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B

Assessment Of The
Impact Aid Program

Office of Education -

Department of Health, Education, and Welfare

This report contamns several recarmmendations
to insure that Federal impact payments to
locai educationat agencies are equitable.

The report desci .hes the effect on local educa-
tional agencies of teaching children whose
parents are connected with the Federal
Government. An gnalys of data available for
1,671 locat agencies showed that without
impact atd entitlements 48 percent woulid
need property tax mncreases of less than & ser-
cent and 18 percent would need increases of 5
to 10 percent. At the upper extreme, 15 per-
cent of the local agences would need pro-
perty tax increases of 25 percent or more.
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COMPTROLLER GENERAL OF THE UN'TED STATES
WASHINGTO?. T.C. 20048

B-164031(1)

The Honorable Carl D. Perkins

Chairman, Committee on Education
and Labor

House of Reprasentatives

Dear Mr. Chairman:

This report assesses the impact aid program authorized
bv Public Law 81-874, as amended, and administered by the
Office of Education, Department of Health, Education, and
Welfare. The report is in response to your request of
January 28, 1974, and the reguests of 13 members of your
committee and 2 other Congressmen.

The report contains several recommendations to help
insure that federal impact aid payments teo local educational
agencies are equitable. It also presents the results of
various analyses we made to determine (1) the economic im-
pact of federally connected children on local educatiomal
agencies if zll or part of their impact aid entitlements
were withdrawn and (2) the effect various changes in eli-~-
gibility and peyments provisions would have on the program.

Copies of this report are being sent to each of the
other rejuesters who are still Members of the Congress;
to the Subcommittee on Elementary, Secondary, and Voca-
tional Education; to the Director, Office of Management
and 3udget; and to the Secretary of Health, Education, and

Welfare.
Sin ly yours, )
;4..««. /7) (W

Comptroller Genearl
of the United St:tes
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COMPTROLLER GENERAL'S ASSESSMENT OF THE IMPACT
REPORT TO THE CHAIRMAN AID PROGRAM
HOUSE COMMITTEE ON EDUCATION Office of Education

AND LABOR Department of Health,

Education, and Welfa. e

DIGEST

One purpose of the School Assistance in
Federally Affected Areas program--Kknown
as the impact aid proaram--is to reduce
fiscal inequities caused by

--the prescnce of tax-exempt Federal lands
and

--the burden on local educational agencies
of providing suitable free public educa-
tion to children whose parents are con-
nected to the Federal Government.

Ninety-three of 100 local agencies reviewed
claimed either more or less than the num-
ber of federaliy connectec pupils they
should have. 1In total, they overclaimed

a net of $578,224--slightly less thar 1 per-
cent of total assistance claimed.

At the time of GAO's fieldwork, the Office
of Bducation had identified a net of
$336,091 in overclaims and had adjusted
the claims. Local agencies thus were
overpaid a net total of $212,133. (See

P. 7.) These findings apply only to

the local agencies studied and should

not be used to draw overall conclusions
about the progranm.

Office of Education regulations and in-
structions for determining eligibility
need to be clarified and better enforced.

The legislative history of the impact aid

law suggests that eligibility rests on a

dependency relationship between a child and

a uniformed services parent. The Office h
of Education, nowever, does not require bl

Tear Sheet. Upon re'moval. the report 3 TR
cover date should be noted hereon. 1 HRD-76-~-116

“-
y
i



local educational agenciss to determine
this relationship. (See pp. 8, 11, and 12,)

Nor has the Office of Edvcation defined
adequately tne rejuiremeats a parent must
meet to be considered "employed on Federal
property.” It ac=epts claims for pupils
whose parents temporarily work on Federal
property regardless of where the parents
are employed. In some local agencies this
resulted in being reimhursed for pupils
whose parznts lived on and were employed
by firms located cn private property.

{See p. 8.)

The Office of Education also does not re-
quire sufficient information on childre-
having civilian parents to accurately
determine their eligibility. (See pp. 11
and 12.)

The law provides that Federal payment
rates can be established using local
agencies which are generally comparable
to the applicant. OQffice of Educaticn
instructions contain criteria for select-
ing comparable local agencies, such as
legal classification, total number of
pupils, and cost per pupil in average
daily attendance. However, the Office
has not established ranges for each
criterion to assist State and local
educational agencies in determining
comparability nor specified what weight
should be given to the various criteria
items. Both of these factors are

needed for comparable local agencies

to be treated on a consistent basis.

(See pp. 27 and 31.) )

Office of Education procedures for ap- ) :
proving payment rates derived using
comparable local agencies are not cor.-
sistent with its instructions for se-
lecting such -agenties. (See p. 33.)

The Secretary of Health, Education, and 4Hel-
fare should direct th: Office of Eduration
to:
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--Clarify requirements a parent must meet
to oe ccnsidered employed on Federal pro-
perty so that payments to local agencies
will better relate fo the property tax-
exempt status. (3See pp. 22 and 23.)

--Require ‘adequate dacumentation from local
agencies to determine whether a child with
3 civilian parent :mployed or working on
Federal property :sides with that fed-
erally connected parent. (See p. 23.)

--Require adequate documentation from local
agencies to determine whether a child is
a dependent of a uniformed services parent.
(See p. 23.)

--Specify in instructions for State and
local educational agencies the weight that
should be given to the published criteria
items, and establish ranges for each cri-
terion to assist in compiling the data
necessary for selecting comparable local
educational agencies. (See p. 39.)

~-Develop procedures for approving Federal
payment rates based on comparable local
agencies which are consistent with its
instructions. (See p. 39.)

--Require applicants to use as comparables
only those local agencies that do not
receive impact aid or determine an alter-
native procedure tc remove the influence
of federally connected children from per-
pupil cost calculations. (See p. 40.)
For related recommendations see pages 22
and 39.

GAO conducted additional analyses of fis-
cal year 1973 data availapnle for 1,671 local
agencies to develop information on the
economic impact of federally connected
children and found tnat without impact

aid entitlements:

--Forty-eight percent of the 1,671 local
agencies would need local property tax
increases of less tnan 5 percent and an
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adaitional 18 percent would need tax in-

creases of 5 to 10 percent. At the upper
extreme, 15 percent of tne local agencies
wouid need tax increases of 25 percent or
more. (See p. 44.)

~-An increase of less than $25 in local pro-
perty taxes on a home with a market value
of 540,000 would result for 48 percent of
the local agencies, and an increase of
$25 to $50 would result for 25 percent of
the agencies. At the upper extreme, an
increase of $100 or more would resuit for
15 percent of the local agencies. (See
p. 47.)

GAO also applied alternative eligibility

and payment provisions to the program and
found that total impact aid entitlements

could have been reduced between $68 mil-

lion and $351 rmillion, using fiscal year

1973 as a basis. (See 2. 49.)

HEW concurred with most GAO recommendations,
and HEW's planned actions are responsive
to the recommendations. However, HEW had
a different view about obtaining informa-
tion to determine whether a child is a
dependent of a uniformed services parent
in order to be eligible for the program.
Also, HEW believed that its procedures
for approving Federal payment rates using
comparable local agencies was consistent
with its instructions for selecting such
agencies. GAO disagreed with both views.

HEW said tnat some of the procedures and
conditions in effect during tne GAO re-
view of Public Law 81-874 in fiscal year
1973 are no longer the same due to the
complex changes made by Public Law 93-380
which was approved August 21, 1974, and
became effective in fiscal year 1976. GAO
pointed out it believes the discussions on
the Office of Education's procedures for
determining eligiblity and its instructions
and procedures for determining payment rates
are still pertinent to the program.
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CHAPTER 1

INTRODUCTION

At the request of l4 members of the House Committee on
Education and Labor and 2 cther {ongressmen, we reviewed
certain aspects of the School assistance in Federally af-
fectad Areas (SAFA) program authorized hy Public Law 81-874,
approved September 30, 1950, as amended (20 0U.S.C. 236).
This program, known as the impact aid program, is adminis-
tered by the Office ot Education (OE}, Department of Health,
Education, and Weliare (HEW). Title I of tnis law author-
izes financial assistance for malntalnlng and operating
local educational agenc1es {LEAsS) in which enrollments are
affected by Federal activities.

In accordance with the requests and later agreements
with the requesters, we roviewed (1) the validity of clainas
for Federal funds, (2) the economic impact of federally
connectad children on LEAs, (3) the SAFA payment ratas coi-
pared to local educational costs, (4) the impact on the
applicant LEA of reducing SAFA payments to elimirate claims
for parents working on Federal propertiss located outside
the LEA, and (5) the impact of one State's equalization pro-
gram on SAFA recipieats. In additicn, we revieved the ade-
quacy of OE's requlations and instructions for determining
eligipbility and payment rates.

We limited our review to LEAs receiving assistance under
title I, sections 2, 3(a), and 3{b) of Public Law 81-874,
for fiscal year 1973. The Education Amendments of 1974,
dated August 21, 1974, changed these sections effective
in fiscal year 1Y76, which can increase or decrease Federal
payments to LEAs. Although our report deals with LEAs
which received assistance in fiscal year 1973, our dis-
cussions on OE procedures fnr determining eligibility and
instruccions and procedures for determinin; payment rates
are still pertinent.

PROVISIONS Of SECTION 3
OF PUBLIC LAW 81-874

One purpose of Public Law 81-874 is to minimize the
fiscal inequities caused by both the presence of tax- exempt
Federal lands and the burden of providing suitable free
public education t¢ federally connected children. Under
title I, section 3, of Pupblic Law 81-874, ac amended
(20 U.S5.C. 238), LEAs are to be compensated for the cost of
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educating children wno while attencd¢ing such schools (i,
resided on tax-exempt Federal property with a parent em-
ployed on Fedrral property or had a parent who was on act-
ive duty in the uniformed services--section 3(a)--or (2)
were not iacluded in section 2{a) and eitner resided on
Federal property or cesided with a perent employed on Fede-
ral property or (3) had a parent who was on active duty in
the uniformed services--section 3(b).

An LEA may be eligible for compensation if it provides
free public education to 400 or more federally connected
children, as defined abovz, in average daily attendance
(ADA). An LEA may still be eligible if it provided such
education to at lecst 10 federally connected childrer in
ADA and tney repr ‘seuted 3 percent or more of the total chil-
dren in ADA. The LEA is reimbursed Zor these students under
a formula prescribed in the legislation: the number of chil-
dren in ADA as defined in section 3(a) is added tc¢ one-half
of the children in ADA as defined in section 3(b); the
resulting sum is multiplied by a local contribution rate. {Ch.
3 discuss~s minimum rates and local contribution rates.)

The legislation does not specify the uses that can be
made of such funds. Most LEAs deposit the Peaeral funds in
their general operating expense accounts with all other
available funds. The combined accounts are used to finance -
the LEAs' total school programs. The program is not de-

igned to produce specific educational outcomes of school
children. The legislaticn also provides that impact aid
funds cannot be used to supplant State funds.

PROGRAM ADMINISTRATION

OE's SAFA division administers rublic Law 81-874. The
agivision develops policies and procedures for carrying out
the law and distributes bulletins, instructions, "and applica-
tion forms to LEAs through State educational agencies (SEAS).
LEAs send applications through their SEAs to the division for
review and approval. Payments, however, are made direc*ly
to LEAs.

Tne division performs most activities from Washington,
D.C. Field representatives in the 10 HEW regional offices
make ieviews at the LEA level, such as verifying data sup-
porting LEAs' claims by investigating eligibility of property
and children, and advise LEAs on records to be maintained to
support their claims.
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Division criteria state thot OE field representatives
should review each Lt receivin. sections 3(a) and 3(b) im-
pact aid funds at least once every 2 years. Criteria for
selecting LEAs for field reviews are set by division head-
guarters, =2lthough regional commissioners of education are
frce to develop cther criteria. According to divisior cri-
teria, field representatives, in selecting LEAs for review,
are to consider (1) LEAs which have not received a field sur-~
vey in the last 3 years, {2) new applicants or applicants
reapplying after a lapse in participation, (3) LEAs for
which there are indications of ineligibility, and (4) LEAs
which are marginal gualifiers under the 3-percent federally
connected pupil requirement.

PROGRAM FUNDING

Payments under sections 3(a) and 3({b) have increased
from $25 million in fiscal year 1951 to $548.7 million in
fiscal year 1975. The following table shows statistics on
the program's growth.

Sections ‘Sections
Section 3{a) Section 3(b) 3(a) and 3(b) 3(§) and 3(b)
Fiscal children children payments to entitlements if
vear in ADA in ADA LEAS fully funded
{millions)
1951 50,701 385,754 $ 25.0 $ 26.0
1156 107,910 834,006 80.9 80.9
1961 231,275 1,331,769 198.6 198.6
1966 319,374 1,777,515 346.3 346.3
1971 384,380 2,062,584 478.6 £94.9
1974 354,507 1,679,579 i37.5 668.7
1975 342,343 1,607,484 548.7 ' 705.9

This growth is attributable to several factors, including
increases in school population, increases in school expendi-
ture per pupil, expanded Federal activity, and amendments
liberalizing the basic legislation.



If the program had been fully funded, these increases
would have been much larger in fiscal years 1971-75. As
shown, entitlements for fiscal years 1971, 1974, and 1975
were greater than actual payments to LEAs. Whenever funds
appropriated for section 3 are not adeguate to pay total
entitlements, the funds are prorated--~as in fiscal years
1951 and 1955 and every yvear since 1967.

For fiscal year 1975, $636.6 millior. was made available
for Public Law 81-874, of which $548.7 million was for sec-
tions 3(a) and 3(b). The appropriation legislaticn directed
OE to pay claims for federally connected children under
section 3(a) at 90 percent of entitlements or, if such chil-
dren comprised 25 percent or more of the LEA's total enroli-
ment, at 100 percent. Section 3(b) claims were to be pzid at
68 percent of entitlements.

BASIS FOR SELECTING LEAS

From a total of 4,581 LEAs receiving SAFA funds, we se-
lected for review a2 sample of 100 in 17 States which received
$61.7 million under sections 3(a) and 3(b) in fiscal year
1973. The sample was chosen primarily to test the accuracy
of LEAS' claims for payment and to determine how OE applied
eligibility criteria to individual LEAs. Selection was based
on several criteria including number of eligible children in
the "EAs and percent of payments received:

Percent of
Number of LEAs ian the gtﬁgtam total payments Number of
eligible children ~ Porcent Ru [ received LEAs in gample
0 to 399 81 3,711 15 43
400 to 2,499 15 687 28 30
2,500 and over _4 183 57 27 .
4
Total 100 4,581 100 100
= ] S —

Another criterion was the percent of eligible children in
the LEA of total number of childre: in enrollment:
Percent of eligible o
children of total

number of children LEAS in the program Number of
in enrollment Percent Number LEAs in sample
0 to 9.99 58 2,657 48 -
1C to 24.99 26 1,191 9
25 and over _16 733 _23
Totai 100 4,581 100
E L 3 I
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A third criterion was reasonable geographic distribution.
The 100 LEAs are located in 17 States.

Because the LEAs in our sample were selected judgmen-
tally, we did not project our findings tc the total number
of LEAs in the program, but we 4did project assistance
claimed by the 100 LEAs to the total number of children and
the total section 3(a) aznd 3(b) assistance. The findings
apply only to the LEAs studied and the results cannot be
used to draws overall conclusions about the SAFA program.
The sample included 297,963 children claimed as eligible, or
13.5 percent cf the total children claimed in the program.
The sample also represents $61,726,872, or 12.1 percent, of
the total section 3(a) and 3(b) payments for fiscal year
1973. The LEAs we reviewed are listed in appendix I.

SCOPE OF REVIEW

At OE headguarters in Washington, D.C., and at HEW
regional offices in Atlanta, Boston, Dallas, Denver, Kansas
City, and San Francisco, we interviewed officials and re-
viewed applicable legislation, regulations, policies, and
procedures for administering the SAFA program. We also
examined assistance applications and other records of the
100 LEAs for fiscal year 1973 and interviewed LEA officials.
In addition, we reviewed allocation formulas of the States
in which the 100 LEAs were located. We gathered data for
making program sens’tivity analyses at OE headguarters.



CHAPTER 2

VALIDITY OF CLAIMS FfOR

IMPACT AID FUNDS

Of the 100 local educational agencies we reviewed, 93
claimed either more or less than their eligible number of
pupils. 1In total these LEAs overclaimed a net of $578,224--
slightly less than 1 percent of their total assistance
claimed. However, Office of Education program personnel, on
the basis of their review of the LEAs' claims at the time
of our fieldwork, identified a net of $366,v91 in overclaims
and adjusted the claims. Therefore, the LEAs were overpaid

nat total of $212,133.

OE regulations and instructions for determining eligi-
bility need to be clarified and better enforced to prevsnt
LEAs from overstating or understating tneir claims. Aal.s,
OE procedures for average daily attendance computation need
improvement tc adjust for differences in the ways States
compute ADA.

In addition to reviewing LEAsS' claims for impact aid
funds, we reviewed State aid allocation formulas in the
States in which the LEAs were located and noted that tw»o
Staztes appeared to h.ve been using section 3 funds to sup-
plant State funds in violation of Public Law 81-874.

PROGRAM REQUIREMENTS

Applicants must submit two forms to OE for section 3
impact aid--an initial application and a final report. The
initial application reguests financial assistance for a
given fiscal year. 1It is to provide adequate information
for OE to determine whether the LEA is eligible for payment
by having 400 or more £federally conrected students or at
least 10 who comprise at least 3 percent of the LEA's
total ADA. It 2lso serves as the basis for a part1a1 pay-
nent of estimaced entitlement. .

Final payment is made when OE receives and reviews the
final report. This report gives information on the entire
fiscal year as a basis for determining the actual amcunt of
paymen’. to which the LEA is entitled. Payments are made on :
a fiscal year basis ending June 30. However, the LEA's {
actual ADA and current expenditures for the fiscal year are )
not known until after this date. Thus, to give the time 4
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necessary for compiling data, OE re"ulations'require that
the final report be submitted no later than September 30
following the end of the fiscal year.

Applicants must document the eligibility of pupils
claimed either by a parent-pupil survey or with certificates
from employers or appropriate housing officials certifying
that the parent is employed or residing on Federal property.
Because of the administrative ease of conducting parent-
pupil surveys, most LEAs use this method.

OE allows applicants to make the parent-pupil survey on
a date of their choosing, but no earlier than the fourth day
of the reqular schcool year and no later than a date which
will allow the State educational agency to review and mail
the application to CE before January 31. Surveys are made
by sending gquestionnaires to parents. Applicants may also,
if they feel it is to their advantage, make a second survey
during the last guarter of the regular school year and aver-
age the results of the two surveys in final reguests for
funds.

ACCURACY OF CLAINS

Of the 100 LEAs, 93 claimed either more or less than
the number of pupils for which they were eligible. 1In total
these LEAs overclaimed a net of $578,224~-slightly less than
1 percent of their total assistance claimed. However, OE
officials, on the basis of their review of these claims at
the time of our fieldwork, identified a net of $366,091 in
overclaims and adjusted the claims before making payments.
Therefore, the LEAS were overpaid a net total of $212,133.

For the 100 LEAs, we determined thact free public edu-
cation was being given to 400 or more federally connected
children in ADA or, if less than 400, that the LEA provided
such education to at least 10 federally connected children
representing 3 percent or more of the total children in ADA.
We reviewed documentation to determine that the pupil was
classified correctly as a section 2(a) or 3(b) pupil and
that the LEA's claim was in accordance with OE regulations
and instructions in effect for fiscal year 1973. The types
of errors that recurred most frequently were claiming pupils
who were not residing with the federally connected parent
and mistakes in calculating ADA.

We brought our findings to the attention of OE offi-
cials in a May 30, 1975, letter tou give them an opportunity



tu review the findings and take appropriate corrective ac-
tion. The of. cials said that OE would foilow up on these
claims and does not consider payments as final until a de-
tailed review of supporting tecords has been completed or

3 years have elapsed without such a review. BAny overpayment
can be deducted from payments due the LEA for later claims.
OE ins:ructions stipulate that an LEA generally cannot be
paid nore than the amount claimed on its final report.
Therefore, the amount underclaimed cannot be reimbursed.
Overclaims paid, however, can be offset against underclaims
in later years.

OE REGULATIONS AND INSTRULCTIONS
FOR DETERMINING ELIGIBILITY NEED
TO BE CLARIFIED AND BETTER ENFORCED

We identified several areas where OE regulations and
instructions for determining =2ligibility need to be clari-
fied and better enforced to minimize the chance of LEAs
overstating or understating claims for impact aid funds.

Defining eligibility

OE has not, except for a few special employment situa-
tions, issued regulations or instructions defining the re-
quirements which a parent must meet to be considered “"em-
ployed on Federal property." It accepts claims for pupils
whose parents are working temporarily on Pederal property on
the day the parent-pupil survey is taken, regardless of
where the parents are actually employed. OE uses the terms
"working on” and "employed on" synonymously. Thus, some
LEAs are reimbursed for pupils whose parents live on and
are employed by firms located on private property.

Employed on Federal property

Public Law 81-874 does not define employed on PFederal
property. However, as stated in House Report No. 2287, 8lst
‘Congress, 2d Session (1950), the law attempts to reimburse
LEAs for the burden imp>sed upon them because of the tax-
exempt status of the Federal proper“y:

"Under the present »attern of school financing in the
various States, most local educational agencies meet
the local cost of ed'cating their children from real-
property tax revenues. Approximately half of the real-
property tax regiired to meet the local share of the
cost of educating a child is derived from taxation on

——.



res:dential property and half from taxaticn on
commercial and other real property - in other
words, half from taxation on homes where children
live and half from taxation on the factories and
offices where their parents work. The local
educational agency derives no such revenue in the
case of a child who lives on tax-exempt Federal
property and whose parent is employed on such
property.”

bd & * * *

"The effect on communities required to provide
education to many children of parents whose resi-
dence or employment on Federal property deprives
the educational agency of revenues is at the heart
.0f the problem which confronts most of the school
districts now suffering so severely from establish-
ment or reactivation of Federal activities in their
communities."

It thus appears that School Ascistance in Federally
Affected Areas was not intended to include those children
whose parents were temporarily working on Federal property on
the survey day because this does not reduce the property tax
revenues available to the LEAs.

OE defines "employved on" for special employment citua-
tions involving lumbering, grazing, and farming Federcl
lands. In these situations OE's instructions consider a per-
son employed on Federal property if, éuring a given period,
he spent a greater part of his working time on Federal prop-
erty than on non-Federal property. To establish eligibility
for SAFA payments, LEAs using the parent-pupil survey must
certify that persons in these special employment sjtuations
worked over 50 percent of their time on Federal property
between July 1 and the parent-pupil survey date.

Various interpretations of
the term “"employed on"

The LEAs' interpretations of the term "em»loyed on Fed-
eral property" varied. The parent-pupil survey form at one
LEA recuested both the place where the parent worked on the
survey date and the location of the parent's employer. In
fiscal year 197> the LEA claimed and received payments for
several pupils whose parents were temporarily working on but
were not employed on Federal property. One parent, a glass



company employee, was installing windows in a Federal build-
ing on the survey date. Another parent was a physician work-
ing as a consultant for a Veterans Administration hospital
on tha survey date. The physician stated on his survey form
that he was a part-time consultant who worked about 4 hours
a week for the hospital. Another parent was a pharmaceuti-
cal salesman who called on the hospital on the survey date.

OE's general acceptance of LEAs' claims fcr children of
parents in such temporary situations may have caused two
other LEAs we reviewed to initiate che following actions:

~-One LEA, in its instructions to teachers before
the survey date, reminded them of the SAFA eligi-
bility standards by stating that: "If the parent
works for Coca-Cola Bottling Company and his route
on [the survey date] is (through a Marine Base] he
qualifies for Federal impact aid. Stress this
point to your class."

--Another LEA sent a memorandum to a parent suggesting
that he arrange his music teaching schedule sc that
he would be working at a school located on eligible
Federal property on the survey date. Conseguently,
four of his children weve claimed for SAFA purposes.

Another LEA did not adhere to OB instructions for deter-
mining eligibility in special employment situations. The
LEA claimed, and OE approved, payments of about $14,000 for
103 children of loggers even though the LEA only had docu-
mentation showing that the parents were working on Pederal
property on the survey date. It had no documentation showing
that these parents worked over 50 percent of their time on
Federal property. An OE official responsible for reviewing
LEA claims in that HEW region said he only required an em-
ployer's certification that persons employed in these situa-
tions were working on Federal property on the survey date.

Not specifically defining the term “eiwployed on" may
have led some LEAs in another HEW region to interpret its
meaning narrowly. Instructions issued with the survey form
by one LEA, for example, reguested that parents who reside
on, are employed as full-time civilian employ:es on, or are
assigned to one of the installations listed complete the
form.

Three other LEAs stated in their instructions that
parents who operate routes, such as milk, newspaper, and

10
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soft drink routes, are not eligible unless they operate from
a station located on Federal property. This interpretation
seems to be more consistent with the basic intent of the law
but not consistent with the way OE generally administers the
law.

Identifying eligible children

One frecuent LEA error was to claim children who £id not
reside in the household of the federally connected parent.
Although OE regqulations and instructions require LEAs to
document that a child actually resides with a civilian feder-
ally connected parent, they were seldom adhered to. Of the
100 LEAs, 21 did not have adequate dacumentation to determine
if the child resided with the federzlly conn:cted parent.

OE regulations and instructions do not adeguately de-
fine the eligibility requirements for a child residing with
a parent in the uniformed services. Norne of the LEAs we re-
viewed had documentation which would have permitted OF to
have accurately determined, without going to other soutrces,
the validity of claims based on such children. Furtkermore,
OE procedures for apvroving claims based on a child's having
a parent in the uniformed saervices do not appear to be con-
sistent with the intent of the law.

Proof of the child-parent relaionship and the parent-
Federal property relationship are essential for determining
student eligibility. OE verifies a child's eligibility on
the basis of information included in each LEA's parent-pupil
survey form or on certificates from employers or appropriate
housing officials. The information needed depends on whether
the child has (1) a civilian parent employed or residing on
Federal property or (2, a parent serving in a branch of the
uniformed services.

Children with a civilian parent

To be eligible the law requires that a pupil reside
on Federal property or reside with a parent employed on Fed-
eral property. OE reqguires applicants using parent-pupil
survey forms to include the pupil’'s address and the name of
the parent employed on Federal property with whom the child
resides.

11



Of the 100 LEAs, 79 complied with OE's requirement,
However, 7 of the 79 also requested the address of the fed-
erally connected parent as additional information on iieir
survey forms; with this type of data obvious errcrs were
identified by OE oefore approving tne claims. Without the
address of both the parent and the child, OE officials could
not accurately determine whether the pupil actually resided
with the federally connected parent unless they checked
other sources. Because this is time consuming, it was nor-~
mally done only when it appeared that the child may not have
resided with the federally connected parent--for example,
when the surnames of the person signing the form and the
parent differed.

Children with a parent in the uniformed services

During our fieldwork, OZ required that a pupil with
a parent in the uniformed services reside in that parent's
nousehold to be eligible, although its instructions to LEAs
stated that such pupils are presumed to reside with the pur-
ent. If the child resided with a parent divorced or separ-
ated from the uniformed services parent, OE generally con-
sidered the child ineligible and disallowed the claim. OE
enforced this policv even though it was not stated in the law
or in its instructions or regulations.

In May 1975 OE changed its regulations so that it is not
necessary for the pupil to reside with the uniformed services
parent. Because the previously e:forced requirement was nct
supported by the law or its legislative history, LEAs now
must document only that the pupil has a parent in the.uni-
formed services.

The legislative history of Public Law 81-874 suggests that
to be eligible the cnild should be a dependent of the unifortmed
services parent. It would seem to be inconsistent with the over-
all purpose of the impact aid program to interpret the term
“parent" in section 3(b)(3) of the act to include an individual
who neither lives with nor supports his child. OE's past and
present regulations and instructions do not require determining
the dependency relationship between the uniformed services parent
and the child.

OB regulations require LEAs to ascertain the uniformed
services parent's name, rank, serial number, and branch.
This is not adequate for determining the child's dependency
relationship with such parent.

12
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Illustrative of the problems encountered from not de-
fining eligibility requirements for children with a uni-
formed services parent, OE officials in three HEW regions
said they considered pupils ineligible if they resided with
a parent divorced or separated from the parent in the uni-
formed services parent. An LEA official in one region dis-
agreed with this definition because he believed that a
child's eligibility should be based on where the child
lived and whether the parent in the uniformed services was
paying child support. Although this latter interpretation
seems to be consistent with the legislative intent, claims
for such children, if identified uring OE's review in the
three HEW regions, would have be.n disallowed. In this
LEA's fiscal year 1973 claim, we identified nine pupils of
separated parents that were not detected by the OE represen-
tative and thus were approved. .

OE officials told us that in the past they disallowed
many c¢laims for children with uniformed services parents
because the parents were divorced or separated. The depen-
dency relationship between the federally connected parent
and child was not considered. OE generally detected that
parents were divorced or separated when such information
was volunteered on the parent-pupil survey forms or where
the surnames of the parents differed and cother sources sub-
stantiated a divorce or separation.

Because past claims were disallowed if the child
resided with a parent divorced or separated from the uni-
formed services parent, OE may have disapproved valid
claims.

Effect of not defining or enforcing
eligibllity requirements

We did not verify the information given on all parent-
pupil survey forms reviewed and, therefore, did not ascer-
tain the amount of the overclaims resulting from OE's not
enforcing its requirement that LEAs document that claimed
children's residence with a civilian federally connected
parent. Furthermore, we cannot estimate the possible over-
claims or underclaims resulting from OE's not considering the de-
pendency relationship between the child and the uniformed
services parent.

13



As part of our review, however, we did verify, by check-
ing with school officials or parents, certain required data
missing from parent-pupil survey forms or information indi-
cating that tne claim may have been ineligible--for example,
when the surname of the federally connected parent and the
person signing the form differed. We determined that 1,018
pupils in 59 LEAs, the basis for an estimated $137,928 in
claims, were ineligible because they were not residing with
the civilian federally connected parent <¢ may have been in-
eligible under the pre-1975 regulations because they were not
residing in the household of t:he uniformed services parent. We
did not determine whether the children claimed on the basis of a
uniformed services parent were dependents of the parents. How-
ever, they would have been declared ineligible by OE under the
policy in effect during our fialdwork if it had been determined
that the parents were divorced or separated.

Procedures for computing ADA
need 1improvement

Another frequent error was inaccurately calculating
total ADA, which is the basis for estimating federally con-
nected ADA. In addition, we found 35 of the 100 LEAs did
not adjust total ADA to obtain federally connected ADA in
accordance with OE procedures.

Furthermore, OE does not have procedures to adjust for
differences in the ways States compute ADA. One State, al-
zhough within the law, was receiving more SAFA funds than
another State because of its method of computing ADA.

0% requirements for computing
federally connected ADA

OE regulations require LEAs to determine federally con-
nected ADA by multiplying the total yearend ADA by the ratio
of pupils in each federally connected category to total
school enrollment. Since actual total ADA is not known until
the end school year, LEAs using the parent-pupil survey es-
timate the final figure using total ADA from the beginning
of the school year to the survey date. OE then uses this
figure as a basis for making interim payments. After the
school year ends, the LEA files a final report showing actual
total ADA for the year, which is used as the basis for final
payments. Final payments are subject to change based on
the results of OE field reviews of the LEA's records.

14



The data needed for this procedure is (1) numt=r of
federally connected pupils in each category in attendance
on the survey date, {(2) total school enrollmen~i <n that
date, adjusted to exclude pupils for whom the LEA is paid
tuition, prekinderge.ten pupils, and pupils 21 and older,
and (3) total ADA a. / .rend, adjusted to exclude pupils
noted in (2). The r>sailting formula is:

Federally connected Adjusted yearend ADA Federally
pupils at survey date X Adjusted tctal school = connected
enrollment at survey ADA
day
OE field representatives are responsible for verifying
that LEAs compute ADA in accordance with State law and OE
requlations. OE accepts each State's dcZ.nition of ADA. It

has no procedure to equalize different methods of computirg
ADA. Some States we reviewed did not audit the ADA figures
submitted by LEAs. However, OE healquarters officials said
that in most cases field representatives verify the unad-
justed total ADA with required State reports and then verify
that the required SAFA adjustments have been made.

Errors in ADA

Overstating or understating final ajdusted total ADA di-
rectly affects federally connected ADA and thus the payments
which OE makes to LEAs. Cf the 100 LEAs, 35 did not make ad-
justments in accordance with OE procedures. Although OE rep-
resentatives corrected most errors concernod with required
adjustments in those LEAs roviewed before our fieldwork, they
verified only that to’ =1 unadjusted ADA was the same zs that
reported to the State.

In several instances inaccurate or unverifiable yearend
ADA figures were submi*ted to OE. Two LEAs, for example, sub-
mitted figures for incorrect years and two other LEAs~~in a
State which did not audit its LEAs' figures--were unable to

reconcile the ADA reported to the State with that reported
to OE.

15



Impact of varying State ADA computations

Methods used to compute adjusted yearend ADA directly
affect federally connected ADA and payments to LEAs when
minimum payment rates are used. 1/ ~

In one State LEAs estimated their ADA by averaging the
number of pupils who attended school on 2 given days, one
nea. the beginning and one near the end of the school year.
In another State, beginning in fiscal year 1974, LEAs esti-
mated ADA from attendance data taken over a 4-week period.
LEAs in a third State, although they calculated ADA using
data collected over the entire school year, included some
absentees in their figures. LEAs in most other States we
reviewed excluded all absentees. Thus, the computed total
" ADA of LEAs in the third State was higher than it should
have been and resulted in higher claims because they used
minimum pavuent rates.

To determine the effect of including absentees in ADA
calculations, we recomputed 1973 SAFA payments for LEAs
using minimum payment rates in two States. One required
LEAs to exclude all absentees from the computation, while
the other required LEAs to exclude only unexcused absentwoes.
Had the latter method been used by LEAs in the State ex-
cluding all absentees from ADA, their SAFA payments would
have been about $15 million, or $1.3 million more than the
$13.7 received. Conversely, had LEAs in the other State ex-
cluded all absentees and experienced the same rate of ab-
sences a3 in the first State, their SAFA payments wouvid have
been $15 million, or $1.1 million less than the $16.1 mil-
lion received. The payment changes are solely the result of
the different methods used in computing ADA comh:aed with
the use of minimum payment rates.

Possible alternative procedure

To prevent one State from receiving more aid than an-
other solely because of the procedure for computing total ADA,
OE could adopt an alternative method of computing federally
connected ADA when (1) a State's computation results in that
State receiving mere aid than ancther State or (2) an LEA's

1/For LEAs not using minimum payment rates, the formula for
computing SAFA payments nullifies this effect. The legis-
lation provides for minimum payment rates, discussed
further in ch. 3, which are used by most LEAs in the pro-
gram.

16



reported total ADA must be considered an estimate because it
was not computed by dividing aggregate days in attendance

by the numper of days in the school year, or was not veri-
fied by the SEA.

The current formula provides that the number of fed-
erally connected pupils in attendance on the survey date
be multiplied by the ratio of <he adjus:ced yearend ADA to
adjusted total school enrollmen- at su-.ey date.

Federally connected Adjustea yearend ADA Federclly
pupils at survey date ¥ Adjusted total school = connected
enrollment at survey ADA
date

When this ratio results in higher payments in one State
than in another because of the computation used to de-
termine ADA, a naticnal average of the ratio between ADA
and total school enrollment can be used instead. The fol-
lowing hypothetical example shows the results of applying
such an alternative method. Some changes in the legislation
may be needed for CE co make use of an alternative method.

National average

LEA data ADA (note a)
200 FPederaily connected pupils ADA = 90 percent of
at survey date total school
enrcllment

390 Adjusted yearend ADA

400 Adjusted total schooi zanroll-
ment at survey date

a/This figure would be derived by averaging the ADA and
enrollment figures reported to CE by the States.

Applying tvhe current formula, the LEA data would vield
194 federally connected pupils (200 X (290+400)=194). Apply-
ing the proposed alternative, the LEA data would yield 180
federally connected pupils (200 X .90 = 180).

Using a national average ADA would require LEAs to re-
port only federally connected enrollment at the survey date
and OE to review that figure for accuracy. By using this
method OE would provide a standardized procedure to help
insure that ADA estimates are computed on the same basis and
thus eliminate the impact on SAFA payments of certain States®
methods of computing ADA.
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LEAS CAN RECEIVE SAFA AND OTHER FEDERAL
PAYMENTS FOR THE SAME FEDERAL PROPERTY

As agread with our reguesters, we are providaing the fol- -
lowing information on some LEAs we reviewed who received both
Federal impact aid funds and funds from other Federal sources
for the same Federal properties because of the properties'
tax-exempt status.

The intent of section 3 of Public Law 81-874 is to offset
the financial burden placed on LEAs because “hey provide free
education for children residing on tax-exempt Federal property
or residing with a parent employed on such property. There
are other programs under which the Federal Government makes
payments to States and local governments because of the pres-
erce of tax-exempt Federal properties, and some of these
payments are also used in financing educational costs. Sev-
eral LEAs we reviewed received such pay.ents for Federal
properties. The most common of these paymeats were from the
National Forest funds, authorized under 16 U.S.C. 500, and
from the Taylor Grazing Act funds authorized under 43 U.S.C.
315(i).

The National Forest Fund, administered by the Depart-
ment of Agricultur2, consists of revenue derived from na-
tional forests through timber sales and other activities.
The Department returns 25 percent of such revenues to States
to benefit the county public schools and rcads in which the
national forests are located.

The Taylor Grazing Act Fund, administered by the De-
partment of the Interior, receives 12.5 percent of fees
collected for using Federal land for grazing purposes and
returns it to States for, among other things, the benefit of
public schools in the counties in which the land is situated.
These funds are intended to compensate local governments be-
cause the properties in question are no longer available for
private ownership and thus are not taxable.

Before a 1968 amendment to Public Law 81-874, other
Federal payments made on the basis of Federal property which
had children associated with it had to be deducted from SAFA
payments made on the basis of the same property. This pro-
vision was to avoid duplicating Federal payments. As a mat~
ter of administrative efficiency and convenience, the law
provided that no deduction needed to be made from SAFA pay-
ments unless the other Federal payments exceeded $1,000.



In 1968 the law was amended tc provide that other Fed-
eral payments made on the basis of the tax-exempt status of
Federal property which had children associated with it could
be received by LEAs along with their SAFA payments. The
legislative history is silent regarding the rationale for
this change.

In fiscal year 1967, according to OE, the Government
saved over $5 million as a result of deducting from LEAs'
SAFA claims the payments they received from other Federal
agencies for the same Federal properties.

In fiscal year 1973 two LEA. we reviewed received Fed-
eral funds of $57,150 and $48,948 derived from national
forest revenues. Their SAFA claims for that year, based on
pupils of parents employed on the same Federal properties,
amour.ced to $3,949 and $3,904, respectively. Another LEA
re.eived $70,453 in Federal payments from national forest
revenues, grazing revenues, and other Federal sources. Its
SAFA claim for the same properties was $84,453.

One State not included in our review received consider-
able national forest funds. In 1972, for example, 24 coun-
ties received $28.5 million in such funds for public roads
and schools. “n 1972 the LEAs in those same counties re-
ceived $1.3 mitlion in SAFA payments on the basis of persons
working in national forests.

IMPACT AID FUNDS USED_TO

SUPPLANT STATE FUNDS

For fiscal year 1973--the most recent year with complete
data available for ~eview--impact aid funds, by law, could
not be paid to any LEAs in States which considered such funds
as local resources in determining eligibility for or comput-
ing the amount of State aid to be given to individual LEAs.
This provision was intended to prevent States from us.ig
impact aid funds to supplant State funds,

The Education Amendments of 1974 amended title I of
Public Law 8l1-874--effective in fiscal year 1976=--to permit
any State which has an acceptable plan to egualize expendi-— -
tures for public education to consider impact aid payments
in determining the relative financial resources availaple
to LEAs. If the State does not have such an equalization
plan, considering impact aid payments as local resources in
this way will result in reducing or terminating payments.

OE field representatives are required to review annually
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educational aid prcgrams for each State in which LEAs apply
for Public Law 81-874 funds to determine whether the State
is corsidering impact aid funds as local resources. We
found two States where this occurred.-

One State appeared to have been violating the law's
supplant provision because two of its four educational -id
praograms reduced State aid to those LEAs receiving SAFA
funds. The State providec financial assistance to LEAs
through (1) a foundation aid program. (2) an incentive pro-
gram, (3) a program using flat grants for such things as
special and vocational education programs, and (4) a sup-
plemental minimum-guarantee program designed to insure that
each LEA has sufficient revenue to provide a minimum per-
pupil expenditure set by the State.

The majority of the financial assistance is distributed
under the foundation aid pirogram, which did not violate the
law's supplant provisions, nor did the grants for special and
vocational education proarams.

The State, in computing its supplemental program aid
for individual LEAs, included SAFA payments as local ravenue
which reduced the aid to qualifying LEAs by the amount of
suca payments. The State has operated this program since
school year 1971-72. :

To illustrate the effect of this practice, one LEA which
received both State supplemental and SAFA funds would have
been entitled to $8,772 more from the State in fiscal year
1972 had SAFA funds not been included as local revenue. The
LEA had $249,963 in local, State, and Federal revenue, or
about §569 for each of the 439 pupils in ADA. Because the
State's minimum guarantee was $575 per pupil, the LEA re-
ceived $2,463 under the supplemental program, about $6 per
pupil. 1If the LEA had not been required to include SAFA
funds as local revenue, it would have been entitled to
$11,234, abcut $31 ver pupil.

We estimated the amounts by which State entitlements and
payments to LEAs under the State minimum guarantae program
would have been increased if SAFA funds had not been con-
sidered as local revenue in fiscal years 1972 and 1973. Our
estimate is somewhat understated because we did not identify
3ll LEAs which might have qualified for these program funds
had SAFA funds not been included as local revenue. The fol-
lowing table shows the estimated increased State aid the
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LFAs would have received if SAFA funds had not been included
as local revenue:

Increase in-
Number SAFA State minimum guarantee
Fiscal year of LEAs receipts Entitiements Payments

1972 .22 $ 280,851 $ 280,851 280,851
1973 31 1,426,736 1,426,736 78,180

In fiscal year 1973 the State did not appropriate enough
fund=s to reimburse LEAs for their full entitlements under the
State's program. Consequently, the State prorated the funds
available to eligible LEAs. The $73,180 increase shown above
is our estimate of the increase in prorated funds that LEAs
would have received frem State apprcopcriated funds had the
State not considered the SAFA funds as local revenuses.

During our review we brought this matter to the atten-
tion of OE program officials. On February 23, 1576, they
sajd they would look into it and take appropriate corrective
action once implementation of the 1974 Education Amendments

is completed. "

Another State also appeaied to have been violating the
supplant provision of Public Law 81-874. This State had
several formulas for distributing State aid. The primary
formula, under which most State funds were distributed, did
not consider SAFA payments, but a supplementary formula did.
Although the State had been using the supplementary formula
since fiscal year 1971, OE was not aware of the violation

until December 1973.

OE obligated about $40.4 million in Public Law 81-874
funds to the LEAs in th.s State for fiscal years 1971-73 and
paid out all but $530,000 before learning of the possible
violation. OE was withholding this amount at the time of
our fieldwork pending the disposition of issues raised in an
LEA's litigation with the State. The LEA was suing to obtain
State aid funds withheld because tl.e State considered impact
aid funds in allocating State aid funds.

Public Law 81-874 was amended in fiscal year 1974 to
grant a l-year waiver of the law's supplant provision to all
States which adopted a program for equalizing educaticnal
revenue available to LEAs after June 30, 1972. OE concluded
that this State was ineligible for the waiver in fiscal vears
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1971-73, but was eligible in fiscal year 1974 and thus will
make payments to LEAs claiming assistance for that year.

I

CONCLUSIONS

Nearly all - the LEAs claimed either more or less than
the eligible number of pupils. In total these LEAs over-
claimed a net of $578,224--slightly less than 1 percent of
the total assistance. Although OE :raught many errors in
reviewing the LEAs' claims, oth2rs resulted in net over-
payments of $212,133.

We identified several areas in which OE regulations and
instructions for determining eligibility need to be clari-
fied. They are not specific for determining what consti-
tutes being employed on Federal propecty; thus payments made
do not reflect an attempt to reimburse LEAs because of the
tax-exempt status of the property. The parent-pupil survey
form should provide documentation to determine that a child
with a civilian parent employed or working on Federal prop-
erty actually resides with the federally connected parent.
OE's allowing claims for children with a uniformed services
parent without providing adequate documentation to determine
if the child is a dependent of that parent does not seem to
be consistent with the intent of the impact aid program.
Because arl States did not compute ADA in the same way and
some LEAs reported total ADA that must be considered an est-
imate, OE should adopt an alternative procedure to help
insure that ADA estimates are made c¢n the same basis.

Some LEAs received Federal payments from both impact
aid funds and other Federal sources for the same Federal
properties becausr. of the properties' tax-exempt status.

Two States appeared to have been using section 3 funds
to supplant State funds violating Public Law 81-874.
Closer review of State aid allocation fcrmulas should be em-
phasized.

RECOMMENDATIONS

He recommend that the Secretary of HEW ZJirect OE to
strengthen administrative controls over the impact aid pro-
gram by:

-~-Clarifying the regquirements that a parent must
meet to be considered employed cn Federal
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property so that payments to LEAs will better
relate to the property tax-exempt status.

--Requiring adequate documentation from LEAs to
determine whether a child with a civilian parent
employed or working on Federal property actually
resides with the federally connected parent.

--Requiring adequate documentation from LEAs to
determine whether a child is a dependent of a
uniformed services parent.

--Adopting an alternative procedure for
States and LEAs that have different procedures for
computing ADA to help insure that ADA estimates are
made on the same basis.

~~Reviewing State aid allocation formulas relative
to the law's supplant provision.

AGENCY COMMENTS AND

OUR_EVALUATION

HEW commented on matters discussed in this report in a
July 23, 1976, letter. ' (See app. III.) It concurred with
the need to clarify the term "employed on Federal property"”
and will rewrite instructions which have been issued for use
by LEAs and program staff to make them more definitive.

As for Jdetermining whether a child of a civilian parent
employed or working on Federal property actually resides
with that parent, HEW said that the instructions in this area
would be strengthened but that the situation could be appre-
ciably improved only through extensive field reviews with a
larger regional staff.

HEW said that the statute expresses no requirement of

dependency for a child of a uniformed services parent, and that

it is thus not feasible to seek such information. We do not
fully agree. As discussed on page 12 of this repo-t, the
legislative history of Public Law §1-874 suggests that to

be eligible the child should be a dependent of a uniformed
services parent. As for information on dependency, it could
be obtained by a question on the parent-pupil survey form
asking whether or not the child is a dependent of the parent
on active duty in the uniformed services.

HEW agreed that using an alternative procedure for com-
puting ADA for States and LEAs would simplify administration
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of the law and could lesseu ADA computational errors. HEW
said it will study ways to recommend modifying the law to
permit the use of an alternative procedure.

As for reviews of State aid reallocation formulas rela-
tive to the supplant provision of the law, HEW agreed with
the importance of these reviews and said that with the pas-
sage of Public Law 93- 380, 1ndepth examinations of State aid
programs will occur.

General comments

In addition, HEW provided several general comments con-
cerning the matters discussed in this chapter. These com-
ments and our response are discussed individually as follows.

HEW said that some of the procedures and conditions in
effect during our review of Public Law 81-874 in fiscal year
1973 are no longer the same due to the complex changes made
by Public Law 93-380, which was approved August 21, 1974.

It said that these changes with few exceptions became effec-
tive in fiscal year 1976.

Although some procedures have changed and we have ac-
knowledged this on page l of this report, we believe our
discussions on OE's procedures for determining eligibility
and its instructions and procedures for determining payment
rates are still perctinent to the program.

Regarding our statement that OF's regulations and in-
structions for determining eligibility need tc be clarified
and better enforced, HEW indicated it believes the instruc-
tions are in accord with the intent of the law. HEW said
that increased manpower in its regional offices would help
in preventing LEAs from overclaiming and underclaiming num-
bers of federally connected pupils in their applications.

As indicated by our findings on page 8, we believe the
instructions and regulations need to be clarified. Clear
and understandable instructions and requlations are essential
for the management of the program regardless of the availa-
bility of manpower.

HEW agreed with our discussion on page 8 that the terms
"working on" and "employed on" are used synonymously. It
said the understanding of many applicants and regional pro-
gram personnel has been that they shculd consider a pupil an
eligible federalliy-connected pupil if the parent is working
on or employed on Federal property on the date the LEA takes
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its parent-pupil survey. It said the basis for adopting the
"one~-count system"” is thest it provides an administrative
tool in order to determine the number of children in ADA
with parents employed on Federal propertv on one specific
date in the school year regardless of the number of parents
who may have been working on or will be working oa this same
Federal property for the balance of the year.

We believe that there is a difference between being em-
pPloyed on and working on Federal property, as indicated on
page 9 of this report. Also, we believe that good manage-
ment would dictate that an adequate definition of being
"employed on Federal property" be developed. regardless of
the administrative tool used, so that paV..:ts to LEAs will
better relate to the property tax-exempt status.

Regarding LEA instructions for seeking eligible pupils,
as noted on page 10 of this report, HEW said an OE review of
the facts indicated that:

--While a school district did in fact instruct
teachers to count as federally-connected
pupils whose parents may drive a truck through
a military base on the date of the survey, a
review of the records did not uncover that any
such pupils were claimed; the school district
has agreed to delete such instructions in the
future.,

--The records for the school district alleged to
have suggested that a music teacher arrange to
be working at a school located on Federal pro-
perty on the survey date did not indicate that
any suci children of a music teacher or any
other questionable children were claimed.

Regarding our finding that a school district claimed
children of loggers without documentation showing that the
parents were working more than 50 percent of their time on
Federal property, HEW said steps have been taken to assure
that this school district will maintain proper records here-
after. It said the school district obtained the proper cer-
tification on its 1974-75 application; its survey form for
the 1975-76 school year has a special certification pertinent
to lumbering activities.

Our purpose in including in the report the first two
examples above was to show how LEAs have interpreted the k
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terms "employed ou" and/or "working on" Federal progperty and
show that pupils could have been claimed. wWe are pleased
that corrective action has been taken on these matters.
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CHAPTER 3

SAFA PAYMENT RATES

The Gffice of Education instructions for ielectinc com-
parable local educational agencies to determine the School
Assistance in Federally Affected Areas payment rates p:ovide
no assurance that the LEA. selected are in fact comparahle.
Furthermore, OE procedures for approving payment rates are
not consistent with its instructions.

Although LEA contribution rate data is the basis for
selecting comparable LEAs to determine SAFA payment rates,
OE does not periodically review the revenue sources reported
as local. Thus, OF h2s no assurance that rates calculated
using this data are reasonable and consistent among States.

OE allcws some applicants to select as comparables
other applicants which have a large percentage of
federally comnected children in their school enrollments.
This practice appears to be inconsistent with the legisla-
tive objective of removing the influence of federally con-
nected children on per pupil cost caiculations in selecting
comparables, thus estimating what costs would have been in
tha LEA if there were no Federal presence.

TYPES OF PAYMENT RATES

Impact aid is intended to compensate the LEA because
federally connected children increase school enrollment
without proportionately increasing the local tax base.

The LEA's actual educational costs are not vsed for
determining payment rates because federally cor.aected
children influence the revenues available and the amount
which the LEA can spend on education. To avoid this prob-
lem, the law provides that payment rates be based on the
amounts private property owners in generally comparable
LEAs pay toward the cost of educating children. The law
also establishes a minimum payment rate which is eaval to
the higher of either one-half the national or one-half
the State average expenditure per pupil. However, in no
case may the minimum rate exceed the State average expen-
diture per pupil. The amount of aid provided to an LEA
may not be based on a rate lower than the applicable min-
imum rate.



OE, after consulting with ithe SEAs and LEAs, determines
which LEAs are in its judgment generally comparable to the
applicant.

The June 20, 1950, House Report No. 2287, which accom-
panied the original legislation, contains the following
statement about comparable LEAs:

"The determination as to the amount of payment
to be made with respect to earh child depends in
part, as has been said, upon a determination by the
Commissioner of Education as to which school dis-
tricts within the State are most nearly comparable
to the school district of the educational agency to
be compensated. In the last analysis, a school dis-
trict's current expenditures are determined by the
amount of money it has available. 1In a school dis-
trict providing education tec large numbers of chil-
dren connected with Federal property, the current
expenditures will be affected by the fact that the
Federal Government is not contributing its proper
share of local school revenues. Hence, in arriving
at a sum which approximates the cost of providing
education to the Federal childrer in guestion, it
would@ not be reasonable to consider merely current
expenditures met from local revenues of the district
in question.

*among other things the Commissioner would first
consider similarity of classification under State
law, and then other relevant factors, such as number
and kind of school population, tax resources, tax ef-
fort, costs of school maintenance and operation, and
the like."

HEW regulations provide that SAFA payment rates be es-
tablished, subject to the minimum rates, by either

--grouping all LEAs within a State into generally
comparable groups and basing each applicant's pay-
ment on its group's average expenditure per pupil
from local revenues or

--individually selecting comparable LEAs for each
applicant and basing each applicant's payment rate
on the comparable LEAs' average expenditure per
pupil from local revenues.
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The comparability criteria are the same in both proce-
dures; both require OE to compute paymen* rates using data
coimpiled by the State educational agency or LEA on expendi-
tures paid from local revenues of comparable LEAs. This pay-
ment rate equals the average expenditure per pupil in average
daily attendance paid from local revenues--hereafter referred
to as the local contribution rate--of the LEAs which are
comparable to the applicant.

The major distinctions between the two procedures are
the number of comparable LEAs used to determine the payment
rate and the input an individual LEA has in determining the
rate. In most States the group procedure compares an applican*
to 50 or more other LEAs. The applicant, however, once
placed in a group of comparable LEAs by the State, must claim
the group average rate or the minimim rate alternative. In
contrast, the individually selected procedure usually compares
an applicant to at least five other LEAs. This procedure
gencrally gives the applicant more latitude in determining
the payment rate because the applicant either itself or in
consultation with the SEA selects the five LEAs to which it
is compared.

Each SEA selects the procedure to be used in its State
and all LEAs must then use that procedure in arriving at a
payment rate to be submitted to OE for a-proval. If in us-
ing the establishec¢ procedure an individual LEA's rate is
less than the applicable minimum rate, the LEA receives the
minimum rate. 1In some States educational costs are such that
most LEAs claim a minimum rate, and thus neither procedure
is used. Of the 17 States in our review, 4 used the grouping
procedure, 8 used the individually selected procedure, and
5 used minimum rates exclusively.

OE SHOULD REVIEW THE DATA USED
TC COMPUTE PAYMENT RATES '

Although loca! contribution r&¥%& data submitted to CE
is the basis for selecting comparable LEAs to determine SAFA
payment rates, OE does not period cally review the revenue
which LFAs and SEAs report to determine if it is received
from State or local sources. What constitutes local revenue
is subject to interpretation because LEAs receive ravenue
from many sources under a wide array of Federal, State, and
local statutes. Such interpretations can affect the amount
of SAFA funds received.
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The local contribution rate is an important factor in
computing SAFA payment rates. OE allows LEAs to determine
their rates using the following formula:

Local contri- Total current Local revenues) . Total
bution rate = \expenditures X Total revenues/ * ADA

OE approves payment rates usi g LEA contribution rate data,
but OE officials said thev do not periodically review this
data's accuracy.

HEW defines local revenue as tax funds from real estate
or other sources within the LEA boundary which is available
for its use. Local revenues include (1) funds collectea by
another governmental unit as an agent for the LEA and (2)
funds collected by another governmental unit but shared with
the LEA in proportion to the amount collected from within
the LEA. According to HEW's definition, local revenues are
distinguished from State revenues in that the latter are
distributed to LEAs in amounts often disproportionate to the
amounts actually collected from within the LEAs‘' boundaries.

One State's definition of local revenue, as indicated
by the data submitted to OE, included more revenue sources
than that derived by strictly applying HEW's definition.
The OE official responsible for reviewing the data said he
generally accepted the State's interpretation of the items
constituting local revenue and verified only that local
revenue reported by applicants was consistent with that re-
ported to the State.

SEA officials in this State categorized 12 different
sources of revenue as local in preparing the datarsebmitted
to OE for calculating SAPA payment rates., Five of the
sources were classified by the State as "State-dedicated
revenues, " and the other seven_sources were classified as
"revenues from legislative appropriations.®

The State-dedicated revenues, such as automobile,
boat, and mobile home license fees, appear to be State
revenues according to HEW's definition that the State
collects the funds and distributes them to the LEAs in dif-
ferent proportions from those collected within the LEAs®
boundaries. These revenues comprised about 18 percent of
the revenues reported to OE for 40 comparable LEAs for fis-
cal year 1973. We did not perform this review in all States
visited, but SAFA payments to LEAs in this State would have
been reduced by about $138,000 had these revenues not been
classified as local.
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OE _INSTRUCTIONS NOT ADEQUATE
FOR DETERMINING COMPARABLE LEAS

OE instructions contain criteria for selecting compar-
able LEAs which provide for legal classification, grade levels,
size as measured by cost per pupil in ADA, geographical size,
population density, industrialization, current revenues, ag-
gregate property values, percent of pupils transported, and
other relevent factors.

OE instructions for determining which LEAs within a
State are geperally comparable to the applicant are inade-
guate, and its procedures for approving the SAFA payment
rates are not consistent with its instructions. A discus-
sion of both procedures for determining comparable LEAs and
the problems associated with them follows.

Procedure involving individually
selected comparable LEAs

OE instructions stipulate that for LEAs using this pro-
cedure at least five generally comparable LEAs within the
State are to be selected in accordance with the following
criteria.

1. Legal classification.

2. Total number of pupils in ADA.

3. Cost per pupil in ADA:
a. Paid from local sources of funds only.
b. Paid from all sources of funds.

4, Grade levels maintained.

5. Percent of pupils transported.

6. Pupil-teacher ratios. L

7. Assessed property valuation per pupil in ADA.

8. Ratio of assessed valuation to total valuation of
property.

9. Tax rate levied on real property for school purposes:
a. For current expenses only.
b. For current expenses, debt service, and capital
outlay.
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10. Curriculum offered.
11l. Teacher salary schedule.

12. Economic characteristics, such as industrial, resi-
dential, or agricultural.

Information on the first nine criteria must be sub-
mitted to OE for each LEA selected as comparable. OE in-
structions require SEAs to compile the information on these
criteria using 2-year-old data because some of the informa-
tion cannot be gathered on a more timely basis. Although
the instructions also reguest applicants to consider the
last three criteria, neither the SEAs nor the LEAs submit
information on these because they are not included on OE's
application form.

OE instructions further stipulate that LEAs should
preferably not select other SAFA applicants as comparables.
If other SAFA applicante are selected, the LEA must explain
and describe the extent of the Federal impact in the com-
parable LEAs and compare it with its own.

OE has not defined tolerances that applicants can use
in selecting comparables which are dissimilar in several
critecia or which do not otherwise meet OE requirements for
coumparability. Although OE instructions state that cost per
pupil is the primary criterion for determining comparabil-
ity, neither the regulations nor the instructions specify
what weight should be given to the remaining criteria. Con-
sequently, there is no consistent or systematic procedure
for selecting comparables or for OE to use in approving se-
lections.

Most of the LEAs we reviewed that individually selected
comparable LEAs did not attempt to find those LEAs which were
generally comparable in all criteria specified in OE instruc-
tiors, nor did OE. OE permitted some-LEAs -to choose other
SAF’. applicants as comparables without the required explana-
tion and comparison of Federal impact.

The method of selecting individually comparable LEAs
varied in the eight States we visited which used this proce-
dure. In four States the LEAs selected their comparables from
a list prepared by the SEA and submitted their selections to
OE through the SEA. 1In the other four, the selections were
made by the SEAs, sometimes with the LEAs' concurrence. Gen-
arally, the applicant LEA's local contribution rate was the
principal criterion used in making selections. Typicelly,
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five LEAs were selected that had combined average local con-
tribution rates close -to the applicant’'s. In some States
secondary consideration was given to finding LEAs with
similar ADA and grade structure. In only one Stat: were
each of the nine criteria applied in an attempt to find five
LEAs which most closely compared to the applicant.

In six of the eight States, the data the SEAs prepared
and submitted to OE was incomplete and excluded information
on one or more of the nine criteria. OE officials said that
because they generally did not use all the data submitted
they did not rigorously enforce this requirement. Further-
more, although three of the SEAs reported data on all LEAs
in their States, another reported data on only 9 percent
of its LEAs and two reported data on less than 52 percent
of their LEAs, with no explanation to OE of which LEAs were
excluded or why.

OE does not require that data be submitted on all LEAs
in each State even though OE officials acknowledged that
such data would be necessary for them to determine whether
other LEAs in the State were more comparable to an applicant
than those selected.

OE procedures for agrroving
comparable LEAs

OE procedures for approving SAFA paymént rates derived
using individually selacted comparable LEAs are not consis-
tent with its instructions.

According to OE officials, developing procedures for se-
lecting comparable LEAs by all or even most OE criteris
would be difficult because a major difference in any one cri-
terion could greatly affect comparability. They said that
because routine procedures for applying the criteria cannot
be easily developed, a detailed analysis of each applicant
using the iadividually selected comparable LEA method would
be necessary to insure that they are being reasonably ap~
plied. They said that such analyses are not made because
of lack of staff. D

Thus, rather than reviewing the comparability of indi-
vidually selected LEAs, OE reviews only the payment rate
resulting from the applicant's selection of comparables. Al-
though not mentioned in its instructions for selecting com-
parable LEAs, OE compares these payment rates to the appli-
cant's local contribution rate for nonfederally connected
children. CE computes the local contribution rate for non-
federally connected children by dividing an applicant's local
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revenues by its ADA minus (1) the ADA of all children living
with a parent both employed and residing on Federal property
{LEAs are presumed to receive no local revenue for educating
these children) and (2) one-half the ADA of children living
with a parent either employed or living on Federal property
(LEAs are presumed to receive only 50 percent of normal local
revenues for educating these chil.iren).

This method of adjusting ADA is consistert with the
major premise underlying section 3 of Public Law 81-874, as
stated in the 1950 House Report No, 2287, which accompanied
the original legislation:

“* * * Approximately half of the real-property
~ax reguired to meet the local share of the cost
of educating a child is derived from taxation on
residential property * * * and half from tsxation,
on the factories and offices where their parents
work. The local educational agencies derive no such
revenue in the case of a child who lives on tax-
exempt Federal property ané whose parent is employed
cn such property. * * * where a child lives ou non-
Federal property but the child's parent is employed
on tax-exempt Pederal property, the local educational
agency will derive on the average half as much in
revenue as it would in the case of other children.* * *=

OE officials told us that they could not use local con-
tribution rates for nonfederally connected children for all
LEAs because some receive substantial loczl revenues even
though most of the children enrolled in their schools are
federally connected. OE uses an LEA's local contribution
rate for nonfederally connected children as its only measure
of the amount the LEA should be paid per federally connected
child under individually selected LEAs. As a gquideline, OE
will usually approve a local contribution rate for federally
connected children if it is not more than $50 greatec than
the applicant's local contribution rate for nonfederally
connected children, regardless of the applicant's selection
of comparable LEAs. However, OE has not set a lower limit
on this guideline and will approve an applicant's selection
of comparables even if the resulting payment rate is well
below the applicant's local contribution rate for nonfed-
erally connected children.

Although the non-Federal local contribution rate is the, .
major criterion OE uses to measure the reasonableness of,
and to approve the payment rate resulting from, an appli-
cant's selection of comparable LEAs, this criterion is not
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stated in OE's regulations or instructions. In fact, OE's
instructions stipulate that all children, not just nonfed-
erally connected children, be considered in determining the
local contribution rate. Few of the LEAs we reviewed used
this criterion in selecting comparables.

One LEA, in requesting a payment rate in accordance
with OE's instructions, was told, after its request had
been disapproved several times, that its payment rate must
approximate its non-Federal local contribution rate. In some
States LEAs, because of SEA-designated procedures for select-
ing comparables, generally chose comparables which resulted
in rates well below the amount permissible if they had used
the local contribution rate for nonfederally connected chil-
dren. In these States the LEAs which enrolled the highest
percentage of federally connected children generally re-
ceived the lowest payment rates in relation to their non-
Federal local contribution rates. 1In other States, some
LEAs claimed and were reLmbursed at rates above the maximum
OE usually allows. '

Results of using individually selected
comparable LEAs to determine SAFA payment rates

Using individually selected comparable LEAs to deter-
mine SAFA payment rates produced widely varying results
in the LEAs we rr7iewed. The criterion OE uses in agprov~
ing rates--local contribution rate for nonfederally con-
nected children--is designed to provide aid to an LEA for
the approximate amount it is willing to pay to educate its
nonfederally connected children. However, because OE did
not consistently apply this criterion, some paynent rates
were considerably above the local ccntribution rates for
nonfederally connecte children. Moreover, because OE does
not have a lower limit on its criterion, some LEA payment
rates were considerably below local contribution rates for
nonfederally connected children.

Although OE usually will rnot approve a payment rate if.
it is greater than $50 abcove the applicant's local contribu-
tion rate for nonfederally connected children, five LEAs re-
ceived such rates. Four received payment rates more than
$100 above their local contribution rates. One LEA, for ex-
ample, requested a $1,075 payment rate per pupil based on
its selection of five comparable LEAs, which CE disapproved .
because it was more than $600 above the LEA's local contri- [
bution rate for nonfederally connected children. The selec- -
tion of comparable LEAs was changed, and the payment rate
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approved was $895--still about $421 above the local contri-
tution rate for nonfederally connected children.

In must cases, however, LEAs were reguired to revise
their select'on of comparable LEAs to obtain a rate within
OE's limitation. For example, one LEA reqguested a $642 pay-
ment rate--based on five comparable LEAs--which OE disap-
proved because it was abcut $108 above the LEA's local con-
tribucion rate for nonfederally connected children. A re-
vised request for a $612 payment rate--about $78 above the
local contribution rate--also was disapproved. Th2 LEA
later revised its selection of comparable LEAs and requested
a $564 payment rate--about $30 above the local rate--which
was approved.

Because OE has not established a lower limit for its
criterion for a local contribution rate and generally has
not told the LEAs to use this rate as a criterion, some LEAS
requested rates considerably below their local rates. Nine-
teen LEAs requested payment rates for fiscal year 1973 below
their local cortribution rates for nonfederally connected
children. OE approved their requested rates even though 14
LEAs used payment rates ranging rom $53 tc $792 below their
local contribution rates for nonfederally connected children.

In addition to the inconsistencies discussed above, OE
prefers, but does not require, applicants to select compar-
able LEAs that are not also SAFA applicants. Those LEAs
we reviewed that selected as comparables other SAFA applicants
did not explain and describe the extent of the Federal impact
in the comparable LEAs and compare it with its own, as stip-
ulated in OE's instructions.

As noted previously, the comparable LEA method of de-
termining rates was established to eliminate the influence
of federally connected children on locally financed per
pupil expenditures. Therefore, the LEAs' total enrollments
approved by OE as comparable to an applicant's should not
have a large percentage of federally connected pupils.
Otherwise the legislative objective of the rate determining
procedure would not be met in that the effect of federally
connected children on per pupil cost calculations. would __ . _
still be present.

In one State the SEA sent fiscal year 1973 applicants a
list of 12 LEAs to be used in selecting comparables. There
were 136 LEAs in the State, 65 of which did not receive
SAFA assistance under section 3. Of the 12 LEAs on the list,
11 were SAFA applicants and 8 of these 11 applicants had from
27 to 41 percent of their pupils federally connected. Eight
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of the nine applicants in the Stat: claiming a comparable
rate selected at least one of the eight LZAs as comparable
and three applicants restricted their selections to orly
these LEAs,

Grouping procedure for selecting
comparable LEAs

OE regulations on the LEA grouping procedure of select-
ing comparable LEAs state that the SEA should group the
LEAs according to legal classification or some other
OE-approved factor. SEAs are required to further divide
the groups if additional division would result in greater
comparability. These further divisions are to be based
on grade level, size as measured by total ADA, geograph‘cal
area, density of population, industrialization, current
revenues, aggregate value of property, and other relevant
factors. OE instructions neither define acceptable toler-
ances to use in selecting comparables nor specify what
weight should be given to the various factors and therefore
zre inadequate for determining whether LEAs in a group are
comparable. .

Methods of grouping comparable LEAs varied

Of the four States we reviewed viich used the grouping
method, two used legal classification as the sole basis
for grouping, one used only ADA, and one used legal class-
ification in combination with other factors. Following
is a description of the procedures used in fiscal year
1973. .

' State A--311 LEAs were in one group based on their legal
classification as unified schcol districts.

State B- 1,157 LEAs were divided into 12 groups according
to ADA. [TEAs in nine of these groups claimed
the minimum rate, one-half the national average
expenditure per pupil.

State C--1,138 LEAs were placed into one of five groups
based on legal classification--elementary
school districts, high school districts,
unified school districts, community colleges,
and county superintendent schcols (special-
purpose schools administrated by superintend-
ents).
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State D--281 LEAs were placed into one of four groups--
all elementary school districts, exceot those in
two cities; elementary school districts in two
cities; all high school districts, except those
in two cities; and high school districts in the
two cities.

OE is responsible for determining whether LEAs placed
in such groups are generally comparable but has no record of
how or on what basis these grouping methods were originally
establisheZ and approved. Furthermore, OE officials did
not know when the methods were last reviewed for reasonable-
ness. SEA officials responsible for submitting group data
to OE were unaware of any review since the methods were
adopted. .

CONCLUSIONS

Although local contribution data is the basis for com-
puting SAFA payment rates, OE does not periodically review
the revenue which LEAs and SEAs report to determine if it is
received from State or local sources. Thus, OE has no assur-
ance that the rates calculated are reasonable.

OE instructions for selecting comparable LEAs to deter-
mine SAFA payment rates provide no assurance that the LEAs
selected are, in fact, comparable. While the cost per pupil
is a critical criterion for determining comparability, neither
the regulations nor the instructions specify what weight should
be given to other criteria. Moreover, OE has not established
ranges for each criterion to assist SEAs or LEAs in determining
comparability. Both of these factors are needed, regardless
of the comparable LEA procedure used to make selection of com-
parable LEAs consistent.

OE procedures fe: approving rates €“rom individually se-
lected comparab’e LEAs are not consistent with its instructions
for selecting comparable LEAs. It generally does not review
the comparable LEAs to determine whether they were selected
in a marner consistent with its criteria but compares the
resulting payment rates to the applicants' local contribu-
tion rates for nonfederally connected pupils. Because
the local contribution rate for nonfederally connected
pupils is not a criterion stipulated in OE instructions L
or requlations, few of the LEAs used it in selecting com- i
parable LEAs.

The criteria which LEAs in somr States used were such '
that LEAs tended to select comparatles in a manner re- '
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sulting in payment rates well below their local contri-
bution rates for non-Federal pupils. Although OE col-
lects much data on other criteria which LEAs and SEAs
should consider in selecting comparables, it uses only
the local contribution rate for nonfederally connected
pupils in determining comparability and is, therefore,
not complying with its own instructions and regqulations.
Usirg the local contribution rate for nonfederally con-
nected pupils as a sole criterion for determining compar-
ability of LEAs does not accomplish the objective of this
procedure.

In addition, OE allowed some LEAs to select as com-
parables cther SAFA applicants without providing the re-
guired explanation and comparison of Federal impact. Be-
cause the comparable LEA prozedures are intended to remove
the influence of federally connected children from per pupil
cost calculations, OE should reguire that applicants select
as comparables only those LEAs that are not receiving SAFA
aid or should determine an alternative procedure to remove
che influence of federally connected children from per
pupil cost calculations.

OE has not periodically reviewed the States' grouping
procedure for selecting comparable LEAs to insure that
LEAs in each State are grouped with generally comparable
LEAs. Because the manner of grouping influences SAFA
payment rates, such reviews are necessary to insure that
payment rates are based on comparable LEAs.

RECOMMENDATIONS

We recommend that the Secretary <i HEW direct OE to:

--Review the revenue which LEAs and SEAs report to
determine if it is received from State or local
sources, |

--Specify the weight that should be given to its
published criteria and =stablish ranges for each
criterion to assist in compiling the data necessary
for selecting comparable LEAs.

-~Develop procedures for ujproving Federal payment rates
based on comparable LEhs which are consistent with
its instructions for selecting such LEAs.
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--Require that applicants use as comgéaravlee only those
LEAs that do not receive SAFA aid or determine an
alternative procedure to remove the influence of
federally connected children from per pupil cost
calculations.

AGENCY COMMENTS AND OUR EVALUATION

HEW concurred with our recommendation to review revenue
which LEAs and SEAs report to deteiwine if it is received from
State or local sources, but indicatved that manpower in its re-
gional offices cannot fulfill its present workload, which in-
clrdes indepth analysis of revenues.

As for specifying the weight that should be given to its
published criteria and establishing ranges fur each criterion,
HEW indicated that it recognized the need for study of this
problem, and if the use of a weighting system is deemed ad-
visable it will change existing regulations.

We do not believe that HEW's comments are responsive to
our recommendation concerning the development of procedures for
approving Federal payment rates based on comparable LEAs which
are consistent with its instructions for selecting such LEAs.
HEW said that present procedures provide for a review of the
criteria for selecting comparable LEAs. As indicated on page
33, CE instructions to LEAs for arriving at a comparable payment
rate are different from the criteria it uses to approve such
a rate. On pages 34-35 we state that although the non-Federal !
local contribution rate is the major criterion OE uses (1)
to measure the reasonableness of and (2) to approve the pay-~
ment rate resulting from an agplicant's selection of compar-
able LEAS, this criterion is not stated in OE’'s requlations
or instructions. In fact, OE's instructions stipulate that
all children, not just nonfederally connected children, be
considered in determining the local contribution rate.

HEW indicated that to the extent possible it requires
applicants to use as comparables only those LEAs that do not
receive SAFA aid. It said that in some States it is diffi-
cult to select comparable LEAs which are rot federally af-
fected to some degree. Regardless, we believe that an
alternative procedure should be developed to remove the in-
fluence of federally connected children from per pupil cost
calculat:ons.
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CHAPTER 4

ANAL.SIS OF ECONOMIC IMPACT OF FEDERALLY

CONNECTED CHILDREN ON LEAS

Attempts have becn made in the past by tne Department
of Health, Education, and Welfare to measure the economic
impact of federally connected school children on local
educational agencies. The (Congress from time to time has
considered various alternative eligibility and payment pro-
visions to reflect different economic considerations of this
effect., However, no objective measure of the economic bur-
den has ever been set forth.

To respond to the congressional request for an analysis
of the economic impact of federally connected childrer. on
LEAs, we calculated the tax increase that would be needed
if LEAs did not receive payments under the impact aid program.
This could be considered an indirect measure of the burden
that federally connected children impose on LEAs. We made
statistical analyses of the impact of federally connected
children on 1,671 LEAs in 16 States for fiscal year 1973
and found that without impact aid entitlements:

--48 percent of the 1,671 LEAs would need property tax
increases of less than 5 percent; another 18 percent
of the LEAs would need property tax increases of
5 to 10 percent; and, at the upper extreme, 15 per-
cent of the LEAs would need property tax increases of
25 percent or more.

--An increase of less than $25 in annual local property
taxes on a home with a market value of $40,000 would
result for 48 percent of the LEAs; an increase of
$25 to $50 would result for 25 percent of the LEAs:
and, at the upper extreme, an increase of $10C or more
would result for 15 percent of the LEAs.

By applying alternative eligibility and payment prcvi-
sions to the program, total impact aid entitlements could
have been reduced between $68 million and $351 nillion, using
fiscal year 1973 as a basis.

ANALYSES OF INDIRECT MEASURES OF BURDEN

These analyses were based on information in claims total-
ing $188 million, made by the 1,671 LEAs in 16 States for
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aid under title I, sections 2 and 3(a) and 3(b) of Puplic

Law 81-874 for fiscal year 1973. *Section 2 alliows for pay-
ments to LEAs that have nhad large amounts of property removed
from the tax rolls through purchase by the Federal Government.

OQur analysis does not consider tne effects on the pro-
gram of the provisions of tne Education Amendments of 1974,
effective in fiscal year 1976, which provide payments for
students living in low-rent punlic housing and handicapped
students.

LEAs using tne individually selected comparable LEA
procedure, as described on page 31, must report on nine
criteria for all LEAs in that State. The State also sends
this information to OE headquarters for verificaticn of
the LEA's selection. For both sections of the law, this
information is to include LEA prcperty valuations and tax
rates. Because tne LEAs we analyzed were not selected
on a scientific basis, our review is presented as a case
study of 16 States and is not necessarily representative
of the entire Nation.

For each LEA we determined how much taxes would have
to be increased to replace all or a part of their 1973
entitlements. We compared the percentage of impaction
(i.e., percent of federally cconnected ADA) for the 1,671
LEAs to the percentage of change in taxes that would be
necessary because of loss of aid. Our analysis involved:

--Calculation of change in overall LEA tax rate needed
to replace impact aid funds withdrawn. (Formula:

Change in tax rates = aid withdrawn = assessed piro-
perty value.)

--Application of the change calculated above to a
home with a market walue of $40,000. (Formula:
Change in taxes = $40,000 X assessment rate X
change in tax rate.)

--Calculation of percentage change in taxes by com-
paring calculated change in taxes to original taxes.
(Formula: Percent change in taxes = ($40,000 X
assessment rate X change in tax rate) <+ ($40,000 X
assessment rate X original tax rate).)

Qur analyses were pased on school year 1971-72 valuations

for taxable property since this was the latest information
availaple; nistorical trends in property values indicate
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that tnese values were probably much lower than current
valuations. we used 100 percent of the impact aid entitle-
ments in our analyses, which exceeded actual impact aid
payments over the past few years by 25 to 30 percent, oe-
cause approoriations nave not been adeguate to pay full
entitlemencs. The use of these two factors tends to make
our results a conservative estimate of the effect trat

loss of aid would have because they yield nhigher estimates
of tax chaages than would actually be necessary.

we analyzed the impact aid program to determine the
cffects of ¢hanges in eligibility and pavment provisions. We
considered &ll 4,581 LEAs in the program for fiscal year 1973.
In addition, we analyzed data fr m the 16 State:s to deteraine
the relationship “etween increasing percentages of federally
connected children and taxable property values ani3 now
such a relationship might pe reflected in such school fiaan-
cing indicators as tax rates applied to property values to
raise revenue for schools, per pupil expenditures, and ratios
of pupils to teachers. Correlation analysis was used to test
for relationships between percentages of federally connected
students and the other factors listed. Details are given in
appendix II.

EFFECT OF WITHDRAwWAL OF IMPACT AID FUNDS

Without impact aid entitlements, 48 percent of the 1,671
LeAs analyzed would need property tax increases of less than
5 percent and 18 percent would need ‘tax increases from 5 to
10 percent. wWithout 3(b) aid only, smaller increases in
proporty taxes would result. An increase of less than $50 in
lccal property taxes on a home with a market value of $40,000
wo1ld result for 73.percent of the LEAs without their total
entitlements and for 8l percent without the‘r 3(b) entitle-~
ments,

Loss of all impact aid entitlements

we compared the percent of impaction (percent of fed-
erally connected children to total LEA ADA) to the percent of
increase in taxes that would result from loss of all aid.
Tne following tabulation shows the number of LEAs that would
be affected and the increases in local property tax rates
that would be needed to replace lost aid.
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Total
Percent of 0 to 5 to 10 to 15 to 20 to 25 or number
impaction 4.99 9.99 14.99 19.99 24.99 more of LEAs

0 to 2.99 216 18 3 2 - 3 242

3 to 5.99 415 6l 16 2 1 2 497
6 to 9.99 147 109 32 13 6 15 322
10 to 24.99 24 115 90 44 32 69 374
25 or more - 3 11 gé ;g ng __g;g
Number of

LEASs

affected 802 306 152 8 51 267 1,671
Percent

affected 48 13 9 5 5 15 100

The results show that 66 percent of the LEAs analyzed
would require tax increases of less than 10 percent to re-
place impact aid entitlements and 48 percent would require
tax increases of less than 5 percent. Entitlements for 802
LEAs requiring less than a S5-percent increase in fiscal year
1973 totaled about $55 milliorn, and entitlements for the 306
LEAs requiring a 5~ to l0-percent tax increase totaled about
$22 million. Based on full entitlements of about $188 million
for the 1,671 LEAs analyzed, about 40 percent of the entitle-
ments were provided for LEAs which would require an increase
of less than 10 percent in taxes to replace entitlements.

Although most of the LEAs analyzed would require less
than a l0-percent increase in local taxes, 267, or 15 per-
cent, would require an increase of 25 percent or more. Two
of the 267 LEAs would require percentage tax rate increases
in the thousands. LEAs with more than 25 percent federally
connected children accounted for about $75 million, or about
40 percent, of all entitlements for the 16 States analyzed.

Included in the entitlements was money provided under
section 2 of the law. Althcugh this type of aid accounted
for only a small porticn of the total impact aii going to
the 1,671 LEAs ($1.3 million out of $188 mi'lion), many
that receive it would reguire large tax increases (greater
than 10 percent) to replace section 2 aid alone. Twenty-
four of the 63 LEAs that had section 2 entitlements recei-red
no 3(a) or 3(b) aid, and some of these 2'so would requir-
more than a l0-percent increase in taxes tuv replase rae.r
aid. These LEAs, accordingly, would require larcer tax
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increases than if only 3(a) and 3(b) entitlements were
withdrawn. Because we were particularly interested in
measur ing the burden that 3(a} and 3(p) children represent,
we screened out section 2 aid from the 1,671 LEAs and re-
calculated the tax changes.

Total
Parcent of 0 to S5 to 10 to 15 to 20 to 25 or number
impaction 4.99 9.99 14.99 19.99 24.99 more of LEAs
0 to 2.99 207 10 1 - - - 218
3 to 5.99 419 60 16 1 - 1 497
6 to 9.99 148 110 32 14 4 14 322
10 to 24.99 24 116 91 44 32 67 374
25 or more - 3 12 26 18 177 236
Number of
LEAs affected 798 299 152 85 54 259 1,647
Percent affected 48 138 9 5 4 16 100.

The 24 LEAs that received just section 2 aid no longer
appear; the 39 others with some section 2 aid would require
smaller tax increases, assuming that only 3(a) and 3(b) en-
titlements were withdrawn. There are 10 fewer LEAs with
less than 6~percent impaction that would require greater than
l0-percent tax increases. In our opinion, without 3(a) and
3(b) entitlements, LEAs with small impaction levels would
not have a major tax increase.

Wwe analyzed section 2 entitlements separately to gauge
the effect their loss might have on property taxes. We as-
sumed that just section 2 entitlements were wichdrawn from
the 63 LEAs that received them and calculated the change
in taxes necessary to replace them. As before, the LEAs were
grouped by percent of impaction and percent change in taxes.

Percent of 0 to 5 to 10 to 15 to 20 to 25 or
impaction 4.99 9.99 14.99 19.99 24.99 more Total
0 to 2.99 14 7 T2 S 2 - 3 28
3 to 5,99 3 1 2 - - - 6
6 to 9.99 4 1 1 2 1 - 9

10 to 24.99 2 2 4 1l 2 - 11
25 or more e ] 1 = - 3 _9
Number of

LEAs affected 23 16 10 5 3 6 63

8 5 9 100

Percent affected 37 25 le



Sixty~two percent of the LEAs could make up for the
withdrawal of section 2 entitlements with less than a 10-
percent increase in taxes, and 9 percent of the LEAs would
require an increase of 25 percent or more.

Loss of 3{b) entitlements

Because the Congress and the various Administrations
have given very little consideration tc eliminating aid
for 3(a) children, we also tested the effect of the with-
drawal of 3(b) entitlements only. Most LEAs could replace
their lost entitlements with only a small increase in
local property taxes. About 55 percent of the LEAs analyzed
would require an increase of less than 5 percent in property
taxes, and another 21 percent would require an increase
of 5 to 10 percant. Eight percent of the LEAs would require
a tax increase of 25 percent or more. <{hanges in taxes
based solely on loss of 3(b) entitlements showed the
following results.

Oriyinal percent
of impaction
({based on both
3(2) and 3(b) 0 to 5 to 10 to 15 to 20 to 25 or
children) 4.99 9.99 14.99 19,99 24.99 more Total

0 to 2.99 208 10 - - - - 218

3 to 5.99 431 51 14 1 - - 497

6 to 9.99 167 108 36 4 1 6 322

10 to 24,99 71 149 63 36 20 35 374

25 or more 24 24 40 28 24 96 236
Number of LEAs

atfected 901 342 153 69 45 137 1,647

Percent affected 55 21 9 4 3 8 100

In the 1,243 LEAs requiring a property tax increase of
less than 10 percent, the 3(b) aid alone accounted for about
§75 million, about 55 percent, of the total entitlements
for the LEAs analyzed, The 901 LEAs requiring less than a
S-percent increase accounted for about $52 million in 3(b)
entitlements, about 28 percent of the total entitlements
for all LEAs. Again, our estimates of the effect of loss of
aid are conservative because we used 100 percent of the
entitlements and school year 1971-72 property valuations
in our analyses. Whenever funds appropriated for section
3 are not adequate to pay total entitlements, the funds
are prorated. Prorations were necessary in fiscal years
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1951 and 1955 and in every year since fiscal year 1967.
dowever , even under conservative assumptions concerning
loss of aid, our anaiysis showed that most LEAs would not
have to impose major tax increases to replace 3(b) aid.

Dollar efrects of loss of impact aid

Because not all States place the same stress on local
“property taxes to finance education, large percentage changes
in taxa:s are not always large dollar changes and vice versa.
Tnerefore, we calculated the dollai change in taxes on a home
with a market value ¢f $40,000 to determine whether stating
the effects in this manner wo.ld show any major differences
from the percentage change analyses. We calculated the annual
increase in taxes assuming (1) all aid was lost, (2) sections
3(a) and 3(b) a2id were lost but section 2 was retained, and
(3) only 3(b} aid was lost.

Annual Dollar Increase in Taxes on $40,000 Home
Ful! Entitlement Removed

Percent of $0 to $25 to S850 to §$75 to $100 or

impaction $24.99 $49.99 $74.99 $99.99 more  Total
0 to 2.99 233 6 1 - 2 242
3 to 5.99 370 113 9 2 3 497
6 to 9.99 138 138 31 13 2 322
10 to 24.99 57 142 73 41 61 374
25 or more _3 A3 16 24 180 236
Number of

LEAs affected 801 412 130 80 248 1,671
Percent affected 48 25 8 4 15 100

Annual Dollar Increase in Taxes on _$40,000 Home
Only 3(a) and 3(b) Entitlements Removed

Percent of $0 to $25 to $50 to $75 to $100 or

impaction $24.99 $43.99 $74.99 $99.99 more Total
0 to 2.99 215 3 R - 218
3 to 5.99 374 112 9 2 - 497
6 to 9.99 140 137 33 10 2 322
10 to 24.99 58 143 75 42 56 374
25 or more 3 14 17 24 178 236
Number of
LEAs affected 790 409 134 78 236 1,647
Percent aifected 43 25 8 5 14 100
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Annual Dollar Increase in Taxes on $40,000 Home
3(b) Entitlement Only Removed

Percent of ~ S0 to $25 to $50 to $75 to $100 or

impaction £24.99 $49.99 $74.99 $99.99 more Total'
0 to 2.99 21s 2 - - - 218
3 to 5.99 39 99 7 1 - 497
6 to 9.99 170 121 25 6 - 322
10 to 24.99 120 138 64 28 24 374
25 or more 36 35 38 35 92 __2386
Numper of
LEAS
affected 932 395 134 70 116 1,647
Percent
affected 57 24 8 4 7 100

An increase of less than $50 in annual local property taxes
on a home with a market value of $40,C00 would result for 73
percent of the LEAs without their total entitlements, and for
81 percent without their 3(b) entitlements. Our analyses
showed that a great majority of LEAs--and especially those
with low percentages of federally connected children--could
replace their entitlements with only small monetary, as well
as percentadge, cianges in local taxes.

~

Federal impact aid and prosperous LEAS

Throughout the years discussions about impact aid have
included objections to the payment of large amounts to more
prosperous LEAs, orimarily in the suburban areas around
Washington, D.C., which are among the most prosperous in the
country in terms of per capita income. These LEAs have
received large amounts of aid mainly because large numbers
of 3(b) children reside in them.

We analyzed the LEAs in one State adjacent to Washington,
D.C., and found that they have such high percentages of feder-
ally connected children that fairly large increases in taxes
would be needed if their aid were withdrawn. For example, one
LEA nad the largest entitlement among all the LEAs included in
our study--$18 million, or almost 10 percent of the total for
all 16 states in our sample. Over 40 percent of the children
in this LEA were federally connected. Without -any impact aid,
the annual increase in property taxes on a $40,000 home would
be $153, an increase of over 25 percent. A 23-percent increase
would pe required to replace just 3(b) aid.
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In this State several other suburban LEAs near Washington,
D.C., also had large numbers of federally connected cnildren and
would require increases in taxes to replace their aid.

Percent of Increase in Taxes--Aid Withdrawn

Percent of

Percent of increase
Percent of Total increase in 3(b) in taxes

LEA impaction entitlement taxes entitlement 3(b) only
A 27.57 $1,897,613 "13.02 $1,897,613 13.02
B 32.47 2,803,155 9.56 2,625,746 8.94
C 31.28 606,510 17.73 606,510 17.73
D 34.43 260,006 11.27 260,006 11.27
E 18.76 1,344,003 8.42 1,335,831 ¢ 8.36
F 24.67 549,731 10.43 549,731 10.43

The local taxes in these LEAs are generally higher than
in other LEAs in the State, so impact a1d evidently has not
been used to maintain lower taxes.

EFFECT OF CHANGES TO PROGRAM
ELIGIBILITY AND PAYMENT PROVISIONS

Previous HEW-finarced studies on the effects of federally
connected children on LEAs recommended changes in methods for
determining eligibility for aid. 1In general, the proposad
changes were intended to develop the concegpt of paying only for
above-average Federal impaction in aay LEA. These changes and
several variations we developed assume different measures for
what constitutes above-average impaction. Following is a pre-
sentation of the effect such changes would have on thé program.
Depending on the alternative provisions applied, the proposed
changes could reduce total impact aid entitlements by $68
million to $351 million, using fiscal year 1973 as a basis.

The bases for the alternatives were eligibility charac-
teristics of the SAFA program and various-recommendations
made by previous HEW-financed studies to more closely reflect
sources of tax revenues.

The alternatives were:
1. Eliminate LEAs that are eligible solely on
the basis of the number of students living in

low-rent public housing but are not receiving
aid for these students.
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Reduce the payment rate for 3(b) students to
40 percent of the rate for 3{a) students.

Secause LEAs generally are not eligible for impact
aid funds unless the number of federally connected
students exceeds 3 percent of ADA, make payments
only for those children who.exceed 3 percent

of ADA (absorption}).

In determining whether LEAs meet the 3~percent eligi-
bility reguirement, count 3(b) students at 50 per-
cent and pay for them at SG percent of the 3(a) rate.

In determining whether LEAs meet the 3-percent eli-
gibility requirement, count 3(b) students at 40 per-
cent and pay for them at 40 percent of the 3(a) rate.

Count 3(b) students at 50 percent in determining
eligibility, pay for them at 50 percent of tne

3(a) rate, and require the LEAs to absorb 3 percent
cf ADA pefore making any payments for federally
connected children.

Count 3(b) students at 50 percent in determining
eligibility, pay for them at 40 percent of the 3(a)
rate, and require the LEAs to absorb 3 percent of

ADA before making any payments for federally connected
shildren.

Qur analys:s of the above alternatives for all 4,581 LEAs

whicn received impact aid in fiscal year 1973 showed that
total entitlements of $678.6 million for that year could have
been reduced by $68 million to $351 million.

Reduction in Impact Aid Resulting from Application of

vVarious Eligibility and Payment Alternatives

Revised
Alternative ) entitlement Reduction
(millions)
Eliminate LEAs eiigible because $610.3 $ 68.3
of low-rent public housing
Reduce 3(b) payment rate to 40 584.3 94.3

percent of 3(a) rate
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Revised

Alternative entitlement Reduction
{millions)
3. Pay for only tnat number of federally $511.4 $167.2

connected children exceeding 3
percent of ADA

4. Count 3(b) students at 50 percent for 467.9 210.7
eligibility purposes and pay for
them at 50 percent of the 3(a) rate

5. Count 3(b) students at 40 percent for 390.0 287.7
eligibility purposes and pay for
them at 40 percent of the 3(a) rate

6. Count 3(b) students at 50 percent 392.0 286.0
for eligibility purposes and
require 3-percent absorption
of ADA before making payments
for federally connected children

7. Count 3(bk) students at 50 percent for 327.0 35i.4
eligibility purposes, pay for them
at 40 percent of the 3(a) rate, and
require 3 percent absorption of ADA
before making payments for federally
cnnnected children

The alternative proposals would eliminate much of the aid
now received by LEAs with small percentages of federally con-
nected children. For ezample, under the last five alternatives,
because of the 3-percent absorption requirement, LEAs with less
than 3-percent federally connected students would no longer
receive aid. Under the last two alternatives, LEAs with up to
6-percent federally connected students would no longer receive
aid because, after applying the 3-percent absorption requiremznt
and counting the 3(b) students at 50 percent, the -resultant .
count for eligible students would be less than 3 percent. As
a result, larger percentages of the remaining aid would be
directed toward those LEAs wit.a 25 percent or more federally
connected children.
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Impact Aid Under various Eligibility and

Payment Alternatives

Alternative

Current entitlements

Eliminate LEAs eligible
because of low-rent
public housing

Reduce 3(b) payment
rate to 40 percent
of 3(a) rate

Pay for only that
number of federally
connected children
exceeding 3 percent
«f ADA

Count 3(b) students
at 50 percent for
eligib-lity pur-
poses and pay for
them at 50 percent
of the 2(a) rate

Count 3(b) students at
40 percaznt for eligi-
bility purposes and
pay for them at 40
percent of the 3(a)
rate

Count 3(b) students at
50 percent for eligibil-
ity purposes and require
s-~percent absorption of
ADA before making pay-
ments for federally
connected children

LEAs with 25 percent
or more federally

Total aid connected students
under al- Amount of Percent of
Eernatizg aid aid
{(millions)
$5678.6 $345.0 50.9
610.3 323.0 52.9
584.3 307.4 52.6
511.3 324.5 63.5
467.9 321.6 68.7
390.9 284.4 72.7
392.6 30d.3. ___ 77.5
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LEAs with 25 percent
or more federally

Totzal aid connacted students
under Amount of Percent of
Alternative alternative aid aid
(millions)
7. Count 3(b) students $327.2 $266.9 3l.5

at 50 percent for
eligibility pur-
poses, pay for
them at 40 percent
of the 3(a) rate,
and require 3 per-
cent absocution of
ADA befor making
payments for feder-
ally conre:ted
children

The previous analyses show that entitlements to LEAs under
the impact aid program are quite sensitive to change in eligi-
bility and payment provisions. Because above average impaction
can have many definitions, the number of LEAs qualifying as
above average and the aid they are entitled to can vary consid-
erably. In general, however, as eligibility and payment
provisions become stricter, fewer and fewer LEAs are eligible
for aid and a higher percentage of aid would be directed toward
those LEAs having larger percentages of federally connected
children.

FEDERALLY CONNECTED CHILDREN
AND LEA PROSPERITY

The basic rationale for impact aid payments is that the
Federal Government by owning property and removing it from the
tax rolls, creates a burden on LEAs when children of Federal
employees are sent to their schools without also providing
funds to off set the tax revenues lost because of the reduced
tax base. Un the other hand, the presence of a Federal in-
stallaticn could increase the economic activity of an area
and cause it to be more prosperous. One HEW-financed study
concluded that heavily impacted LEAs tend to have lower taxes,
lower ratios of pupils to teachers, and higher per pupil ex-
penditures than lightly impacted LEAs.

We analyzed data from 16 States to determine the relation-
ship between increasing percentages of federally connected chil-
dren and taxable property values and how such relationship
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might be reflected in such school financing indicators as tax
rates applied to property values to raise revenue for schools,
per pupil expenditures, and ratios of pupils to teachers. l/
Taxes available for scrnools are the product of some measure of
property valuation times a tax rate. Assessment rates aetermine
what proportion of totél property values will be taxed, and
millage rates are the tax rates applied to the assessed valua-
tions. 1In our analysis tax rate is defined as the product of
the millage rate times the assessment rate and is the rate

that would be applied to total property valuation to determine
the amount of taxes to be paid. This procedure places all LEAs
on the same basic taxing structure.

We Efurther analyzed the data from seven of these States
to determine what effect withdrawal of impact aid funds would
have on the relationship with tax rates. 1In general, we found
the following conditions to prevail.

1. - Increasing percentages of federally connected

" children tend to show a slight association wi‘h
higher property values per pupil, but the assoc-
iation is very weak and is not consistent across
all 16 States.

2. Increasing percentages of federally connected
children generally are associated with lower tax
rates to raise revenue for schools, higher per
pupil expenditures, and lower ratios of pupils to
teachers, but the .associations are verv weak and
are not consistent across all 16 States.

3. Increasing percentages of federally connected
children are associated with higher tax rates to
raise revenue for schools when taxes are adjusted
for loss of impact aid funds, but most of the
relationships are moderately weak.

The conclusion for these relationships is that heavily
impacted LEAs appear to be associated with favorable school
financing indicators but that withdrawal of aid couid change
the tax relationships considerably if current levels of ed-
ucational effort are to be maintained. The fact that heavy _ __ _
impaction does not show a stronger relationship than it does

l/Correlation analysis was used to test for relationsnips
between percentages of federally connected students and the
otrer factors listed. Details are given in appenyix II.
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with taxes adjusted for loss of aid, however, confirms our
previous analysis that many LEAs would not require a great
increase in taxes if impact aid was withdrawn. Although our
results cannot be considered representative of the entire
Nation, they indicate that large percentages of federally
ccnnected ~hildren do not necessarily indicate serious eco-
nomic burdens on LEAs.

Property value per pupil

Part of the rationale for impact aid is that LEAs must
educate the children of Federal employees without being able
to tax the properties on which these employees live or work.
It would be expected, therefore, that large percentages of
federally connected children would be associated with lower
dollar amounts of taxable property per pupil if the presence
of Federal installations was an economic burden. We found,
however, that although some individual States showed the
expected association, the analysis of all 1,671 LEAs in the
16 States showed a very weak asscciation with higher dollar
amounts of taxable property per pupil. 2all of the relation-
ships, both at the individual State level and in total, were
very weak or moderately weak.

lecause the overall trend showed association with high
dollar amounts of taxable property, and because no individual
State showed a strong relationship with low dollar amounts,
we concluded that large percentages of federally connected
children do not necessarily indicate that LEAs would be
burdened because of lower dollar amounts of taxable property
per pupil.

Tax rates to raise revenue
for schools, per pupil expenditures,
and pupll/teacner ratios

An HEW-financed study showed that heavily impacted LEAs
tended to have lower tax rates to raise revenue for schools
than lightly impacted LEAs. It also showed that heavily
impacted LEAs tended to have higher per pupil expenditures
and lower ratios of pupils to teachers. The study concluded
that tne effect of impact aid on many LEAs was to allow them -
to maintain a better level of education with lower local
taxes.

Although some individual States showed associations which

could -be considered burdensome {e.g., higher local tax rates
to raise revenue for schools, lower per pupil expenditures,
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and higher pupil/teacher ratios in neavily impacted areas),
analyzing all 1,671 LEAs in the 16 States showed favorable
associations (e.g., lower local tax rates to raise revenue
for schools, nigher per pupil expenditures, and lower pupil/
teacher ratios.) However, the relationships, both at the
individual State level and overall, were weak. Considering
the overall trends, our analysis tends to confirm the con-
clusion of the previous HEW-financed study that impact aid
allows many LEAs to maintain a better level of education at
lower local taxes.

Taxes adjusted for loss of impact aid

Althcugh our analyses showed that increasing percentages
of federally connected children are generally associated with
lower local tax rates to raise revenue for schools, further
analyses showed that loss of impact aid funds would change
these relationships considerably. Of the 16 States, we analyzed
data for 7--5 of which had shown a weak to moderately strong
association with lower taxes and 2 a slight association toward
higher taxes before adjusting for assumed loss of impact aid
funds. Our analysis showed that if local taxes for schools
were adjusted for loss of aid, large numbers of federally con-
nected children would be associated with higher taxes in six
of the seven States. Two of these relationships are moderately
strong. However, most of the relationships are not strong and
one State still shows an association with lower taxes.

The reversal in correlation values indicates that impact
aid funds have enabled many heavily impacted LEAs to keep
their local taxes for schools down. The fact that nighly im-
pacted LEAs do not show a strong asscciation with high tax
rates even after aid is withdrawn indicates that many heavily
impacted LEAs still have lower tax rates to raise revenue for
schools than lightly impacted LEAs, a fact that is consistent
with our previous analysis of changes in taxes resulting from
loss of aid. (See p. 43.)

COMPARISON OF IMPACTED AND NONIMPACTED LEAS

Comparison of impacted and nonimpacted LEAs within a
State can show some of the effects of federally corinected
children on LEAs. The results from 14 of the 16 States in
our case study on impacted and nonimpacted LEAS showed that
they differed greatly ¢ several importanc characteristics.
For example, the LEAs receiving impact aid funds were gen-
erally the largest and most prosperous LEAs within a State.
On the other hand, to raise the same amount of local revenue
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per child as LEAs not receiving aid, impacted LEAs in most
States analyzed, on the average, would have to have higher
property taxes than nonimpacted LEAs if the aid were not
available., The fact that this was not true in all States
showed that the presence of federally connectel children
does not necessarily create a heavy tax burdea. £ven in
those States where impacted LEAs have high tax rates, many
individual LEAs that are impacted have lower tax rates
than nonimpacted LEAs.

Total property valuation €or tax base

In all States analyzed, LEAs receiving impact aid had
larger ADA and taxable property of greater volume thar those
not receiving such aid. Two basic reasons for this are thnct
(1) most very large LEAs were impiacted and (2) most very small
LEAs were not impacted.

ADA for LEAs

Impacted LEAS Nonimpacted LEAs

State  Number ADA Number ADA
A 89 5,170 92 710
B 38 5,267 113 3,439
C 68 1,780 44 1,200
D 57 1,586 110 542
E 24 4,895 16 3,100
F 61 11,407 69 4,320
G 23 2,245 37 780
8 212 4,408 865 1,363
I 62 3,980 240 3,564
J 62 8,418 537 2,756
K 140 698 508 126
L 144 11,107 580 2,717
M Je2 1,246 257 447
N 119 7,260 377 3,384
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Total Proge:ty Valuation Per LEA

Impacted LEAS Nonimpacted LEAS

State Number Property Number Property
- valuation valuation
(millions) (millions)

A 89 $173.5 92 $ 30.1

8 38 243.8 113 182.4

C 68 84.2 44 57.9

D 57 58.9 110 23.3

E 24 224.3 16 119.5

F 61 476.9 69 141.8

G 23 94.9 37 55.3

H 212 118.5 865 47.9

I 62 112.0 240 124.6

J 62 369.9 537 111.7

K 140 21.3 508 6.5

L 144 534.9 580 95.6

M 362 51.1 257 26.2

N 119 176.1 377 69.3

Although the above anaiyses show that the impacted LEAs
in the 14 States are larger and more prosperous in total pro-
perty valuation than other LEAs, further analysis shows that
in most of the States impacted LEAs tend to have less property
valuation per pupil than the nonimpacted LEAs. Our analysis
showed the following regardin< property value per pupil.

Property Valuations Per Pupil (note a)

impacted LEAS “Nonimpacted LEAS
Property value Property value
State Number per pupii dumoer per pupil Difference
A 89 $33,563 92 $42,398 $-8,835
B 38 46,288 113 53,035 -6,747
o 68 47,300 44 48,234 -934
-D 57 ———- 37,161 110 43,013 =~5,852
E 24 45,830 16 38,551 7,279
F 61 41,810 69 32,815 8,995
G 23 42,281 37 70,840 -28,559
H 212 26,891 865 35,131 -8,240
I 62 28,145 2490 34,007 -5,862
J 62 43,942 537 40,521 3,421
K 140 30,498 508 51,642 -21,144
L 144 48,155 5380 35,179 12,976
M 362 40,988 257 58,545 -17,557
N 119 24,261 377 20,469 3,792

a/This analysis is weighted by the size of the LEAs involved. Total
property valuations in the State for impacted and nonimpacted LEAs
were divided by the total number of gtudents in those LEAs.
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Because impacted LEAs tended to have less property value per
pupil than nonimpacted LEAs, we also examined tax rates in
selected States to determine whether the overall prosperity
of impacted LEAs was adequate to override these per pupil
differences and result in comparable tax rates.

Analysis of tax rates

The differences in property value per pupil noted above
are also reflected in the tax rates that impacted LEAs must
levy to maintain the identical level of local per pupil re~
venue as nonimpacted LEAs. In five of the seven States in
which we analyzed data, impacted LEAs, on the average, levy
a higher tax than nonimpacted LEAs even though they receive
impact aid funds.

Tax Per $1,000 of Property Valuation (note a)

. Impacted Nonimpacted
State LEAS LEAs Difference
A $15.60 $12.35 $3.25
8 21.32 18.61 2.71
c 4.11 4.03 .08
D 20.95 18.10 2.85
E 11.62 13.82 -2.20
F 7.96 10.15 ~2.19
G 16.16 9.65 6.51

a/These tax rates are real tax rates, that is, assessment per-
centage times millage tax rate. These rates should be ap-
plied to property values at l00-percent valuation to deter-
mine total taxes. This procedure was necessary because LEAs
tended to assess property values at different levels so mil-
lage tax rates were not comparable.

In the two States where impacted LEAs have lower tax
rates than nonimpacted LEAs, the impacted LEAs are definitely
more prosperous than the nonimpacted LEAs. Not only do the
impacted LEAs in these States have larger total property val-
uations than the nonimpacted LEAs, but they also have a larger
property valuation per pupil. This is true even though no
funds are provided through property taxes for some federally
connected students in these. States.

In the two States, A and G above, where impacted LEAs
have considerably larger rates than nonimpacted LEAs, a large
proportion of the impacted LEAs have very large percentages
of federally connected children., For example, 11 of 23
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impacted LEAs in one State and 15 of 89 impacted LEAs in the
other had more than 25 percent federally connected children
in their school systems. Two additional impacted LEAs in
the first State and six in the second had more than 20 per-
cent federally connected children. Our previous analyses
showed that LEAs having such a proportion of federally con-
nected children generally would have heavy tax burdens should
a!l impact aid be removed. Even in these States there are
some impacted LEAs that have lower tax levies for a givern
level of per pupil revenue than nonimpacted LEAs of similar
size.

SUMMARY OF RESULTS OF ECONOMIC IMPACT

Without impact aid entitlements, 48 percent of the 1,671
LEAs analyzed would need property tax ircreases of less than
5 percent; 18 percent would need tax ircreases of 5 to 10 per-
cent; and, at the upper extreme, 15 percent would need tax
increases of 25 percent or more. Similarly, analyses show
that, by eliminating 3(b) aid only, smaller increases in
property taxes would be required.

By applying alternative eligibility and payment provi-
sions to the program, total impact aid entitlements could have
been reduced between $68 million and $351 million, using fiscal
year 1973 as a basis.

AGENCY COMMENTS AND OUR EVALUATION

HEW provided several general comments concerning the mat-
ters discussed in this chapter. Its comments and our response
are discussed individually as follows.

HEW said that it would be most helpful if we would pub-
lish our technical analyvsis in addition to the summaries pre-
sented in this report because it is virtually impossible to
make an appraisal of the scientific validity of the work with-
out seeing more details. For example, HEW said that our re-
port freqiently refers. to strong or weak relationships between
two variables but the exaect analyses which were carried out
are never described nor are the guantitative measures of the
strengths of such relationships ever given.

In response, on pages 41 through 43 of this report we indi-
cate the data and methods used for these analyses. This in-
formation was also contained in the draft report given to HEW
for comment. If HEW's comment is directed toward the discus-
sion of "Federally Connected Children and LEA Prosperity,"” we
indicate on page 54 (and this was also in the draft report)
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that we used correlation analysis to test the relations pe-
tween increasing percentages of federally connected child-
ren and such school financing indicators as (1) property
value per pupil, (2) school tax rates, (3) per pupil expendi-
tures, and (4) ratios of pupils to teachers. We also stated
on page 56 {(as we had in the draft report) that we used
further correlatlon analyses in seven States to test the re-
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nected children and school taxes adjusted for loss of impact
aid funding. The guantitative measures and our interpreta-
tion of these measures are included in appendix I1, which is
referred to in the footnote on page 54. We believe this is
an adequate presentation of the methods we used.

HEW said that market value is usually considerably more
than assessed value for tax purposes, and a $50 increase in
taxes on a home with a market value of $40,000 may well re-
present a significant percentage increase in taxes and in
tax rates.

In the draft report given to HEW for comment, we calcu-
lated percentage changes in taxes as well as dollar changes
in taxes. On pages 43 through 47 we indicate that our pri-
mary emphasis was on percentage changes. We showed dollar
changes because not all States place the same emphasis on
local property taxes to finance education. We realize,
therefore, that large percentage changes are not always
large dollar changes and vice versa, as indicated on page 47.

HEW said that our report measures economic burden on an
LEA by calculating the tax increase that would be needed if
LEAs did not receive payments under the impact aid program.

It said that our report should point out that there is by no
means agreement on how to assess economic burden and that many
analysts would regard the tax increase measure as an inade-
quate approach. It said that one of the main problems with us-
ing increased taxes as a measure of burden is that Federal
facilities may create economic gains {e.g., increased incomes)
as well as burdens.

Again in the draft report given to HEW for comment, we
recognized that the tax increase measure 1s not the only mea-
sure of the economic burden of Federal facilities and, in
fact, called our measure only an indirect measure. Also, we
noted that no objective measure of economic burden has ever
been set forth. (See p. 41.) Previous studies have mentioned
economic gain created by Federal facilities but have ..ot found
clear-cut ways of measuring such gain because it is extremely
difficult to determine what the level of economic activity
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would have been without t:e presence of the Federal facility.
We believe the tax increase measure is a good indirect mea-
sure of burden because it shows how much additional tax LEAs
would need to maintain their current level of educational ef-
fort should amounts of Impact aid be withdrawn.
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CHAPTER 5

OTHER MATTERS

In addition to reviewing the validity of claims for im-
pact aid funds, .he School Assistance in Federally Affected
Areas payment rates, and the impact of federally connected
children on local educational areas, we developed information

on:

--The effect of one State's plan for equalizing
educational revenues made available to its LEAs,

--The effect of a recent amendment to Public Law
81-874 on payments to LEAs for children whose
parents work on Federal property located outside
the LEA's county or State.

~~How SAFA payment rates compared to local educational
costs.

THE EFFECT OF ONE STATE'S
EQUALIZATION PLAN

Before passage of the Education Amendments of 1974 in
August 1974, funds authorized under section 3 of Public
Law 81-874 could not be paid to any LEAs in States which
considered such payments in decermining LEA eligibility for,
or the amount of, State aid. This provision was to prevent
the use of Federal funds to supplant State funds. The 1974
amendments ~hanged this provision to permit any State which
has, an acceptable plan to egualize expenditures for public
education within the State to consider impact aid payments
in determining the relative financial resources available
to LEAs. If the State does not have an egualization plan
in effect, the consideration of impact aid as lacal resources
will reduce or end payments.

One State we reviewed adopted, in fiscal year 1974,
a statewide program to equalize the financial resources
of its LEAs. The program is designed to provide more
State aid to LEAs with low wealth per pupil than to LEAs
with high wealth per pupil. The State defines "wealth"
as the sum of assessed property value and taxable income.
Under this preogram, the State grants aid to LEAs that
cannot support their legally authorized budget with funds
derived from (1) taxing their local wealth, (2) section
3 of Public Law 81-874, and (3) certain miscellaneous receipts.
LEAs prepare their own budgets which can be increased only
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by a certain percentage from one year to the next and must
equal at least $600 per pupil.

For computing State aid, each LEA is required to tax
its wealth at a specified rate, referred to as the "local
effort rate."” If an LEA's budget per pupil is above the State-
established norm, its local effort must be ibove the State
norm rate in the same proputtior that its budget per pupil
exceeds the norm. Thus, if the LEA wishes to spend more
than the norm budget for education, it must tax its wealth
proportionately more. Similarly, if on a per pupil basis the
LEA's budget is below the norm budget, its local effort must
be proportionately below the norm rate.

The State determines LEA norms using the State's median
cost of operating LEAs with certain sizes of school enrollments.
For fiscal year 1974 the State divided its LEAs into three en-
rollment categories and the budget per pupil for each category
was:

Norm budget

Earollment per pupil
Under 400 ‘ $936
400 to 1,299 936
1,300 and over 728

The State equalization law mandates a norm tax rate of
1.5 percent of an LEA's wealth to meet the budget. Thus, if
an LEA's legally authorized budget is greater than its norm
budget, its local tax rate must exceed 1.5 percent by the same
percent that the actual budget exceeds the norm budget. Simi-
larly, if the LEA's budget is less than the norm budget, its
tax rate must be lower than 1.5 percent by the same percent
that the authorized budget is lower than the norm budget. The
State aid for. ula is:

Legally authorized general fund budget $ XXX

Deductions:
District wealth times local
effort rate $ XX
Miscellaneous revenues —_——
dedicated to the LEA XX
Prior year section 3 receipts XX XXX

State aid to LEA $ XXX
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To é-monstrate the State egualization program's effect
on the five LEAs we reviewed in this State, we compared
educational revenues available in fiscal year 1973, before
equalization, with thczse available in fiscal year 1574,
after equalization.

LEA 1 LEA 2 LEA 3 LEA 4 LEA 5

Fiscal

year 1973

General
fund budget $34,038,923 §1,500,893 $348,988 §3,815,301 $3,857,595

Section 3
receipts 270,293 58,915 17,446 111,452 947,875

State aid 6,473,429 464,288 154,141 1,030,899 1,340,404

State aid 1 4
pupil pe 152 284 318 190 241

Fiscal
year 1974

General

fund budget $35,687,638 51,443,138 $379,942 $3,921,333 $3,989,170
Section 3

receipts

(estimate) 270,293 - 58,915 17,446 111,452 947,875
State aid 10,450,976 527,757 207,758 1,359,341 2,144,049

State aid per
pupil 254 335 435 253 404

Percent of
increase in
State aid
per pupil 67 18 37 33 58

During this period, the State increased its aid an average of
47 percent from about $105 million, or $221 per pupil, to $154
million, or $336 per pupil. Although State aid increased ap-
preciably, 53 LEAs, or 17 percent of all LEAs in the State, re-
ceived less State aid because of their relaflvely high wealth.
Of the 53 LEAs, 41 that had received aid in the past received
no State aid under the equalization law.

If section 3 receipts had not been considered in the com-
putations for fiscal year 1974, one of these LEAs would not have
been required to raise any local funds and its revenues would
still have exceeded the amount that the State legally permits it
to budget or spend. The State-computed fiscal year 1974 State
aid for this LEA was:
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Legally authorized general fund

budget $3,989,170
Deductions:
District wealth tim.s local
effort rate $763,219
Miscellaneous revenues
dedicated to the LEA 134,027

Prior year section 3 receipts 947,875 1,845,121

State aid to LEA $2,144,049

If the supplant provision of Public Law 81-874 had been
in effect, the State would not have considered the section
3 receipts in computing State aid, which would have been
increased to $31,091,924--the amount of S*ate aid computed
above plus th- section 3 receipts. Thus, %‘he increased
State aid, sec.ion 3 receipts, and miscellaneous revenues
would have equaled $4,173,826. Because this amount--which
does not include any locally raised tax revenues--would have
exceeded the fiscal year 1974 legal budget, the LEA would not
kave been required to use any locally raised tax revenuas to
finance education program.

If section 3 receipts had not been considered in comput-
ing the equalization formula, LEAs would have needed taxes
adjusted to remain withir legally authorized budget.

PAYMENTS TC LEAS BASED ON
FEDERAL PROPERTY LOCATED
OUTSIDE THEIR COUNTY OR STATE

Before passage of the Education Amendments of 1974, pay-
ments for section 3(b) childen were computed at 50 percent
of the approved SAFA payment rate. However, these amend-
ments provide that, beginning with fiscal year 1976, payments
for section 3(b) children will vary, depending on the type
and location of the federally connected parent's employment.
The various payment rates to be applied .n fiscal year 1976
are: :

1. Children cf uniformed services members--50

p2rcent or same as previous rate.

2. Children of employees who live and work in

the same county where the LEA is located--45
percent or )0 percent below the previous rate.
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3. Children of employees who work outside the
county in which they reside--40 percent
of the approved SAFA payment rate or 20 per-
cent below the previous rate.

4. Children of employees who work in a State
other than the one in which they reside-~-no
payment.

In fiscal year 1573 the 100 LEAs we reviewed received
SAFA aid totaling $61.7 million. Following is our estimate
of the reduction in total payment based on the new rate
provisions applied to fiscal year 1973 SAFA payments. The
analysis does not include the effect on the program of
any other new provisions of the law, such as (1) payments
for students living in low-rent housing and handicapped
students and (2) certain "hold harmless” clauses which
would reduce the effect on LEAs, for the first year of
implementation, of receiving reduced payments for section
3(b) children because of the type and location of the fed-
erally connected parent's employment.

Total fiscal year 1973 payments $61,726,872

Reductions in payments due to:

Paying 45 percent of payment

rate for Federal parents

who live and work in same

county where LEA is located §1,802,253
Paying 40 percent of pavment

rate for PFederal parents who

work outside the county in

which they reside 895,295
Not funding pupils of Federal

parents who work outside

the State in which they

reside a/4,301,237 $6,998,785
Resulting payment : : $54,723,087
Percent of payment reduction - 1.3 -

a/0f this amount, $3,886,000 came from one LEA.
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. The range of reduced payments in some LEAs would have
been significant as showr beiow:

Percent of reduction

Number of LEAs in payment
69 under 10
18 10 to 15
9 16 to 25
2 26 to 50
2 over 50

The four LEAs which would have had more than a 25 per-
cent reduction iin their payments were located within reason-
able commuting distances 1/ of another State in which there
was a Feder2! installation ermploying people residiny in the
areas served by the LEAs. In one State three LEAs claimed
large numbers of 3(b) pupils whose parents were employed
on a Federal installation within 24 miles of the LEAs but
in a contiguous State. One of these LEAs, which would have
had about $95,000, or an B.B percent reduction in its pay-
ment, was within 1 mile of the installation.

'Two other LEAs--located in different States--would
have had reductions in their payments of about $257,000
or 80 percent, and $3,886,000, or 30 percent, respectively,
because most of their 3(b) claims were based on pupils
whose parents lived within the LEA boundary and wori:ed
on Federal properties located within reasonable commuting
distances but in another State.

The intent of the provision for reducing payments
for children with parents employed on Federal property
located outside the county or the State in which they
reside is given in a March 29, 1974, Senate Report No.
93-763 advocating the reduction. The report states:

"b category childen who reside with a parent
employed on Federal property located outside

the school district * * * represent minimal

impact on the school district's tax base, since
their parent's residence is subject to local
taxation and the Federal property, since it is-— - -
located outside the district, does not detract

from the district's tax base.

* x * * *

1/CE considers Federal properties within 100 miles of an LEA
boundary to be within reasonable commuting distance.
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"b category children whose parents were emploved
on Federal property located Iﬁ_ggother State would
not be entitled to payments. Thelr presence in

a school district makes no Federal impact since
their parents pay State and local taxes related to
the residence, and no Federal property to which
su¢h children are relaced is present within the
district or the State to affect adversely the
districts' tax base." (Emphasis added.)

The overall intent of section 3 of Public Law 81-874 is
to provide financial assistance to LEAs because of federally
connected increases in school enrollments without increases
in their tax bases. The impact on an LEA's tax tuse of "b"
children with a pe :nt employed on Federal property located
outside the LEA a1 "b" children with a parent employed on
Federal property 1 ated in another State seems the same
because the Federal properties in both instances are outside
the taxing jurisdiction of the local taxing authority while
the parents' residences are inside.

COMPARISON OF SAFA PAYMENT RATES
TO EDUCATIONAL COSTS

At 99 of the 100 LEAs, we compared the fiscal year 1973
SAFA payment rates for each federally connected pupil with
(1) school year 1971-72 local contribution rates for each non-
federally connected pupil and (2) total educational costs for
each pupil for that school year. One LEA was excluded because
it was not operational until school year 1972-73. We made the
compariscns using school year 1971-72 revenue and cost data
because OE uses 2-year old data in computing payment rates.

We computed the local ccntribution rate for nonfederally
connected children by dividing the LEA's local revenues by
its ADA minus (1) the ADA of all childen living with a parent
both employed and residing on Federal property because LEAs
are presumed to receive no local revenue for educating these
children and (2) one-half the ADA of children living with a
parent e‘ther employed or living on Federal property because

LEAs are presumed to receive only 50 percent of normal local —

educational revenues for educating these childrea. This
method of adjusting ADA is consistent with the major premise
underlying section 3 of Public Law 81-874--half ‘of the real
property tax required to meet the loca’ share of the cost of
educating a child is derived from taxa:-ion on residential
property and half on commercial property.
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Although OE uses local contribution rates for nonfed-
erally connected children in determining allowable payment
rates to the LEAs, OE officials said that this measure is not
appropriate in all cases; that is, when LEAs receive substan-
tial local revenues even though most of the children enrolled
in their schools are federally connected. We used locally
financed cost per nonfederally connected pupil as the basis of
our ccmparison because we believe that in most cases it is a
useful yardstick.

The percent of educational revenues collected from local
sources varied considerably from one State to another and
some of these variances were dué to different State policies
for financing education. Some of the 17 States used State
aid to finance a large percentage of local education costs
while others financed a much smaller percentage. LEAs in
high-State-aid States tended to have lower local contribution
rates than LEAs in low-State-aid States. The LEAs in high-
State-aid States generally claimed SAFA minimum rates because
their local contribution rates were below the minimum rates.
Our comparison showed that these LEAs received much more in
relation to their non-Federal local contribution rates than
the LEAs in low~State-aid States.

We also comparad the LEA SAFA payment rates to total
educational cost per pupil to nullify as far as possible the
influence of State policies on financing education. This en-
abled us to compare SAFA payment rates received by LEAs in one
State to those received by LEAs in other States. Because the
SAFA payment rate is intended to compensate LEAs for losses in
local revenues, we also included, as a point of reference in
our analysis, OE statistics on statewide LEA average educa-
tional costs contributed from local sources.

Although considerable variances existed between SAFA
payment rates and per pupil educational costs, the law does
not stipulate that SAFA payment rates must relate directly to
the recipients' education costs. Minimum SAPA rates are used
by LEAs reguesting such 11 rate and are based on State or na-
tional average costs. Cumparable rates are used by LEAS re-
questing and justifying such gates and are based on the edu-
cation costs of comparable LEAs. (See ch. 3.)

Our analysis of the 99 LEAs showed that fiscal year 1973 ‘
SAFA payment rates for federally connected pupils varied sub-—"""""—
stantially from actual school year 1971-72 local contribution
rates per nonfederally connected pupil. The payment rates
that exceeded the local contribution rates per nonfederally
connected pupil the most were the minimum rates. Our analysis
also showed that payment rates in relation to total educational
costs per pupil varied considerably among the LEAs.
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Comparison of minimum SAFA rates
to educational costs

In fiscal year 1973 some LEAs claimed and received pay-
ments based on minimum SAFA rates which exceeded their local
contribution rates per nonfederally connected pupil. The
minimum SAFA rates for federally connected pupils of two LEAs
exceeded their total education costs per pupil.

Before 1953 Public Law 81-874 contained no minimum rate
pcovision. LEA payment rates were based on local contribu-
tion rates in comparable LEAs. LEAs in States which financed
a large percent of their educational costs with State funds
had small local contribution rates and. conseguently, re-
ceived relatively small SAFA payments. Conversely, LEAs in
States which financed a smaller percentage of their aducation
costs had larger local contribution rates and, consequently,
received larger SAFA payments.

To avoid discriminating against States which financed a
large percent of educational costs, the Congress amended
Public Law 81-874 to establish a minimum payment rate. The
minimum rate is equal to the higher of either one-half the
national or one-half the State average expenditure per pupil.
In no case may the minimum rate exceed the Stote average ex-
penditure per pupil. ’

Of the 4,581 LEAs which received section 3 payments in
fiscal year 1973, 2,876, or 63 percent, claimed minirum rate:.
Although the minimum rate provision appears to achieve the
intent for which it was designed, some LEAs used payment
rates which were much more than their local contributicon rates
per ncnfederally connected pupil and, in a few LEAs, more than
their total per pupil expenditures from all sources. 1In one
State, for example, five LEAs used payment rates 2.7 to 7
times their local contribution rates for nonfederally con-
nected children for school year 1971-72 and from 86 to over
114 percent of their total educational costs per pupil.

Of the 99 LEAs we analyzed, 59 in 13 States claimed
minimum rates in fiscal year 1973. The following table shows
the relationship between minimum payment rates fcr federally
connected pupils and local contribution rates per nonfed-
erally connected prpiis.
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Comparison of Fiscal Year 1973 Minimum SAFA
Payment Rates to School Year 1971-72 Local
Contribution Rates for Non-Federal Pupils

LEAs whose minimum SAFA rate was
1 to 1.99
Less than times non-~ 2 to 4 times Over 4 times
non-Federal Federal local non-Federal non-Federal
local contri~ contribution local contri- local contri-

State bution rate rate bution rate bution rate
A 2 - - -
B - - - 6
C - 2 - -
D 3 6 2 -
E 1 1 1 -
F - - 2 3
G - - 4 1
H - 1 -3 -
I - - 3 2
J - 2 6 -
K - 3 3 -
L - 1 - -
N 1 = = =
‘Total. LEAs.. .
59 7 16 24 12

—

As shown in the table, SAFA payment rates for federally
connected pupils in 36 LEAs were more than twice their local
contribution rates per nonfederally connected pupil.

The following table shows the relationship between mini-
mum payment rates and the LEAs' total educational costs per
pupil. We have included in this table OE's data on each
State's average percentage of educational revenues from local
sources. Because the SAFA payment rate is intended to compen-
sate for the loss of local revenues, the State. average is a
reference to measure whether SAFA payment rates, as a percent
of total per pupil costs, are more or less than the LEAs con-
tribute to educational revenues from local sources.
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Fiscal Year 1973 Minimum SAFA Payment
Rates as a Percent of School Year 1971-72
Total Educational Costs Per Pupil

Average
percent
of revenues
from local LEAs whose minimum SAFA rates were
sources Below 60 60 to 69.9 70 to 100 Over 100
State {note a) percent percent percent percent
A 67 1 1
B 20 5 1
c 52 2
D 48 5 3 3
E 59 1 1 1
F 28 5
G 35 5
H 35 1
1 22 2 2
J 40 2 o
K 41 6
L 68 1
N 58 21 L _ _
Total LEAs 59 ;g 15 32 2
a/Data source was HEW's National Center for Educational Sta- . -

tistics.

As shown in the table, 34 of the 59 LEAs used payment
rates for each federally connected pupil that were more than
70 percent of their total per pupil educational costs. Al-
though not shown in the table, for 53 of the LEAs, the SAFA
payment rates per federally connected pupil, as a percent of
total per pupil costs, were more than the States' average per-
cent of educational revenues for all LEAs from local sources.
ComparLSon of SAFA rates based on
comparable LEAs to educational costs

We compared the SAFA payment rates of the 40 LEAs which
used either the group or individually selected comparable LEA
method of computing payment rates to their local contribution
rates for nonfederally connected pupils. The following table
shows that these methods also produced widely varying results
in relation to the LEAs' contribution rates for nonfederally
connected pupils.
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Comparison of Fiscal Year 1973 SAFA
Payment Rates Based on Comparable LEAS to
School Year 1971-72 Local Contribution
Rates for Non-Federal Puplils

LEAs whose rates based on comparable LEAs were
Less than 70 Between 70 and Between 100 and Over 130 per-

percent of 99.9 percent of 130 percent of cent of local
local contri- local contri- local contri- contribution
State bution rate bution rate bution rate rate
C 4
E 2 2 2
K 1
L 3 4 2
M 1 4
N 3 1l
0 1l ]
P 2 2 1l
0 - 3 2 -
Total
LEAs 40 3. 22 12 3

SAFA payment rates computed using comparable LEAs ranged
from 54 percent to over 175 percent of the local contribution
rates for nornfederally connected pupils.

The following table compares SAFA payment rates to the
LEAs' total educational costs per pupil. We have included
each State's average percentage of educational revenues from
local sourc>s as & reference to measure whether SAFA payment
rates, as a percant of total per pupil costs, were more or
less tian the LEAs contributed to education revenues.

Fiscal Year 1973 SAFA Payment Rates

Based on Comparable LEAs
as_a Percent of School Year 1971-72

“Total Educational Costs Per Pupll

Average percent LEAs whose comparable
of revenues from ayment rates were
from local Below 35 25 to 69.9 7C to B0 Over 50
State sources—(note a) percent percent percent percent
c 52 2 2
E 59 3 2 1
| 4 41 1
L 68 1 3 5
M 86 1 4
N 58 1 3 -
0 53 1
P 64 1 1 2 1
Q 83 2 3 - -
Total LEAs 40 _8 9 12 10
a/Date source was HEW's National Center for Bducatio ' Sta-
tistics.
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Payment rates ranged from 49 to 99 percent of total
educational costs per pupil, with 23 of the 40 LEAs using
rates greater than 70 percent of their total costs per
pupil. Although not shown in the table, the SAFA payment
rates per federally connected pupil for 27 of the LEAs, as
a percent of total per pupil costs, were more than the States'
average percentage of educational revenues for all LEAs from

local sources.
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APPENDIX I APPENDIX I
FISCAL YBAR 1973 STATISTICS
ON LEAS REVIEWED
Enrollment for
Section Section  SAFA
3(a) - 3({b) funds
LEA pupils pupils received
Alabama
Buntsville City Board of
2Jucation 35,157 1,145 10,582 $1,584,393
r acatur City Board of
Education 9,169 - 960 132,207
Baldwin County Board
of Education 14,443 - 722 98,424
Birmingham Public
Schools 57,725 - 424 56,597
Troy City Schools 2,447 - 54 7,604
Arizona
Tucson School District
No. 1 43,278 1,161 6,144 1,211,894
nice School District
No. 2 1,155 1,026 125 397,767
Mesa Elementary school
*  Dpistrict No. 4 18,159 255 1,435 286,553
Phoenix Union Bigh School
District No. 210 28,553 2 994 124,792
Flagstaff School District
No. 1 5,524 190 206 94,468
Scottsdale Common School
District No. 48 19,135 - 490 63,092
Glendale Elementary School
District No. 4 . 6,778 - 465 60,254
Alhambra School District
No. 68 9,341 - 352 46,945
Casa Grande Union Righ
School District 1,518 112 32 44,649
Winslow Elementary District .
No. 1 1,629 11 207 30,927
Pinetop Lakeside Elementary
School District No. 32 706 5 182 25,920
California
San Diego Unified School
District 124,952 5,474 21,220 6,183,550
Alameda Unified School
District 11,862 2,061 1,788 1,215,174
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APPENDIX I
Enrollment for
Section Section
3({a) 3(b)
california
Los Angeles Unified
School District 621,232 1,069 14,466
Palm Springs Unified
School District 6,921 58 796
Maripose County Unified
School District 1,405 237 172
Escondido Union High School
District 5,429 5 355
Del Paso Heights School
District 1,906 - 267
Jefferson School District 8,867 - 445
Roseville City School
District 2,038 - 303
Crlorado
School District ¥o. 1 91,6903 598 5.012
Aiz Academy School District
~ No. 2 4,679 1,781 96§
Adams Arapahoe Joint School
District No. 28 19,615 305 5,184
Cheyenne Mcunt School
District No. 12 2,127 - 263
North Park School District
R~1 576 8 194
Connecticut
Town of Groto:1 Board of
£ducation 9,268 2,942 1,083
Town of Ledy ard Board of ’
Education 3,975 15 1,419
Hartford Board ¢f Education 29,215 - 308
Bridgeport Board of
Educaticn 24,451 - 373
Ansonia Board of Education 3,854 29 120
Florida
Okaloosa County Board of
Public Instruction 26,928 3,71e 10,698
District School Board of
Seminole County 26,752 - 1,347
77
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SAFA
funds
received

$2,964,485
157,000
130,595
87,607

37,146
66,103

45,629

1,621,555
921,293
845,349

82,879
45,983

1,861,531

253,015
77,093

56,288
34,814

2,779,500
185,734
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Enrollment for

Section Section SAFA
3(a) 3(b) fund:
LEA  pupils  pupils  recz:ived
Florida
Columbia County School
Board 6,894 - 497 $ 66,981
Brevard County Board of
Instruction 62,165 2,025 20,689 3,547,647
Georgia
Dougherty County Board of
Education 22,506 1,252 2,574 777,341
Board of Education Lowndes
County 6,689 388 598 221,063
McIntosh County Board of
Education 2,116 - 119 14,917
Calhoun City Board of .
Education 1,869 - 109 14,478
Harris County Board of
Education 2,714 - 87 11,261
Kansas
Urified School District
No. 26 5,733 1,071 1,545 618,394
Siawnee Mission Onified
School District No. 12 46,682 - 2,271 301,811
Unified School District
No. 383 5,653 - 947 135,656
Unified School District
No. 473 1,621 - 327 49,719
Oskaloosa Unified School
District No. 473 . 498 - 43 6,195
Massachusgetts
Pramingham School
Committee 15,437 - 555 140,872
City of Peabody School
Committee o 10,423 — - =~ 397 91,965
Town of Brookline School
Committee 6,053 S8 113 86,275
Melrose School Committee 6,997 - 324 79,615
Cambridge School Committee 9,764 - 208 75,632
North Middlesex Regional
School District 3,454 - 213 50,995
Marlborough School
Committee 6,790 - 176 24,779
78
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Massachusetts

School Committee of the
City of Chicoypee

Bourne School Committee

School Committee of the
City of Boston

Montana
Elementary School District
No. 1
Billings Elementary School
District No. 2

New Hampshire

City of Portsmouth

Rochester Unified School
District No. 54

Hampton School District

Concord Unified School
District

Hanover School District

New Mexico

Albugquerque Municipal
School District No. 12
Espanola Municipal School
‘District No. 45

Los Lunas Municipal School
District No. 1

Santa Fe Public School

Poiaoque Valley Board of
Education

Taos Municipal School
District No. 1

Oklahoma

Lawton Independert School
District No. 8

Oklahoma City Independent
School District No. 89

Putnam City Independent
School District No. 1

Enrollment for

Section Section
3ta) 3(b)
LEA pupils pupils
12,615 2,231 609
3,480 1,306 381
94,711 6 1,933
12,672 1,557 1,695
11,388 - 457
5,961 1,671 1,140
4,395 - 40°
1,536 - 184
5,284 - . 161
669 - — 38
83,336 2,363 12,791
5,973 303 1,062
3,450 195 613
11,620 6 921
1,274 145 478
3,196 87 182
20,840 2,185 8,585
59[241 - 5'571
20,240 - 1,767
79
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SAFA
funds
received

$1,142,737
1,168,304

425,613

805,514
63,618

1,077,950

64,098
38,748

37,411
11,564

2,625,604
258,379

143,367
127,364

118,169
56,222

1,929,024
705,791
239,407
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Enrollment for

Section Section SAFA
3(a) 3() funds
LEA pupils pupils received
Okl~noma
Moore Independent School
District No. 2 10,980 - 1,714 $ 230,632
Guthrie Independent School
District No. 1 2,951 - 191 25,886
Sterling Independent School
District No. 1 406 6 101 16,363
Chatanooga Indepeadent
School District Ne. 132 250 22 32 15,103

South Carolina

Berkeley County Board of

Education 18,369 1,447 4,236 1,108,714
McCormick School District

No. 4 2,258 8 181 27,424
Barnwell School District

No. 45 o 2,192 - 287 40,071
North Public School

District No. 1 2,479 - 80 10,822
Denmark School District

No. 8 1,691 - 57 7,604

Texas

Fort Worth Independent

School District 80,466 1,184 8,442 1,527,428
Abilene Independent School -

District 18,936 1,178 2,403 750,630
Austin Independent School

District 56,139 - 3,903 520,495
San Marcos Independent

School District 4,783 86 483 95,664
Duncanville Independent

School District 5,861 10 472 68,564
Granbury Independent School

District 1,363 - 139 19,012
Bastrop Independent School

District 1,925 - 110 14,917
San Antonio 72,376 283 10,766 1,490,377

Virginia ; -

County School Board of

Fairfax County 129,774 1,970 51,592 12,934,540
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APPENDIX I
Enrollment for
Section Section SAFA
3(a) 3(b) funds
LEA pupils pupils received
Wyoming

Lar.mie County School

District No. 1 14,025 1,062 2,862 § 798,711
Natrona County School

District No. 1 13,516 12 833 119,065
Southwest School District

No. 9 476 17 168 83,621
Teton County School

District No. 1 1,445 117 171 84,453
School District Ro. 4 3,700 - 369 79,2481
Fremont County Vocational

High School 918 92 69 61,849
School District No. 6 448 91 23 71,350

Total 2,315,836 45‘939 250,628 $61,726,872
- 81

A



APPENDIX II

APPENDIX II

CORRELATIONS OF PERCENT OF IMPACTION

WITH SELECTED VARIABLES (note a)

Real prop-

erty value Per pupil

State —per pupil
All 16 States .039
a -.140
B ~.270
C .043
D .329
E -.301
F .150
G .051
H -.038
1 -.136
J -.233
K -.139
L .267
M -.034
N ~.147
o ~-.188
4 .019

Pupil to
teacher

expenditure ratio

Adjusted for
Tax loss of
rate. aid (note b)

.030

-.059
-.111
.289
.003
.044
.299
.544
.004
-.082
.095
.086
.291
.147
bt 131
-.080
-.038

=-.097
===

.032
.010
-.228
-~-.110
-.185
.132
-.325
-.060
-.004
~.091
-.276
.247
~.109
.041
.162
-.032

-.260

-.292 .473

.224 .477
-.153 .540
-.362 -.231
-.511 .424

.083 .322
~-.565 .540
-.287
-.307
-.467
-.324
-.211
-.137
-.259
-.335
-.281

a/Correlation anzlysis is a statistical technigue which shows the degree
to which changes in given variables are associated with one another.
Positive correlation coefficients indicate direct relationships
{increases associated with increases) while negative coefficients
indicate inverse relatiocnships (increases associated with decreases).

The closer a coefficient is to 1 or -1, the greater the evtent

to which tha changes in two variables are associated = .... another.
Values close to zero indicate almost no relationship. For our
purpogses, we classified correlatinn coefficients as follows:

.7 or greater (~.7 or lese)

.5 to .693 (~.5 to -.699)

.25 to .499 (~.25 to -.499)

Less than .25 (0 to —~.249)

Very strong

Moderately strong

Moderately weak

Very weak

b/Only seven States were used in thisa pact of our analysis. The
~ those States which showed negative
correlation with unadjusted tax rates but included two that
showed positive correlation with the unadjusted rates.

analysis was concentrate’

2



APPENDIX III

DEPARTMENT OF HEALTH, EDUCATION. AND WELFARE

OFFICE OF THE SECRETARY
WASHINGTON DC 20200

"o 3 m

Mr. Gregory J. Ahart
Director, Manpower and
Welfare Division
United States General
Accounting Office
Washington, D. C. 20548

Dear Mr. Ahart:

The Secretary asked that 1 respond to your request for our
comments on your draft renort entitled, "Assessment of ke
Impact Aid Program". The enclosed comments represent the
tentative position of the Department and are subject to
reevaluation when the final version of this report is
received. ‘

We appreciate the opportunity to comment on this draft

report before its publication.

_Q}ncerely yours,

oo
. ‘\DW\ L b\-.g"
John D. Foung

- Assisiant Secretary, Comptroller

Enclosure

APPENDIX III
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PAPTMENT OF HEALTH EDUCATION AND HELFARE COMMENTS GN A GA') DRAFT
EN GRAM™

GENERAL COMMENTS

Some of the General Accounting Office Report recommendaticns can be
concurred with in full and others partially. S3cme of the orocedures and
conditions in effect during the GAO review of P.L. 81-874 in Fiscal yoar
1973 are no longer the same due *- the complex changes made by P.L. 93.
380 which was approved August 21, 1974. These chages with {ew exceptiins
became effective in Fiscal Year 1476.

Overclaims

GAD states that che Office of Education {0E) regulations and instructions
for determining eligibility need to be clarified and better enforced to
prevent local educational agencies (LEAs) from overclaiming and under-
claiming numbers of federally-connected pupils in their applications.
We believe the instructions are in accord with the intent of the law.
Applicants are advised to claim any property and children associated
with such property they believe may be eligible Federal property.

Unless a property is claimed by an applicant, there is no way for OF to
verify the property as eligible or ineligible. TYo reduce the number of
LEAs overclaiming potentially federally-coanected pupils, a possible
soluticn is increased manpower in the Regional Offices to service and
assist applicant school districts. Prior to 1967 when there were about
45 SAFA Program Officers in the Regional Offices, all applications from
LEAS were reviewed annually, errors dizcovered, and corvections made.
Since that time, because of cutbacks in overall agency staffing by both
the Administration and the Congress, SAFA staff has been reduced to 24.
Instead of reviewing all applications, an attempt is made to review the
records maintained by each applicant at least once every three years.
In addition, SAFA Program Qfficers are requested to review annually
claims by new applicants, special section applicants and "border line”
applicants (those barely meeting eligibility requirements)}. These
suggested procedures for reviewing cases cannot be met due to other
duties imposed upon the SAFA Program Qfficers.

{See GAO note, p. 90.)

* * * the terms "employed on” and "working op* T
are used synonymously. The understanding aof many “applicants and
regional program personnel! nas been that they should consider a pupil as
eligible federally-connected, if the parent is “working on" or "emploved
on” a Federal property on the date used by the LEA 1n making its parent-
puprl survey. The hasis for adopting the "one count system” is that it
provides an administrative tool 1n order to determine the number in
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