We make no recom-

mendations regarding this.

z;g7----- See alto, the discussion in Chapter 2 and 4 on new program
ending

399



5-30

Maintenance of Effort

A. Overview and Organization

.The purpose of this section is to analyze the clarity,

consistency and adequacy of the three sections of the VEA

which prevent- states and recipients from reducing their past.

levels of vocational education f ding.

The Federal and state legs frameworks will'be described

in subsection B. Subsection C contains our findings, conclu-
,

sions and recommendations.

The VEA maintenance of effort prolAsions apply to LEAs

and post-secondary educational institutions and, states and

requires that they maintain either their fiscal effort per

student or their aggregatevocational education expenditure.221

The VEA also contains a separate maintenance of effort require-

ment for LEA work -study programs, when VEA funds are used for

such prOgrams.IY

tn general, we found the recipient (i.e., LEA and 'post-

secondary) maintenance of effort provisions to serve the

needed purpose,of helping to ensure that recipients do not

reduce their fiscal commitment to vocational education as a

result of-receiving VEA funds. We recommend they be retained

S Sec. 111(b)(1) and (2) of the VEA of 1976 (20 U.S.C. 2311(b)
(Ix) (i)).

51/ Sec. 121(a)(5) of the VEA of 1976 (20 U.S.C. 2331(a)(5)).
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with a limited exception to ensure that recipients which are

unable to sustain previous fiscal levels solely because of the
0

replacement of higher paid staff-with lesser paid staff are

not in violation of this provision or clarification that the

"exceptional circumstances" rule applies to the situation.

We were unible to identify any parallel purpose served by

the state-wide maintenance 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
0

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.

With respect to the special maintenance of effort require-

ment for work-study programs, we found that it was viewed it.-

most states as an unnecessary provision and as a meaningless

legacy of earlier VEA enactments which treated work-study as

a separate categorical program. Furthermore, the imposition

of this additional condition on what is now a discretionary

use of VEA funds probably inhibits the use of-VEA funds for

this purpose -- directly contrary to congressional intent.

We recommend that this additional requirement applicable to

work-study be eliminatefrom the legal framework.

401
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B. Federal and State Legal Framework

The VEA prohibits the..payment of any VEA funds to:

any local educational agency or to any state
unless the Commissioner finds, in the case of a
local educational agency, that the combined
fiscal effort per student or-the aggregate ex-

' penditures of that agencytand the State with

//° respect.to the provision of vocational education
by that agency for the fiscal year preceding the-,,

fiscal_ year for_which_thedetermination_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
expedditures'of that State for vocational
education in that State for the fiscal year4
preceding the fiscal year for which the de=7
termination was-made was not less than such,
fiscal effort per.student-or the aggregate
expenditures-for vocations); education for the
second preceding fiscal year.52/ .111ft.

A parallel,provision exists for.post-secondary institutions:.

No payments-shall be made iwany fiscal year
under th:',.3 Act to any postsecondary educational
institution unless the.Commissioner finds that '

the aggregate amount or the'amount 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
amount spent by such institution, from current
funds for the second/pre-ceding fiscal year.11/

--la/Sec. Ill(b)(1) of the VEA-(20 U.S.C..2321(b)(2)).

L/Sec. 111(b) (2). of the VEA (20 U.S.C. 2321(b)(2)).
o,

O
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The Act also requires LEAs which use YEA funds for work-

study progr to:

expend ( am sources other than payments from
Federal fu ds under this section) forthe employ-
ment of its students (whether or not in employment
eligible for assistance under this section) an
amount that is not less than its average annual
expenditure for work-study programs of a similar
character 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 to the 1976 amendments, but these amendments

made two changes: (1) 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 student or the aggregate expenditUres of

that agency and the State."1/

The regulations issued in 1977 essentially repeat the

statutory languagea/ Mit include two additional interpreta-

tions. First, the regulations adopted a "Five Percent Rule"

which allows a.,57. expenditure reduction without violation of

5-41Sec. 121(a)(5) of the VEA (20 U.S.C. 2331(a)(5)). . /
T55/' .

, .

he House, which originated 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.R0.Rep. Nor 94-1085 at 33. The Senate bill would have
permitted the Commissioner to "waive a portion of this
requirement if available tax resources are reduced." ,Sen.
Rep. No.494-882 at 80. This was eliminated in Confererice.
H.R. Conf. Rep. No. 94-1701 at 224.

56/34 C.F.R. §400.321.

-64
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the requirement. This ruleiwas applied to all three mainte-

nance of effort requirements.57/

40, The regulations also interpreted the VEA amendments to

allow a reduction in.effort'under certain unusual circle-
'

'
-

-stances":58/

57/
The Five Percent Rule for State maintenance of effort
is as follows: _

Total State fiscal effort gr. 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 perdent. For example, a State
which expends an aggregate of $10 million for
vocational education in one fiscab year and an aggre-
gate of $8,000,000 in the succeeding fiscal year will
not be considered to have reduced fiscar effort for
the purposes of the Vocational Education Act: 34 C.F.R.
'§400.328.

This rule was justified by ED on the basis that "fiscal
effort" in the statute relates to tax effort and was
intended to "take into account the relationship between
tax rate and tax base." Consequently, if the tax rate
remains steady, but the-val* of the tax base declines,
the resulting' decrease in ghe-revenue yield is not
considered a reduction of effort. Comtent/Response 42 F.R.
53877 (Oct. 3, 1977). ED appeared to justify the Five
Percent Rule as a proxy for the maintenance of fiscal
effort where the tax base declines. Id.

58/
34 C.F.R. §400.324.

Any reduction in fiscal effort for any fiscal year by
more than five percent will disqualify the State from
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 the second preceding fiscal year, contributions-

of large sums of monies from outside sources were made; or
(c) In the second 'preceding fiscal year, large amounts .of

funds were expended for long-term programs tuch 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.
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t3. qn 1980, the Secretary proposed to eliminate the per-

mitted five percent reduction in maintenance of effort.511

The basis fox this proposal was the criticism of this^policy

by the House COmmittee°and its urging that the Department

revise the.regulations.5-a/ At present, the five percent

reduction policy is still'in effect, as the proposed change'

has not been issued in final ,form.

The statute permits maintenance of effort to be deter-
,

mined either on the basis of aggregate expenditures or combined-

fiscal effort per study. ED has interpreted this to permit

states and recipients to change the measure one year to the

next:/
The state level maintenance of effort requirement refers

to the "fiscal effort per student or aggregate expenditures

of that State for vocational education-4Z'

Federal administrators have interpreted this to refer to

all state and local funds expended for vocational education,

,including funds used for vocational education from local tax

3-97Notice of Proposed Rule Making, 45 F.R. 28290; 28293
.(April 28, 1980).

EIH.R. Rep. No. 195-1137
April 28, 1980).

61'--'Question #22, 42 F.R.

LISeC. lli(b)(1) of the

at 40 (cited in 45 C.F.R. 28290,

53866 (Oct. 3; 1977).

VEA (20 U.S.C. 2311(b)1)).
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revenues and general state aid.51/

State and local funds used to meet maintenance of effort

requirements "are.subject to tne terms and conditions of the

Act," but are not subject to the funds distribution require-

ments.-W For example, states or recipients which fund

cooperative education programs With 'state funds that are

counted toward the maintenance of effort requirements must

,meet all the programmatic Standards contained in the,VEA,

including the requirement that priority for cooperative

education programs be given to LEAS in areas with high rates

of school dropouts and youth unemployment.--
65/ Federal admini-

strators also noted that even though the VEA fund,clistribution

requirements,, are not applicable to maintenance of effort funds,

the Federal civil rights 'statutes and regulations would'be

applicable, if the result of the distribution "is less than

an equitable distribution of State funds 'to priority eligible

recipieafs.
H66/

63/This policy interpretation is not written, but Federal
administrators and.,'states "understood" this to be the case.

4/ BOAE/DSVPQ Policy Memorandum FY Sept. 19, 1979 at 3. .

65/TA
"""' JAL .
66/--

Id. -See, generally the substantive requirements for coopera-
tive aaational programs. Sec.:. 122 of the VEA: (20 U.S.C.

2331). Although fhp memorandum discussed cooperative educa-
tion,

other additional re rements.applicabld'io particular
tion, a'bonsisterkt appli;gion would also require compliance

uses of. VEA funds if a state.or recipient applies its mainte-
nance of effort funds to those purpose's.
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o.

Staces reported having no problems meeting the state -wide

maintenance of effort requirement. States applied both state

and local funds to this requiremetlt. This' requitement is met

by recipients reporting the amounts of state and local funds

pthey expend on vocational edUcation.

The only serious problem relating to recipient maintenance

of effort identifiedby'officials'in Several states was the

difficulty of meeting this requiremeritwhen a higher paid

vocational.ttaff person is replaced by a lower paid Staff-
e .

' person in a small school district% We were told that when

vocational education programs are-sufficiently small, the

retirement of a staff Person can throw,the recipient out of

compliance.
,

C. Findings, Conclusions and Recommendations

Overall, we found the three maintenance*of efforts require-
.

merits to be clear and comprehensible to states. States

generally understood what was expected of them and had little

difficulty ingrpreiing the requirements. .We fOund, however,_

the maintenance of effort provisions to raife three basic
,

issues:"

(1) whether a state-level maintenance of effprt,
requitement' is needed in the VEA legal frame-

, .

work; . ....

(2) whether the recipient-level maintenance bf
effort provisions is sufficiently flexible; anx1'

k .

. (3) whether the special work-study.maintenance of
effort provision is needed in the current VEA?

These issues are explored below.

r 407
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1. The State-Level Maintenance of Effort Requirement

At the state level, the maintenance of effort requirement

applies tothe aggregate of state and local funds used for
. .

vocational educatibn, rather than merely state funds. Vocational
.

education is not, however, a state program but is generally 4.*

an aggregation of local programs. States meet the maintenance

of effort requirement by totalling.the amounts spent by local

recipients do vocational eduCation from state and local funds.

1 - However, recipients receiving VEA funds are also subject to a

maintenance of effort requirement.

UtIder tht present legal framework, the only thing the

state-wide maintenance of effortpriovision appears to add is

to ensure that LEA's and'post-secondary institutions not .

funded under the VEA do not substantially reduce their effort

for vocational education: since these are the only agencies,

and institutions that do hecre to meet the recipient maintenance, .

. pf effort requirement. Even if many potential-recipients did

not receive VEA funds (unlike the current selection) we do

not see a clear policy objective in regulating the expenditure

levels for vocational'education of pbtential recipients not

funded under the VEA.

If states were required to meet maintenance of effort

requirements from state funds alone, then state -wide mainte-

nance of effort would have meaning in ensuring continued

state commitment to vocational education. However, such a

,requirement would have the'same undesirable side-effects as

those that would result if the matching requirement were

J
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67/
similarly attached only to revenues from. state sources.

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

A have specific categorical funding programs for vocational

education or vocationar student or program weightings in
, r

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 's
,

.

requirement that MOE be met simply.fromistate funds specifically

earmarked for vocational education would, in our opinion,
y

. . .

needlessly restrict state,optiqns to fund vocational education
. .

.

through general. equalization formulas which do"not specifically

earmark funds for voca Tonal education. We "found. maintenance

_--of-effort to be more pRropriate as a requirement appll,:able -

to recipients that actually operate vocational education

program. qurther6re, a recipient maintenance of effort

requirement makes unnecessary a state-level maintenance of

effort requirement under the present legal framework.

. , We therefore recommend the elimination of the state

maintenance of fortirequirement unless the state operates

programs directly,-and is considered a recipient.

6-ifSee pp. 27-28 supra.
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2. Recipient-nvel Maintenance of Effort .

It is recipients that make choices-about increasing

o7/reducing the amount of state or local funds for vocational

education in light of the receipt orVEA funds. And if

Congress intends that the level of'state and local funds for

vocational education hould'be maintained and not seduced when

VEA funds are received, it is at the recipient leveliY that

such an intent should appropriately operate.' Consequently, we
r

found the recipient mainte ance of effort requirements to be

appropriate and necessary in the VEA legal framework. d.

Although our research d d not include interviews. with

recipients, bur interviews 'with state level staff included

inquiries concerning the recipient maintenance of effort

requirements. Several states indicated that declining enroll- .

ments, reductions budgets and revenue limitation were forcing

local recipients to ,reduce total expenditUres for vocational

education but, that the per pupil expenditure measure and 5%

reduction provision had allowed recipients to meet the requAe-

ment.

We were also'informed-that some recipientsencountered

problems meeting the maintenance of effort requirements when

.higher paid staff were replaced on lower paid staff, e.g., a

teacher receiving longevity pay leaves and is replaced bye a

6-20-1We.recommend that a state, when using funds for (it's Own !pro-

grams or activities; be considered to be a recipient as to
those funds.

C`
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lower paid teacher.. This appears to be i problem particularly

in small.LEAs where.such a reduction in staff salaries may

reduce. vocational expenditures, both total and per student,

9Y

tobelew the level of the prior year and. trigger.a MOE viola -'

tion. We were told Fgderal auditors initially challenged this

as # MOE violation in one state but were ultimately'

persuadgd that it was not,. We believe this problem, which does

.
tqt usually reflect an actual, reducation in vocational education

services, can be dealt with either by application of the unusual

circumstances rule or by a specific exception. Such a-specific

exception could iirovide that a recipient that fails to maintain

its fisgal effort solely because it replaces a higher paid

staff member with an equivalent lower paid staff member shall

no be in violatiOn of this proviSiOn.

3. Work-Study Maintenance of Effort

The maintenance of effort requirement applicable to Work-

study programs funded under the VEA requies a LEA to expend

:on work-study programs not-less than the amountof its average

annual expenditure for work-study programs of a similar

character during the three fiscal years preceding the fiscal
/.

year in which its work-study program is approved. 61 .

While averaging prevents an LEA from having to fully

reflect the higher funding for its work-study program in-any

62/Sec. 121(a) (5) of the VEA (20 U.S.C. 2331W(5)).

o
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single previous year, it still requires an LEA to maintain its

future effort at a levei,that is not less etian the average --

precluding any reduction in work-study funding to less than

the average.

This provision probably operate, as an. incentive to not

offer work-study programs with VEA funds. The prior categorical

requirements for work-study programs were carried over into the

1976 amendments when work -study was made a permitted rather than d

mandatory use. However, we see'no basis for singling,thig program

out for different maintenance- of effort treatment than other per-

mitted uses, and consequently recommend it be eliminated.

4. Fiscal Crises and Maintenance of Effort

`State and local fiscal crises resulting from tax or

revenue 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

yeafs, the maintenance of effort provisions, we were informed,

had not been violated but some insecurity about future ability'

to comply was expressed. The MOE regulations contain an

unusual circumstances rule, which, to our knowledge has not

been applied by the Secretary. The application of this rule

to violation of MOE resulting from such fiscal crises is unclear.

We express no view on what response 'Congress should make except

to point out that insofar as the objective of state tax base-

and revenue limitations is tax relief, an exception from MOE

for such limitations would, permit VEA funds to be used in

place of state and,local funds and might be an incentive to

do so.
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IV. Supplement, Non-Supplant Provision '

A. Overview and Organization

The purpbse of this section is to describe and analyze

the VEA requirement that Federal VEAfunds be used to

supplement and not supplant state and local funds which would

in theabsence of Federal funds be made available.for uses

specified in the Act. 76/, The non-supplanting requirement

raises two issues:

(1) What<is the meaning of Fuses "; and

(2) How does the non-supplanting requirement
operate in the total VEA framework? .

Subsection B describes the Federal and state legal frame-
.

-wcrk. Subsection C outlines in detail our findings, conclusions

and recommendations.

we found the supplement, not supplant provision

to be inadequately drafted to ensure that theiVEA funds for

vocational education are not used to supplant state funds

whiCh would otherwise be available for vocational education.

It had, however, been adequately interpreted by ED on

occasion, even though appropriate application of this il*er-

pretation has been overlooked..

We conclude that the phrase "state and local funds which

would otherwise available Eor specific uses" should be replaced

with the phrase="state and local funds which would otherwise

be available for specific recipients." .

7-0-/Sec. c106(a)(7) of the VEA (20 U.S.C. 2306(a)(7)).,
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B. Federal Legal Framework

The non - supplanting provision in the Vocational Education

Act requires:

that Federal funds made available under this
. Act will be so used as to supplement, and to

the extent practicable, increase the amount
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
no case supplant such state or local funds.71/

The 1976 amendments-to the VEA tracked the wording of the

1968 Act's non-supplant provision, except that it substituted

the language "for the uses specified in the Act" for "froin

non-Federal sources for the education of pupils participating

in programs and projects assisted under this title."a/ The

substitute language was introduced in the House bill, but the

reason for the change was not explained.11/

The 1976 amendments to the VEA also deleted the "no

penalization" provision of the 1968 Act which barred payment

of any V ..funds "to a state which has taken into consideration

payments under this title in determining the eligibility of any

local educiational agency in that State for State aid, or the

amount of that aid with respect to the free public education

of childreh during that year or the preceding fiscal year."7-41

LL/Id.
72 /Sec. 141(e)(3)(B) and (C) of the VEA of 1968 (20 U.S.C.

241(e))i

73 /H.1Z: R9. No. 94-1085 at 33.

74 / Sec. 143U)(1) of the VEA of 1968, P.L. 90-247 (20 U.S.C.

241(g)),
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'The 1977 regulations simply repeated the statutory language

of,the non-supplanting provision of the 1976 amendments

verbatiM.1.5t The only interpretation 7contained-in-the

tions appeared in acomment concerning the dollar-for-dollar

match of the minimum-percentage requirement for the disadvan-

taged:261

Furthermore, the dollar-for-dollar matching
.provision required_by section-110(b) -of the
Act for programs for the.disadvantaged would
seem to preclude-any possibility of sup-
Planting of funds. The statutory "non - supplant"

,provision in'§106(a)(5) is designed` to assure
that the aggregate of State and local funds
availableor a specific purpose, such as the
disadvantaged set-aside, is not reduced be-
cause of the receipt of Federal funds under

,-.-the Act. Therefore, as 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-
s.pplant" requirement would occur.

The Office of General Counsel has explained that the pur-

,pose of-the VEA non - supplanting provision 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

77Federal funds under the Act. --/ Based on this concept it

found that a proposed state statute which would reduce a

community college's state funds by the amount of VEA funds

received violated the no-supplanting provision,

75/ 42 C.F.R. §400.141(0(6.).
76/ 42 F,R, 53877 (Oct. 3, 1977).
77/ HEW Memorandum from Brustein, Office of the General Counsel

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 r_e_ceived b Lsuch commnunity college."
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.
C. Findings, Conclusions and Recommendations

We found the nonmsupplantingprovisidn contained in the

VEA to be vague and inadequate to ensure that Federal funds

were used in a supplementay faShion.

Furthermore, itsis not clear whether this provision oper-

ates at the state level, the recipient level or both. Since

it refers to "State and local" funds.:Without specification

of *he level, the appropriate interpretation appears to be

that. it operates at every level at which VEA funds could be

taken :into _account in determining -the-amount --of; -state and

local funds available"for VE4 uses.:

Thp Office of General Counsel has, however, adequately

interpretated the non-supplanting provision to prevent a state

from taking into account the distribution of VEA funds in de-

termining the amount of state funds for vocational education a

recipient will receive. This interpretation does not appear

to have been widely disseminated or consistently applied, even

though we found that this interpretation of the non-supplanting

is essential for an adequate VEA legal framework: without it;

the funds distribution provision analyzed in chapters 2-4 can
1.

be rendered meaningless.

We also found that at the recipient level 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
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to states. The confusion is compounded by the overall structure

of the 1976 VEA amendment which gave greater diScretion to states

about the uses of VEA funds removing some of ,the 'past categorical

program restrictions. °

The clearest explanation of the requirement appears in an

unpublished interpretation by the Office of General Counsel.
. .

Under this-interpretation states cannot reduce recipients

entitlement to state funds by the amount of VEA funds the recipient.

receives.23/ However, the interpretation has not been widely

disseminated to states-uor-,applied-to situations-in-which it is

appropriate.

We found that this interpretation is an important element

of an adequate. VEA legal framework because we discovered several

problems that can arise when this concept of non-supplanting

is not applied.

One state, whicn distributes categorical State vocational°

educationfunds through a formula which is separate from VEA

funds, reduces the amount of such state funds in pro-
,

portion to the VEA funds 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/ See note 78, p. 45, supra.
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the allocation of VEA funds among recipients under the VEA

formula.221 However, recipients recieving more VEA funds

receive fewer ,dtate funds, and conversely,,so that the net

result is a virtually uniform percentage reimbursement of

iocational education costs from state and Federal funds. In

.this situation the VEAfund distribution factors of relative
o

financial ability and low-income are meaningless since the

additiOnal VEA funds that, these factors generate are taken

away by the distribution of state funds.,

With respect'to VEA funding, thiS type of integration of

VEA and state funds, which results from State board policy, may

be somewhat unique because legislatures typically have not given

state boards discretion to allocate the state vocational edu-

cation funds. However, as a generic problem, this type of

supplanting could also be accomplished through a statutory inte-

gration of VEA and state funds. Indeed, the proposed legislation

Which was the subject of the OGC interpretatim did just this.

We also found that backfilling occurs in-one state in the

funding of post-secondary institutions. In this state, the

legislature approves each institution's budget and the insti-

tution may not,spend more than its approved budget. In the

budget-making process each institution includes the amount of

anticipated Federal funds. Through the budget process the

79/ Ile described this in Chapter 4, 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.
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legislature then provides the differences between the amount of

Federal funds and the Institution's approved budget. Since the

amount of state funds institutions receive is not fixed by for-

mula, the legislature is free to take VEA fuss into account in

determining the amount of state funds they will receive. If

during the year an institution receives'more Federal funds than

budgeted, the legislature also substractS the additional amount

froM the institution's next year's.bUdget, as a carryover.

We-recommend that the statute be revised to more precisely

interpretation, i.e., states must supplement, not

supplant the level of state funds for vocational education which

would have been made available to eliigLAlerecip.ents in the-
,

absence of VEA funds. In the alternative, dongres-sshould con-

sider re-inm.pwating the "non-penalization" provision Which

was pait of the VEA until the 1976 amendments: -

No payments shall be made under this title .
Ifor 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
respect to the free public education of
children during that year or the preceeding
fiscal year, except as permitted under this
Act in determining the relative financial.
abilit of a licants for fUnds under this
Act.sm

80/ The underlined pcirtion we recommend be also added to
avoid any conflict between this provision and the
definition of relative financial ability, which in
certain circumstances takes into account the distri-
-bution of state funds. .See Chapter 4.

X---
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2. - Application of the Non-supplanting Requirement to
Local - Recipients

The applicability of the "non-supplant" provision to local

recipients hap 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 the

1976 amendment to give greater discretion concerning uses of

VEA funds and at the-same time restrict state and local uses -

as long as a recipient's overall state and-local effort for

vocational education -is not reduced.311 Ensuring that the over-
.

all level of state 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 chapter. 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.


