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Overview of Federal Impact Aid

Background

Since 1950, the federal government has provided local school districts with funding
to assist local schools with providing education to “federally connected children”
and to compensate school districts with limited taxable property due to federal
property acquisitions since 1938. Because of a significant federal presence in New
Mexico, school districts and charter schools receive about 7 percent of federal
Impact Aid, with New Mexico having one of the highest allocations on a per-capita
basis. In FY16, 35 school districts and charter schools received $93.9 million in federal
Impact Aid (see Appendix A: Total Impact Aid, By Fiscal Year). This brief will
review the types of Impact Aid, eligibility requirements for receiving Impact Aid,
and explore how Impact Aid fits into New Mexico’s equalized school funding
formula.

The Basics of Federal Impact Aid
Types of Impact Aid

Each year, Congress appropriates Impact Aid in four areas: basic support payments,
payments for children with disabilities, construction, and payments for federal
property. For federal FY17, Congress appropriated $1.3 billion dollars and according
to estimates from Federal Funds Information for States, New Mexico’s share
will total more than $96 million. The vast majority of federal Impact Aid
comes in the form of basic support payments, with smaller amounts

WEIGHT FOR FEDERALLY
CONNECTED CHILDREN

allocated for other areas.

Basic Support Payments. Basic support payments compensate local school
districts with a high number of federally connected children. Children are
considered federally connected if they are the child of a civilian federal
employee who either lives or works on federal property; the child of
uniformed military personnel; a child living on Indian trust, treaty, or Alaska
Native Claims Settlement Act land; or a child living in federally owned low-
rent housing. The amount a school district or charter school receives is
weighted based on which category applies to children attending the school
or district. Children residing on Indian lands are weighted most heavily (1.25)
while children with a parent employed on federal property are weighted the
lowest (0.05). Because funding is allocated for the actual number of students
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Category Weight
Child living on Indian Land 1.25
Child of military personnel
living on-base 1.00
Child of civilian living and
working on federal property 1.00
Child of military personnel
living off-base 0.20
Child living in federal low-
rent housing 0.10
Child of civilian living or
working on federal property 0.05

Source: 20 USC 7703(a)(2)




TOP 10 BASIC SUPPORT PAYMENTS,

ESTIMATED, FEDERAL FY16

being educated by a school, both school districts and charter
schools are eligible for basic support payments.

Recipient State | Est. Payment | To be eligible for basic support payments, a school district must
Killeen Independent X $53,881,431 | serve at least 400 federally connected children (measured by
Alaska Dept. of Education [AK $36,476,871 | average daily attendance) or have at least 3 percent of all
Gallup-McKinley County  |NM $34,901,146 | students as federally connected. According to data from the
Central Admin. HI $32,779,452 | National Association of Federally Impacted Schools (NAFIS),
Lower Kuskokwim AK $20777,045 | there were nearly 25 thousand federally connected children
Central Consolidated NM $27.168,822 | enrolled in New Mexico schools (see Appendix G: Estimates of the
Geary Co. Unified KS $26,551,005 | Number of Federally Connected Children, FY16).  Gallup-
El Paso County co $24.840,000 | McKinley County Schools served the most federally connected
Chinle Unified A7 $21 102,650 | Children — 6,118 of the school district’s 10,518 students. Both Zuni
\ndian River Y $19.05L750| Public Schools and Walatowa High Charter School serve a

Source: National Association of Federally Impacted Schools

population comprised entirely of federally connected children.

A school district or charter school’s maximum basic support payment is based on the
weighted number of students served by the school, multiplied by the local
contribution rate. There are several methods for calculating a local contribution
rate, but the most advantageous for New Mexico schools is likely 50 percent of
nationwide average per-pupil spending. However, schools do not receive the
maximum basic support payment because the federal appropriation is insufficient to
cover the total cost. Instead, a school district’s or charter school’s payment is
reduced based on how dependant the school district is on Impact Aid.

A school’s dependence is based on the Learning Opportunity Threshold (LOT) and
calculated by adding the percent of students that are federally connected to the
percent of a school’s expenditures that would be covered by the maximum payment.
For example, if a school district’s maximum payment would be 1 percent of spending
and 4 percent of students are federally connected, the school district would have a
LOT of 5 percent. A school district where every student is federally connected (such
as Zuni Public Schools) would have a LOT of 100 percent. School districts with fewer
than 1 thousand students and per-pupil expenditures less than the state or national
average automatically receive a 40 percent LOT. School districts and charter
schools with a higher LOT will receive a larger portion of their maximum payment;
however, due to underfunding, even school districts or charter schools with LOT of
100 percent do not receive their maximum payments. NAFIS has estimated final
federal FY16 payments will support between 90 and 92 percent of LOT.

Basic support payments fund operational Impact Aid — funds that can be spent at
the discretion of the local school district or charter school — and Impact Aid for
Indian education — funds that are received only by school districts and charter
schools with a high concentration of Native American students. Indian education
set-aside funds are restricted. In FY16, the most recent year for which data is
available, New Mexico school districts and charter schools received $73.3 million in
operational Impact Aid and an additional $18 million in Indian education set-aside
funds (see Appendix B: Operational Impact Aid and Appendix C: Impact Aid for
Indian Education).
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For FY17, the federal appropriation for basic support payments was $1.189 billion, an
increase of $21 million from federal FY16. President Trump’s FY18 budget requests
$1.166 billion for basic support payments, a decrease from the final FY17
appropriation but level with the amount authorized in the FY17 continuing
resolution that was in effect when the budget proposal was developed. The current
U.S. House Appropriations Committee draft of the Labor, Health and Human
Services, and Education appropriation bill increases basic support payments by $5
million from FY17 levels.

Payments for Children with Disabilities. The federal government also provides
compensation for federally connected children with disabilities, although only
federally connected children who reside on Indian land or the children of military
personnel are eligible to generate these payments. The amount received per student
varies based on the number of federally connected children with an individualized
education program (IEP) and schools must spend these funds in accordance with the
federal Individuals with Disabilities Education Act.

New Mexico school districts received $2.6 million in Impact Aid payments for
children with disabilities in FY16 (see Appendix D: Impact Aid for Children with
Disabilities). The federal appropriation for these payments was $48.3 million in
federal FY17, flat from FY16, with a request of $48.2 million for FY18.

Construction. Federal law provides for both formula and competitive grants for
construction awards, but Congress typically limits its annual appropriation to one
type of grant. In fiscal years 2012, 2013, 2015, and 2017, Congress

A school district is heavily impacted if

appropriated money for competitive grants but in fiscal years 2014 and  at least 35 percent of students are

2016 it appropriated money for formula grants. The president has federally
requested $17.4 million in competitive grants for FY18. To be eligible for

per-pupil

expenditures are less than its state's
average, and the school district levies

a construction award, a school district must have at least 40 percent of  ta4es at a rate exceeding 95 percent of

students either living on Indian land or the child of military personnel similar school districts.

(50 percent for formula awards) or be one of about 30 “heavily
impacted” districts.

New Mexico school districts received only $54 thousand in Impact Aid payments for
construction in FY16 (see Appendix E: Impact Aid for Construction), but school
districts and a charter school received $1.5 million in federal FY16 construction
payments in July 2016. The federal appropriation for these payments was $17.4
million in federal FY17, flat from FY16.

Payments for Federal Property. The federal government compensates
school districts with a high concentration of federal property, subject to
certain requirements. First, the federal government must own property

NUMBER OF NEW MEXCIO
SCHOOL DISTRICTS AND CHARTER
SCHOOLS RECEIVING IMPACT AID

in the school district that was greater than or equal to 10 percent of the

assessed value of the school district at the time the property was Type of Payment

Number of
Recipients

acquired by the federal government. Only property acquired after 1938 |Basic Support Payments

35

count toward federal property payments. Additionally, any school |indian Education

23

district being compensated by increased revenues from federal activity |[special Education

25

on the property is not eligible for a payment. According to data from (construction

6

the NAFIS, no school districts in New Mexico currently receive these
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TOP FEDERAL PROPERTY PAYMENTS,

FEDERAL FY14

payments.
Also Basic . .
Recipient State| Payment | Support Because these payments serve a dlfferent. purpose than ba.31c
San Diego Unified oA 45,058,428 YES support paymen.ts, the types of school districts that receive
Los Alamitos Unified |ca $3.551.972 O therr'1 are ?ls&) dlfferent. Only 60 of the 1331{61 :Chlool dlst'rlctg
Highland Falls Y $3,537.504 o receiving federa property payments in also receive
, basic support payments. It is also funded at a much lower
Glen Lake Community [MI $3,265,817 NO . .. . .
rate. As far back as the Clinton administration, executive
Adams County CO $2,871,761 NO ..
— budget proposals have suggested eliminating the federal
Lewisville Ind. X $2,827,230 NO . . .
property portion of Impact Aid. Since FY13, the federal
York County VA $2,276,353 YES . )
administration has not requested any funds for federal
Falbrook Union CA $2,097,884 YES . )
— property payments with the rationale that payments are
Wilmington __ L 32,085,472 NO made without regard to the education of federally connected
Oceanside Unified _|CA $1,901,223 YES children, but Congress continues to fund the program and

Source: National Association of Federally Impacted Schools

appropriated $68.8 million in FY17.

Timing of Impact Aid Payments. Unlike other federal education grants, Impact
Aid is current-year funded, meaning the appropriation is made in the same fiscal
year that payments begin. The federal fiscal year runs from October through
September. According to NAFIS, final payments may be made up to two years after
the initial payments. Additionally, Impact Aid payments may be reduced or delayed
if the federal government is operating under a short-term continuing resolution.
Appendix F: Federal FY18 Budget Request for Impact Aid shows the final federal
FY16 and FY17 appropriations for Impact Aid and the president’s FY18 budget
request. Applications for Impact Aid are due January 31 prior to the beginning of
the next fiscal year. Initial payment dates for federal FY16 were in January 2016;
NATFIS indicates the ULS. Department of Education will begin to release final FY16
payment in August 2017, so FY16 payments were received by school districts and
charter schools in state FY16 through FY18.

State Equalization Programs

In most cases, states are prohibited from considering federal Impact Aid when
allocating state aid to school districts. Since the 1970s, states with equalized school
funding formulas are exempt from this requirement. Currently, three states
consider Impact Aid when allocating state aid: Alaska, Kansas, and New Mexico.

Federal Requirements for Equalization

To be eligible to account for federal Impact Aid payments when allocating state aid,
the state must demonstrate to the ULS. secretary of education that the disparity in
per-student spending or in per-student revenues is less than 25 percent after
eliminating 5 percent of students with the highest per-student expenditures or
revenues and 5 percent of students with the lowest per-student expenditures or
revenues. States must apply annually to be considered an equalized state.

In addition, a state may not favor local taxpayers by accounting for federal Impact

Aid without accounting for local property and sales taxes when distributing state
aid. Federal law requires consideration for federal Impact Aid must be in proportion
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to consideration for local tax revenues for current expenditures (not including
capital outlay). Federal law allows equalized states to take credit for payments for
federal property and basic support payments, but not Indian education payments,
payments for children with disabilities, or for construction payments.

Disparity Calculation. In New Mexico, disparity calculations use the average per
student revenue method. Federal law requires the UL.S. secretary of education to
consider the extent to which a state equalization program provides additional dollars
for a school district’s or charter school’s unique circumstances and demographics,
including geographic isolation and enrollment of students with disabilities. As such,
when calculating disparity, total operational revenue is reduced by the amount of
formula funding received for generating certain kinds of program units. These
units are bilingual education program units, units for special education and ancillary
services, training and experience index units derived from special education and
bilingual education program units, size adjustment program units, enrollment
growth program units, at-risk units, and save harmless units. Together, these factors
account for about 30 percent of formula funding.

PED has applied to take credit for Impact Aid payments in FY18, using actual
revenues received by school districts and charter schools in FY16. After adjusting
operational revenue as required, per-student revenues at the 95th percentile were
$6,194.29 and per-student revenues at the 5th percentile were $5,235.47, a difference
of $959, or 18.3 percent, which is below the disparity allowed by federal law.

Equalization in New Mexico

To maintain an equalized funding formula, New Mexico takes credit for 75 percent
of operational Impact Aid received by school districts and charter schools. Under
the Public School Finance Act, every school district and charter school in the state is
guaranteed to receive the program cost calculated by the funding formula,
regardless of how much the school district or charter school is able to raise in local
taxes or other funding sources, including Impact Aid. Because the state only reduces
a school district’s and, beginning in FY17, a state-chartered charter school’s state
equalization guarantee (SEG) distribution by 75 percent of federal Impact Aid, forest
reserve, and local half mill levy receipts, these school districts and charter schools
actually receive more than their guaranteed program cost in the form of the
additional 25 percent of federal Impact Aid, forest reserve, and local half mill levy
receipts. As shown in Appendix H, Program Cost and Revenue Per Funded MEM,
statewide program cost per-MEM was only $7,714 in FY16, but after accounting for
the additional 25 percent of federal and local revenue, statewide per-MEM revenue
was $7,792. Much of this additional revenue is available to Impact Aid districts. For
example, Zuni’s per-student program cost totaled $8,397, ranking 115 out of 188 school
districts and charter schools, but per-student revenues from SEG, Impact Aid, forest
reserve, and the half mill levy totaled $9,590, an increase of $1,193, changing the
ranking to 90 of 188.

Appropriation Process. During the appropriation process, the Legislature estimates

a certain amount of federal Impact Aid will be received by New Mexico schools and
accounts for this when making the SEG distribution appropriation. Based on the
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SEG CREDITS
FOR IMPACT AID
(in thousands)

Actual

Year Credit
FY12 $52,723
FY13 $49,325
FY14 $43,242
FY15 $56,811
FY16 $54,316

Assumed

Year Credit
FY17 $49,000
FY18 $49,624

Source: LESC files




appropriation set by the Legislature, PED sets a dollar value for each program unit
that school districts and charter schools generate through the funding formula. PED
is typically conservative when setting the preliminary unit value to account for,
among other things, lower than anticipated operational Impact Aid receipts. If
Impact Aid receipts are overestimated, school districts and charter schools statewide
might see a small or no increase when the final unit value is set half way through the
fiscal year, or could even see a decrease if revenues were significantly lower than
estimated. The total guaranteed program cost for a school district or charter school
is determined by multiplying this unit value times the number of program units

generated through the funding formula.

Until 1999, New Mexico took credit
for 95 percent of operational Impact
Aid. Laws 1999, Chapter 275 (Senate
Bill 418) reduced the credit to 75
percent, but required school districts
to budget 20 percent of operational
Impact Aid receipts for capital outlay.
With the adoption of a new capital
outlay system in the early 2000s, the
requirement was repealed by Laws
2005, Chapter 176, but the law did
not increase the Impact Aid credit to
the previous level.

The total amount of SEG received will vary based on the school district’s or
charter school’s revenue sources. Most charter schools receive their entire
program cost (less the 2 percent set-aside for administrative support)
through SEG distributions, while school districts receive their program cost
through some combination of SEG distributions, Impact Aid revenue, forest
reserve receipts, and the half mill levy. This also means the SEG distributions
to an Impact Aid district will increase in years where their federal allocation
drops but the state appropriation is able to support an increase in program
cost. For example, although Gallup-McKinley County Schools lost $4.3
million in operational Impact Aid between FY13 and FY14, the school district
received an additional $5.8 million in SEG dollars while program cost only
increased $2.7 million. Rather than face a budget cut, the district received

more state funds to fill a portion of the deficit.

GALLUP-MCKINLEY CHANGES TO PROGRAM COST, IMPACT AID, AND SEG: FY13 TO FY14

Operational Operational Impact Aid Credit SEG Percent of

Program Cost Impact Aid Impact Aid Credit | Pct. of Prog. Cost SEG Program Cost
FY13 $ 77,359,657 | $ 26,965,249 | $ 20,223,937 26.1%| $ 56,782,452 73.4%
FY14 $ 80,016,531 |$ 22,688,772 | $ 17,016,579 21.3%| $ 62,630,402 78.3%
Difference | $ 2,656,874 | $ (4,276,477)| $ (3,207,358) -4.9%| $ 5,847,950 4.9%

Source: LESC Files

Operational Impact Aid Credits for Charter Schools. State-chartered charter
schools are considered local education agencies by the federal government and are
eligible to receive Impact Aid payments directly from the federal government;
however, prior to FY17 PED did not take credit for Impact Aid received by state-
chartered charter schools because the statute directing PED to take credit for
Impact Aid was specific to school districts. Laws 2017, Chapter 78 (Senate Bill 135)
requires PED to take credit for a state-chartered charter school's federal Impact Aid
in the same way that PED takes credit for a school district's federal Impact Aid.

Some locally chartered charter schools receive Impact Aid through their authorizing
school district. For example, the Native American Community Academy (NACA)
works with Albuquerque Public Schools (APS) to apply for federal Impact Aid
because the federal government considers NACA to be part of APS. APS receives
Impact Aid payments from the federal government and forwards 25 percent of
NACA'’s share of operational Impact Aid to the charter school. This accounts for the
portion of operational Impact Aid that PED does not take credit for. The charter
school receives a full SEG distribution but APS’s distribution is reduced by 75 percent
of the combined payment.
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Joseph.Simon
Text Box
Appendix F:  Federal FY18 Budget Request for Impact Aid
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Text Box
Source: U.S. Department of Education
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