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P R O C E E D I N G S1

8:18 a.m.2

DR. GILL: Good morning.3

My name is Doug Gill. I am a member of4

the President's Commission on Excellence in Special5

Education and I am State Director of Special Education6

for the State of Washington. I welcome you to the7

fifth meeting of the Commission; our hearing today is8

led by the Commission's Finance Task Force, which I9

chair.10

Our goal today is to closely examine the11

complex issues and factors relating to the financing12

of Special Education. However, before we get started,13

I would like to briefly describe the Commission's14

mission and activities.15

President Bush established this16

Commission last October. His goal in creating the17

Commission was a simple one that can be summed up in18

four words: "No child left behind." The "No child19

left behind" message has become a familiar and20

important one. It is the guiding principle of the21

newly reauthorized Elementary and Secondary Education22
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Act; and now the phrase comes into play with the work1

of this Commission because, as the President has2

pointed out, those at the greatest risk of being left3

behind are children with disabilities.4

In our work, the Commission will use the5

four foundation principles of the "The No Child Left6

Behind Act." Those principles are, one,7

accountability for results; two, flexibility and local8

control; three, expanded options for parents; and,9

four, use of educational practices that are based on10

good science.11

The Commission is holding hearings and12

collecting information to study issues related to13

federal, state, and local Special Education programs.14

Ultimately, we will recommend policies to improve the15

educational performance of students with disabilities.16

The Commission's work is not designed to17

replace the upcoming Congressional reauthorization of18

the Individuals with Disabilities Education Act.19

Rather, the report we produce and issue this summer20

will not only provide vital input into the21

reauthorization process but also into the national22
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debate on how best to educate all children.1

The President has charged us with2

providing findings and recommendations in the3

following nine areas: One, cost-effectiveness; two,4

improving results; three, research; four, early5

intervention; five, funding; six, teacher quality and6

student accountability; seven, regulations and red7

tape; eight, models; and nine, federal versus local8

funding.9

Today, we will examine three of those10

areas, funding, financing, and cost-effectiveness.11

More specifically, we will look at:12

One, how Special Education funds are13

spent. While the administration is funding Special14

Education at record levels, it recognizes that money15

won't solve all the problems facing Special Education16

today. That means we need to look at fresh ideas17

about how we can better spend federal resources to18

improve Special Education;19

Two, the appropriate role of the federal20

government in Special Education programming and21

funding;22
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Three, "cost drivers." We need to look1

closely at the factors that have contributed to the2

growing costs of providing Special Education services;3

Four, federal and state regulations and4

red tape. We need to review the impact of regulations5

and red tape not only for their potential to increase6

costs but also because they have the potential to7

obstruct the ability of schools to better serve8

children with disabilities;9

Five, the impact of federal IDEA funds on10

state and local education spending.11

The Commission needs your suggestions to12

help us tackle these issues; please tell us about what13

works, show us the models.14

We will have a public comment period this15

afternoon to ensure that everyone has the chance to16

provide us with the input. As we examine these17

issues, I hope we can bear in mind that our goal is to18

do what's best for children, not what's best for the19

system or what's best for one government agency or20

another.21

As Secretary Paige said at the22
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Commission's first hearing in January, "The way we1

educate our children reveals our character. Let's2

show strong character. No American should be3

satisfied until every American child is learning."4

Thank you for your interest in the5

Commission; we appreciate everyone who has taken time6

to attend our meeting. We will now open today's7

hearing of the Finance Task Force.8

I would first like to introduce our two9

panelists who are going to be with us this morning in10

the area of Special Education cost drivers.11

The first is Bill Freund; Bill is an12

expert in K-12 finance and is currently serving as13

senior budget analyst for the Senate Ways and Means14

Committee in Washington State. He has worked for the15

Washington State legislature since 1973 and has held16

numerous assignments in both the House and Senate,17

including public school budgets for 21 years, the18

capital budget, and revenue and financial19

institutions.20

In 1977, after the state's finance system21

was found unconstitutional, he played a lead role in22
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the design and implementation of a new K-12 finance1

system over a number of years. In the area of Special2

Education, Mr. Freund has participated in the3

development of two separate funding formulas in 19814

and again in 1995.5

Our second speaker is Dr. Stephen6

Chaikind. Dr. Chaikind is professor of Economics and7

Finance in the School of Management at Gallaudet8

University, a position he has held since 1989. He was9

named Gallaudet University's Distinguished Faculty10

Member for 1997.11

In addition to currently initiating a12

project that will study the economic and financial13

factors that affect, and are affected by, the deaf and14

hard of hearing community in the United States, Dr.15

Chaikind researches issues related to public finance,16

budgeting, and the economics of education.17

Dr. Chaikind received his Ph.D. in18

economics from the Graduate School and University19

Center of the City University of New York and also20

holds a B.B.A. and M.A. degrees from Baruch College21

and City College of New York, respectively.22
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So we will begin the testimony this1

morning with Mr. Freund.2

MR. FREUND: Thank you, Dr. Gill and3

members of the Commission.4

While I've spent most of my working life5

as a budget analyst so I come at this from the6

viewpoint of a state budget perspective. And one7

important thing to know about our state is that, since8

1977, our state has been under a court order to fully9

fund basic education; and Special Education is a part10

of basic education. And I'd like to start by covering11

a bit of our Special Education funding history to set12

a context for my remarks.13

Since 1975, Special Education has been14

one of the most heavily-studied programs in our state15

budget. And the concerns that the legislature has,16

and has had in the past, are some of the same concerns17

that you all have here now. And, in 1981, following a18

study, our state adopted a new Special Education19

funding formula and it was based on 14 categories of20

disability with differing resource levels. And this21

was a full-cost formula and it included a portion of22
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regular education funds attributed to students for the1

time that they spent in the Special Education program.2

In 1993, as in some other states like3

California, the state voters approved Initiative 6014

limiting state expenditure increases to the rate of5

inflation and population growth. As a consequence,6

the legislature commissioned a series of studies of7

programs with high growth rates and Special Education8

was one of those programs that had high growth rates.9

The resulting 1995 study found that the10

state's 14-year-old formula created a financial11

incentive to label students into high-cost categories12

and that, from 1984 to 1994, Special Education13

enrollment growth was growing at more than twice the14

rate of the regular enrollment growth.15

Also, a third thing happened; in 1987,16

the state was sued on the use of the Special Education17

formula and the formula that we were using was found18

constitutionally deficient because it failed to fully19

fund the Special Education program in some districts20

since it was based on averages. And the court21

suggested that continued use of the formula was22
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contingent on establishment of a safety net to provide1

supplemental funding to districts with above-average2

costs.3

Given this study and to deal with4

increasing programs costs that were no longer5

sustainable under Initiative 601, the 1995 legislature6

changed its funding formula. And the new funding7

formula was based on two categories of disability,8

ages zero through two, and ages three through 21.9

And, for the three- to 21-year-old group, the excess10

funding amount was set at .9309 of the regular11

education amount. And the percent of a school12

district's funded enrollment as Special Education was13

limited to 12 percent.14

And, finally, a safety net process was15

established for districts with enrollment above 1216

percent or with demonstrated needs exceeding state17

funding levels or having high-cost students.18

And this new formula essentially stopped19

growth for a number of years. And, in fact, we had a20

number of school districts whose enrollment went21

negative for several years. But, in the last four22
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years, Special Education enrollment growth is once1

again growing at a very fast pace, far outstripping2

our regular education enrollment.3

Now we do have some issues in our state4

concerning our Special Education cost drivers and5

we're not having a problem with our main funding6

formula but there are some questions that have arisen7

as a result of the operation of the Safety Net and in8

establishing Safety Net award amounts.9

And so these questions include: What are10

legitimate costs for Safety Net funding?; Is cost11

variation among districts due to factors within a12

school district's control (such as district13

philosophy, service delivery choice, or accounting14

practices) or beyond their control (for example,15

student characteristics)? Do districts for which16

costs are being compared provide a similar quality of17

service? I think most -- all of our districts are18

providing -- but, when we look at individual cost19

differences, we find large differences for students20

that look alike.21

There has also been the issue of, what is22
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excess cost? And this has special relevance to our1

state because some districts allege that the state is2

not meeting its mandate to fully fund basic education.3

So, for us, it's important to know, what's included in4

'cost'? For example, is the district's Special5

Education program adequate, is it an enhanced program,6

is it efficient, are any other programs costs7

included? Are excess costs properly allocated?8

And, effective this year, our state9

accounting system deals with the notion that not all10

costs of a Special Education classroom can be11

attributed solely to Special Education. Our state12

philosophy, and it's embodied in the state13

Appropriations Act, is that Special Education students14

are regular students first, and for the entire school15

day, and are entitled to their full share of regular16

education funds.17

In an accounting context, this means that18

Special Education program staff are also providing19

regular education and part of their costs must be20

assigned to the regular education program.21

As to the reasons for cost differentials22
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among school districts, several studies have addressed1

this. And a 1992 State Education Agency study found a2

strong correlation between availability of local funds3

and total expenditures for Special Education. The4

study also noted that cost differences among districts5

were largely due to district administrative and6

service philosophy, and accounting practices.7

Also, as part of the 1999 formula change,8

the legislature began funding a Special Education9

audit team in the State Auditor's office. And, since10

1996, this team has examined Special Education11

programs with high rates of growth, high costs, or12

other aspects warranting attention by the Safety Net13

Committee. And we do have a Safety Net Committee to14

allocate Safety Net funds; Dr. Gill happens to be one15

of the people involved in that.16

And the audit team was created because17

the legislature did not know if, in creating a safety18

net, it had created a black hole. And this team19

reported inconsistencies in school district practices20

and discovered a number of problems with IEPs.21

Among other things, the activities of22
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this audit team have increased the quality of our IEPs1

throughout the state and made school programs more2

efficient.3

Making determinations of need for safety4

net purposes is difficult because there is no5

benchmark for level of services or costs. And the6

Safety Net Committee is presented with requests from7

school districts consisting of budget numbers,8

enrollment, staffing, and a statement regarding the9

reasons for the request. But there is no qualitative10

tool to assess the submittals.11

So the question that the Safety Net12

Committee is faced with when they are looking at these13

Safety Net applications is, are they looking at an14

enhanced program? Is the reason that the school15

district can't live within the amounts that it16

receives from the State because, in essence, they have17

more than an ample program? Maybe you want to call it18

an excellent program, maybe not.19

But, accordingly, the legislature20

requested the State Auditor study whether establishing21

benchmarks was possible. And the Auditor tested for22
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links between academic delay and the investment of1

Special Education instruction time. And the Auditor2

concluded that 86 percent of the variation in Special3

Education instruction time provided to Special4

Education students is driven by factors other than5

student academic delay.6

So, at this point, there is no handy7

yardstick for us to evaluate a school district's8

request for Safety Net funds.9

I'd like to now turn to the10

recommendations.11

And, number one, if federal assistance12

for Special Education is based on costs, it should be13

based on excess costs.14

Secondly, if costs form the basis for15

federal funding, they should be based on a national16

average or an index which accounts for demographic17

characteristics of states. And I say this because of18

equity considerations. Basing federal assistance on19

individual state costs would increase existing fiscal20

disparities among states. And, if there are concerns21

about potential underfunding among states, they could22
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be addressed by setting aside some funds for regional1

safety net funding.2

And you may be wondering about the size3

of our Safety Net. And it's about three percent of4

our Special Education -- State Special Education5

funds; and it's been more than sufficient so far and6

it's been in operation since 1995.7

Third, federal Special Education8

assistance should continue to limit the percent of9

total enrollment funded as Special Education.10

Otherwise, increases in federal funding may add to11

existing fiscal incentives to identify low-performing12

students as Special Education. And, again, if limits13

are concerned, I think they should be addressed using14

a regional safety net.15

And, as federal assistance increases, a16

mechanism needs to be developed to relieve the burden17

of states that are fully funding the excess costs of18

Special Education. And, of course, this would require19

some changes in maintenance-of-effort requirements.20

And I'll be glad to answer questions -- I21

don't know if it's now or --22
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DR. GILL: Okay. We're going to go to1

Dr. Chaikind and then we're going to take the2

opportunity to ask both of you questions at the same3

time.4

So, Steve?5

DR. CHAIKIND: Thank you. Good morning.6

I'm here, first of all, as a researcher7

and I'm not representing Gallaudet University.8

My testimony today is intended to provide9

a brief --10

MR. JONES: Can you speak more directly11

into the microphone?12

Just so all of our witnesses who are here13

today know, the microphones are being used by the14

transcriber to make sure we get a record of this and,15

at every meeting, we have to make sure we get as much16

into the mics as we can.17

DR. CHAIKIND: Thank you.18

My testimony today is intended to provide19

a more general and brief overview of the issues in20

Special Education finance and especially in the ways21

the finance of Special Education is related to the22
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quality of education the students receive.1

In last year's yearbook for the American2

Education Finance Association that Bill Fowler and I3

co-edited, we said the following, that now is the time4

for the sometime provincial field of education finance5

to reaffirm its bonds with the wider education6

community. No less can be said about Special7

Education.8

And, by the 'wider education community,'9

I mean we need to look at a lot more than just the10

technical funding formulas that occupy a lot of state11

directors' time by a lot more than the degree of12

federal versus state support, or even the overall13

costs of Special Education, and try to link these14

technical finance mechanisms somehow with things like15

educational processes, curriculum outcome, and even --16

and post-school success for students with17

disabilities.18

I'm not sure I have a whole lot of19

answers on how to do that yet but I have a number of20

issues I'd like to point to the Commission for your21

consideration in the next months.22
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To be sure, Special Education has been an1

unqualified achievement in the United States in the2

last 25 years since P.L. 94-142 was passed. There are3

a lot of kids who would never have even gone to school4

prior to the passage of this law who are now in5

Special Education programs. Right now, about 6.36

million students receive some kind of Special7

Education or other in the United States. The total8

costs of Special Education are a little mystic, harder9

to determine, but a good guess is that, nationally,10

we're spending between $40 and $50 billion a year on11

Special Education, probably closer to $50 billion,12

within that range.13

So the first condition in any discussion14

of relating Special Ed finance to outcome is to figure15

out exactly what the costs of Special Ed are. And the16

current Special Education Expenditure Project, or17

SEEP, being led for OSEP by Jay Chambers, Tom Parrish,18

and their colleagues, will shed some new light on this19

question. SEEP will add fresh and disaggregated data20

to those reported in the three previous important21

studies of Special Ed finance. And all three of these22
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studies over the last 35 or 40 years have shown that1

Special Education costs between 1.9 and 2.3 times the2

costs of regular education.3

Some preliminary data from the SEEP4

survey indicates that that ratio is now about 1.95

times the costs of Special Education. But it will be6

interesting to see what the final data show in terms7

of how a more mature Special Ed system is being paid8

for.9

And the historical data also show that10

Special Education costs seem to be driven by, first,11

the population of children in the cohorts qualified to12

get Special Education; second, by the number of13

children with disabilities identified within that14

cohort; and, finally, by the nature of their15

disabilities and their educational needs rather than16

by any ad hoc increase in the cost per student.17

As these new data are calculated and18

disseminated, there are a number of additional policy19

issues I'd like to indicate now; and here are some20

general observations.21

We're learning a lot about the costs of22
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Special Education now and we're even beginning to know1

something about the outcome from Special Education but2

what we have very little knowledge of is the processes3

or practices that connect those resources to the4

outcome. And by processes, again, I mean, in the very5

general sense, everything and anything including6

teaching and classroom methods, curriculum reform,7

resource allocations, service provision, or even8

organization of structure that can result in improved9

outcome for kids with disabilities.10

Part of this basic question is about11

quality and efficiency and I can say the same thing in12

two different ways, the same question that I can pose13

to you in two different ways. The first is, how can14

we improve outcomes for kids with disability at the15

same cost; or say the same thing a little bit16

differently -- as an economist, I think this way --17

is, how can we provide the same outcomes at lower18

cost? That is, are there better ways to provide free19

and appropriate public education, as well as related20

services, for kids with disabilities.21

We know little about this, again,22
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especially in relation to the costs or savings from1

implementing educational innovation within Special Ed.2

In fact, there might not even be one process, one3

factor, or even a group of processes, that lead to4

improved outcomes but it could be a continuum of5

processes that actually, in the end, come down to what6

happens in the individual classroom or what the7

individual teacher does.8

Another issue to consider when linking9

the financing of Special Ed to outcomes is to look at10

the type, quality, and delivery place of supplemental;11

and related services. These are things like12

transportation, medical services, assessment, therapy,13

evaluation, and so on. And previous studies have14

shown that these costs can range from between 19 to 4615

percent of total Special Education costs, depending on16

how the calculation are made. One area for the17

future, then, would be to examine which of these18

related services are being received by which kids in19

what placement setting and how all of these services,20

and the costs of these services, relate to outcomes,21

and what kind of model can be developed to analyze22
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that.1

Another question, of course, is who pays2

for these services. Prior to P.L. 94-142, a number of3

independent agencies, health agencies, vocational4

agencies, have paid for these services and, when5

Special Ed came in, how the Special Ed absorbed more6

and more of the cost of these services.7

So, if there are individual state8

agencies providing these and they are not paid for by9

State directives for Special Education, or if there10

are private third-party payers, are these services11

being coordinated and is there cooperation between the12

providers to provide the best possible combination of13

related services to kids with disabilities?14

All of these issues raised in testimony,15

again, try to relate the finance of Special Ed to16

outcomes. You need to keep in mind, however, that17

outcomes for Special Ed, for kids with disabilities,18

depending on their disabilities, may differ a lot from19

those in regular education in subtle, and sometimes20

not so subtle, ways. For example, for some kids with21

disabilities, just being able to live independently22
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could be a goal and these are picked up by the normal1

measurement and assessment processes we have.2

As another example, for some kids where3

assessment requires a written exam or -- if these kids4

aren't provided the appropriate services or enough5

time to read the exam, then the result might be biased6

and we might not really measure what we're trying to7

measure. So we need to keep in mind that, for kids8

with disabilities, sometimes, even though ... outcome9

assessment to those in regular ed is a goal of the10

1997 amendments of IDEA, we need to keep in mind that11

sometimes the goal is different. And all of these12

things should be in these kids' IEP; but you need to13

keep it in mind.14

Finally, I would be remiss if I didn't15

note that many of the issues I have just raised,16

assembling accurate data, determining the best17

educational practices, and even figuring out what18

outcomes should be for Special Ed all require study19

and research. Hence, continued revenues are required20

to support the research to validate the most21

successful implementation of Special Ed.22
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So let me summarize the recommendations I1

have here, that came out of this. First, we need to2

carefully assess disaggregated recent actual cost data3

across and within disability, type of service4

received, placement, geographical region, mode of5

delivery, and student characteristics, among other6

things.7

Second, we should continue to search for8

the best educational processes and innovations to9

achieve results for students with disabilities. We10

should study in more detail the role and alternatives11

for optimizing the use of supplemental and related12

services. We should carefully consider the rate of13

outcomes from Special Ed; and, finally, we need to14

support the research and study costs that validate15

Special Education success.16

Let me add one more thing. And, you17

know, we're talking about all these arcane finance18

concepts -- and I hopefully didn't mention any arcane19

concepts here -- we need to keep in mind that we're20

still talking about real kids with real disabilities21

who have real needs; and doing the right thing means22
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obtaining the best results.1

And I'll be happy to answer any questions2

you have, as well.3

DR. GILL: Thank you.4

Commissioners?5

Well, let me just introduce each of the6

Commissioners to you a little bit.7

To my far left, in the corner, Bryan8

Hassel; next to Bryan is David Gordon, and he's a9

California person, the Sacramento area; next to David10

is Alan Coulter, Alan Coulter is from Louisiana State11

University Medical Center; Todd Jones, Executive12

Director of the Commission; I'm Doug Gill, State13

Director of Special Ed in Washington State; next to me14

is Jay Chambers from the Center for Special Education15

Finance; and Troy Justesen, who is staff to the16

Commission, as well. Just so you folks kind of know17

who we are.18

I guess I could start with the first19

question. And my first question is probably for both20

of you but I'll start with Mr. Freund since he was21

first up this morning.22
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And the question is, how would you define1

excess costs and what particular elements would be2

part of that definition?3

MR. FREUND: Well, excess costs are costs4

over and above the cost of regular education. In our5

funding formulas in the state, we have excess costs6

for transportation, for bilingual, for learning, it's7

just all those excess costs; it means they are on top8

of regular education.9

Now, when I was talking about excess10

costs with respect to Special Education, I did not,11

and do not, include transportation costs as part of12

the .9309 that I'm talking about.13

Does that answer your question?14

DR. GILL: Well, would there be any other15

elements? I mean, if one of the elements certainly is16

the basic education unit, another element is the17

additional or excess costs on top of that basic18

education unit, so collectively they are the funding19

base for Special Education. Are there any other20

elements that you think the Commission should consider21

in the context of excess costs determination?22



31

And I think one of the things that1

someone mentioned was the percentage of the population2

as a parameter of some sort of formula, too.3

DR. CHAIKIND: Well, in my -- I've been4

told recently that the word "excess costs" is going5

up. I think that Jay mentioned that. But, in my6

mind, if you look at the cost of educating the kid in7

regular ed with no disability, how much is that cost,8

and then you take the average cost of a typical kid9

with a disability in Special Education and you take10

the difference; to me, that would be the excess costs.11

How much more are you spending for this kid because we12

have a Special Education program? And, if I'm13

remembering the data right, the total last year or the14

year before was about $12,600 a kid in Special15

Education on average; the cost for a regular16

education, something like $6600. Therefore, the17

excess costs, the way I would define it, would be18

something like $5900 that would get you that 1.919

ratio.20

DR. GILL: Okay.21

DR. CHAIKIND: And that includes22
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everything, I think, including some services from1

other programs that might be within that number, as2

well.3

DR. GILL: Okay. So what I think I hear4

both of you saying is that a student identified as5

Special Education does not in any way dilute the fact6

that they are regular education or general education7

students first. So, when you say excess costs, I8

think I've heard both of you say that it's in addition9

to the costs of providing a basic education. So you10

take the basic education costs times a factor -- let's11

say it's 1.9 or whatever it happens to be, somewhere12

between 1.9 and 2.3 if you believe the studies over13

the last several years -- and then subtract that basic14

education unit from that total number and that derives15

excess costs in your minds; is that accurate?16

DR. CHAIKIND: In mind, yes. Again,17

these kids might not be in a regular education18

classroom but, if they had no disability, it would19

still cost that amount.20

DR. GILL: That's correct. They're still21

enrolled in the school district; are they not?22
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MR. FREUND: (Nods)1

DR. CHAIKIND: (Nods)2

DR. GILL: Okay.3

MR. GORDON: I have a question.4

DR. GILL: David?5

MR. GORDON: Thank you, Chairman.6

Mr. Freund, you mentioned that, in your7

state, you put the cap on, I think you said in 19958

and, quote, basically stopped or slowed down, and now9

it's begun again. Help me understand, in the behavior10

of school districts, what is going on now to make it11

rise again? Because I think it ties back to our other12

witness' point about the interaction of regular ed and13

Special Ed being very important in all of this.14

MR. FREUND: Well, to start with,15

whenever we change our funding formulas, it's kind of16

like districts step back, it's kind of like a wave17

going backwards, you know, before it comes -- hits the18

beach. So there was a pause while school districts19

figured out what the new formula was and how they20

could operate within the constraints of 12 percent.21

I don't exactly know what now is causing22
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the increase in Special Education enrollment. I will1

tell you that the legislature, now with federal funds,2

has increased the percentage that it will fund next3

year; it's going to be around 12.3 percent of total4

enrollment.5

So, as to the reasons -- and I'm going to6

talk about this a little later -- it may be that some7

underachieving students are now being put into Special8

Education because of the new No Child Left Behind Act9

and the '97 changes in ESEA and our own State10

adequate-yearly-progress requirements. And then there11

is a large financial incentive to put students into12

Special Ed. We lay out about a little over $600,13

maybe $650 per student for remediation. The amount14

that is provided by the state for Special Education is15

six times that amount. The school districts don't16

lose their remediation money if they put a student17

into Special Education.18

So I haven't studied this to see which19

category of Special Education is increasing; and maybe20

Dr. Gill could talk about that. But it may be the SLD21

population but I'm -- we haven't studied that and I22
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rather suspect that our legislature will start1

studying it next year because we're facing another2

billion dollar shortfall in our budget.3

MR. GORDON: Thank you.4

DR. GILL: Bryan?5

DR. HASSEL: Dr. Chaikind, one of the6

points in your testimony, which I've also read in7

other places I think, is that, if you look at8

increases in Special Ed costs over time, they're9

completely driven by changes in population rather than10

changes in the costs of educating particular students11

with particular characteristics. And I wonder if you12

could comment on that. Is that, in fact, your view of13

the evidence?14

And, secondly, are there any exceptions15

to that overall generalization? Are there certain --16

do you know if there are certain kinds of disabilities17

for which costs per student have been rising or going18

down that go away from that general trend?19

DR. CHAIKIND: Well, I think I said that20

it appears that that's how costs are growing. That is21

based on the data of 1.9 to 2.3, back to 1.9 again.22
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It seems to show that the costs appeared, on average,1

is about the same as it's been over this period.2

But, of course, there are variations by3

disability and by the nature of the disability, by the4

severity of the disability, by the service need; and5

part of the variation in the cost of the time is that6

we're getting different shares of kids with different7

disabilities within the program and some high-incident8

disabilities are lower-cost disabilities and,9

therefore, the average cost could go down because of10

that, for example.11

So there's all kinds of variations going12

on underneath the averaging. So I don't think it's13

only population, but those who are identified as14

having disabilities and, if identity is becoming more15

prevalent, then, of course, it will go up for that.16

Does that answer your question?17

DR. GILL: Jay?18

DR. CHAMBERS: Well, I'm always pleased19

when I hear a researcher tell us that one of the20

recommendations is that we need more research. Being21

a researcher myself, I'm always excited at that22
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prospect that keeps us employed. It also means that1

the issues are quite complex and there's much to do2

and we're never going to really resolve some of these3

issues once and for all.4

I'm glad to hear Steve's comments related5

to expenditures versus costs. As an economist, I6

think those two terms, to the general public, probably7

are somewhat synonymous but we've come to use the word8

'cost' to replace 'expenditures' and, in fact, they9

are two different things. They are related to one10

another; cost implies we know something about the11

outcomes, that we're providing equal opportunity or12

equal outcomes in some way, or that we can benchmark13

the outcomes in some fashion and say, "What does it14

cost to provide services to a particular kind of15

student?" Or it says, "How much more does it cost to16

provide..." something, a set of outcomes that's17

similar to some other group, let's say the average18

regular education student.19

In fact, all the studies that have been20

done in the past, and almost every study that's done21

at the state level, is talking about expenditures,22
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which tells us what districts are spending for1

different kinds of children but really doesn't give us2

information to help to determine what it really costs3

to provide services to a particular kind of child.4

In comments regarding Bryan's --5

Commissioner Hassel -- excuse me -- his comment --6

disability doesn't really tell us much about pupil7

needs. Dr. Chaikind referred to that in his comments.8

The amount of variants that can be explained in9

expenditures related to disability is pretty small.10

We need to know more about individual pupil needs.11

But I'll stop my comments at that point12

and get on to a question.13

Dr. Freund, I guess I'd like --14

MR. FREUND: -- a wish -- it's not Dr.15

Freund; I wish it was, but --16

DR. CHAMBERS: Oh, excuse me.17

MR. FREUND: It's Mr. Freund.18

DR. CHAMBERS: Mr. Freund -- thank you.19

MR. FREUND: Thank you.20

DR. CHAMBERS: I guess I'd like to hear a21

little bit more about how the Safety Net funds program22
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operates in the state. You said it was three percent1

of the funding for Special Education, did you mean?2

Is that -- did I understand that?3

MR. FREUND: Yes, it's three percent of4

the state funding for Special Education.5

Before I answer your question, I did6

intend to address the question of costs versus7

expenditures and neglected to do so when I was talking8

about the recommendations. Because, in fact, our 19819

formula was based on costs. The 14-categories of10

disability, that was based on a two-year study which11

examined what were all the elements that were needed12

to provide an education for each category of13

disability. And so that included related services,14

psychologists -- and so -- the whole gamut.15

And so it's only when I was talking about16

the recommendations and I think, at that point, what17

you're faced with is you don't have costs -- if you're18

looking at different states' data, you have19

expenditures and you don't even know what is in those20

expenditures. You don't know if they're clean21

expenditures -- and by 'clean' I mean excess costs.22



40

They may include all sorts of things; it depends on1

the sophisticated nature of states' accounting2

systems.3

With respect to your question about how4

does the Safety Net work, we established a Safety Net5

Committee and it's composed of various school district6

personnel, so that we have school district7

superintendents on this committee, educational service8

district personnel, we have curriculum experts,9

finance experts, state auditor, and Dr. Gill; and they10

are supported by SBI staff (phonetic).11

So this Committee's task is to figure out12

how to allocate the about three percent of dollars13

that the legislature appropriates. And I have to say14

that, since inception of the Safety Net, not all of15

the funds have been allocated, only about two-thirds.16

I think somewhere around two-thirds has been allocated17

in each year.18

So initially there was great fear that19

the $12 million that was put into one of the Safety20

Nets -- and we have a couple -- that that wasn't going21

to suffice. And what -- as I recall, initially, I22
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think we started at $15 million and then, because the1

funds languished, the legislature reduced the amount2

to $12 million. And we also have a high-cost Safety3

Net; so the combination of the two is about three4

percent of our total funds.5

And this Safety Net Committee meets, oh,6

about every quarter; and school districts submit7

applications consisting of all sorts of data that --8

and there are forms and the like. And we meant to9

bring10

the forms with us so you could see exactly how it11

operates.12

And basically what it -- what the data that13

the school districts are required to submit compares their14

prior year expenditures to the current year's expenditures15

for which they are requesting money. And the question16

that the Safety Net Committee deals with is what is it17

that -- if you lived within the state formula last year,18

what is it that causes you not to be able to live with it19

this year, what factors. And they request an explanation.20

And it's difficult. I'd say, having sat in21

on a lot of those meetings, it's difficult to determine22
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how legitimate their request is. But as a jury of school1

district peers, they do have to convince this Committee;2

and, in watching this Committee, I'd have to say they're3

pretty tough.4

DR. CHAMBERS: How would you change it? I5

mean, based on what you've seen -- I mean, is it -- do you6

feel it's operating effectively, is it something you would7

recommend to somebody else?8

MR. FREUND: I happen to be in a unique9

position because I get to write the State's budget. There10

is another House and we do work together, but I do get to11

make recommendations on how to make it more efficient; and12

I would say to you that the Safety Net hasn't -- over the13

years, there have been a number of changes and, in fact,14

the Safety Net is changed for next year. Where we used to15

have two Safety Nets, now we're only going to have one16

Safety Net. So the high-cost Safety Net portion has been17

folded in into the regular Safety Net.18

And, when I say two Safety Nets, the19

calculations for both were relatively the same but they20

had different fund sources. We have always funded the21

high-cost Safety Net piece from federal funds.22
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DR. CHAMBERS: The high -- did you say the1

high --2

MR. FREUND: High-cost, high-cost student3

Safety Net piece has been funded from federal funds. And4

then the Safety Net for districts that have unmet needs,5

that is -- and, when we say unmet needs, we mean after6

they have exhausted their regular education money, their7

State Special Education money, any other monies that the8

State provides, the federal money, after that -- so you9

take all the revenues and then you stack it up against10

expenditures, if there is a deficit, then they come in and11

ask for the deficit and they have to present clear and12

convincing reasons for why it is that the State should13

give them money.14

DR. CHAMBERS: How do you define high-cost?15

MR. FREUND: There is a threshold and it's16

$15,000. And you understand that we're providing about17

$8,000 -- a little less than that -- for Special Education18

students, and that's a combined State regular education19

money and the Special Education money. So it's about20

$8,000, a little less than that. And a threshold of21

15,000 has been set and that is -- the reason for that is22
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that we have a formula that's based on .9309 and so we1

have an array of students within the formula, that is2

high-cost students and low-cost students. And we know3

that a large percentage of the students that are4

identified as Special Ed are -- tend to be lower-cost5

students, for example, SLD and CD, communication disorder,6

those do not cost as much as some of the -- for instance,7

multiple disabilities.8

So it's assumed that every school district9

will have some high-cost students and that the high cost10

of those students will be averaged out over all the low-11

cost students. So we've adopted a threshold of $15,000,12

which is almost twice what is provided under our formula.13

And, once school districts can show that they have that --14

and that have to figure out one other thing is that they15

have to show financial need, as well. That is, just16

merely having a high-cost student doesn't get you a penny,17

you must also show that you need the money, that is, that18

you cannot live within the state and federal dollars that19

are provided.20

And school districts are also -- they've been21

providing local funds, they are expected to continue to22
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provide their local funds because our funding formulas are1

not intended to replace local funds.2

DR. CHAMBERS: Wouldn't what you just3

described have a differential impact on districts that4

have a greater capacity to provide services in the first5

place, high-wealth versus low-wealth school districts?6

MR. FREUND: Well, there may be some7

variation in the amount of local funds that are provided,8

but our state has a levy lid in place and so we do not9

have the range of differences in our state that other10

states have. Our levy lid allows school districts to11

collect 24 percent of the state and federal funds that12

they receive. We do have some districts that are13

grandfathered at slightly higher amounts but the range of14

disparity in terms of dollars between school districts is15

about a maximum of 33 percent.16

And, when I talk about it that way, I should17

let you know that it's probably not appropriate to talk18

about disparities in terms of dollars in our state because19

we have resource allocation formulas, or an input formula.20

And the inputs are based on staffing costs and it is21

possible that you could be comparing a district with22
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relatively inexperienced staff with a district that has,1

say, all Ph.Ds. So, if you had a district like that,2

disparity, in terms of dollars -- if you were looking at3

dollars, it would be a factor of a hundred percent4

difference.5

But we don't call that a difference because6

we have what we call a staff mix factor so we allocate7

based on school districts experiencing education of their8

staff.9

I probably complicated this a little too much10

but --11

DR. CHAMBERS: No, you've stimulated more12

questions but I'm going to relinquish my time here.13

DR. GILL: David, you've got a follow-up14

question that you'd like to ask?15

MR. GORDON: Thank you, Chairman.16

Just as a follow-up on the Safety Net, I17

think I understand but help me.18

A high-cost student would be, say, a child19

you have to send to a private school, a residential school20

or --21

MR. FREUND: Yes.22
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MR. GORDON: -- something like that. Now, on1

the non-high-cost group, as I understand the system, the2

district comes in, when at the end of the year, and says3

basically, "We ran out of money."?4

MR. FREUND: It would be -- they can do this5

at the beginning of the year; it's based on their budget.6

MR. GORDON: Okay, based on the prior year,7

then?8

MR. FREUND: No, it's based on the current9

year. They have a current year budget, they know how much10

revenue they're going to get, they know what they budgeted11

for, they hired staff and --12

MR. GORDON: Okay, so help me understand.13

How does the Committee, or whomever, validate that they14

haven't simply inappropriately over-identified? Is there15

any cross-check to make sure that their assertion is16

correct?17

MR. FREUND: Yes. The way that that's18

validated is based on comparison over the prior year. So19

it's assumed that, in the prior year, one hadn't over-20

identified. So it's a temporal calculation, let's say,21

comparing one year with the next year. That's the base22
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year --1

DR. GILL: Plus, I think, just to add to2

that, that you know what the allocation is; it's3

essentially 12 percent of your K-12 population. So one of4

the reasons that a district could come in for Safety Net5

is to say, "Well, our percentage is now 13, 13 and a half6

percent." and that's a difference than last year.7

So the question becomes, why is that a8

difference than last year's, is that a difference in any9

kind of practice that you, as a district, has engaged in10

or, in districts of -- and we have very small districts in11

Washington State with 50 to 100 kids -- if you had two12

kids, there is your difference.13

So, you had to come explain why you're14

spending more this year than you're going to get in15

revenue and what those reasons are attributable to, it16

could be a percent difference, it could be a difference in17

the change in the funding formula from '95 that's a18

carryover, or it could be some other factor that is beyond19

the control of the district, or it could be one or more or20

an aggregate of individual high-cost students.21

I think, as Bill pointed out, that the issue22
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is, can the district establish, if need be, some sort of1

threshold comparison of budgets to actuals and then,2

second, what is the rationale for that difference.3

Does that help clear that up?4

MR. GORDON: Yes, thank you.5

DR. GILL: Bryan?6

DR. HASSEL: If you look at the amount that7

you spend out of the Safety Net funds, do you have a sense8

of how much of it goes to districts that say, "We're over9

the 12 percent, we have a greater proportion of kids than10

12 percent." versus "...we have a higher cost per student11

than you told us we would."?12

MR. FREUND: Actually, I have a piece of13

paper that I brought with me that's got that on there.14

But maybe, Doug, you can --15

DR. GILL: Go ahead.16

MR. FREUND: I'm going to have to look for17

it; maybe I can field another question while I'm looking18

for the piece of paper.19

DR. HASSEL: The other question I had was20

whether -- you say you're not spending the full amount of21

funds. Are you not getting requests for the full amount22
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of funds or are you turning down requests that are not1

legitimate?2

MR. FREUND: We do have a -- I don't know if3

we had a request for the full amount of funds.4

Let me see here. I don't have it; I didn't5

bring an annual number with me.6

At any rate, I don't think that we've ever7

had the full amount requested for the state-funded piece8

of the Safety Net, but our high-cost Safety Net has9

exceeded the appropriation amount that the legislature10

had; and it is growing by leaps and bounds.11

And the way that the budget was crafted was12

that the legislative appropriation of federal funds was a13

minimal appropriation of federal funds and the agency then14

had to come up with all other available federal revenues15

if Safety Net awards exceeded the appropriation amount.16

So that piece of the Safety Net has not been17

capped. And for next year, by the way, we're going to all18

federal funds for our Safety Net next year and it is not19

-- the Safety Net is not capped. That is, the agency will20

-- if they award more than -- if the Safety Net Committee21

awards more than what has been appropriated, then the22
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agency is to apply all available federal funds,1

discretionary federal funds, to fill the hole.2

DR. GILL: Troy, do you have a question?3

MR. JUSTESEN: Before I ask the question, I4

want to thank Mr. Freund for coming because he was under a5

great deal of pressure with the State legislature, as you6

know, Doug. And, every day he would call and say, "I7

don't think I can make it but I want to make it..." so8

let's leave him on the schedule.9

And I want the members of the Commission to10

know that he went through a great deal of effort to make11

sure that he could be here, including no sleep.12

DR. GILL: Troy, we need you to talk into the13

microphone.14

MR. JUSTESEN: Okay, how's that; better?15

DR. GILL: That's great.16

MR. JUSTESEN: You mentioned, and I'm not17

sure I was following you very well, Bill, and I'm curious18

about your reference to regional determination for safety19

nets on a larger national scale? Was I following what20

your comment was? And, if I were --21

MR. FREUND: Yes.22
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MR. JUSTESEN: -- elaborate on that model.1

MR. FREUND: Well, it occurred to me that2

you're facing a large problem, which is, if you're trying3

to figure how to lay out federal funds and if you're4

trying to use a 40-percent number, what do you base it on?5

And the question is, can you come up with6

cost or expenditures? And I think that, ultimately, you7

end up having to use expenditures if that's what you're8

going to try to do.9

You know --10

MR. JUSTESEN: Regionally, though, what11

reason would there be --12

MR. FREUND: Well, because there may -- if13

you do establish a safety net, I rather doubt that you can14

make it work on a -- that you'll have a schematic for how15

it's supposed to work. You can't sit there and quantify16

this thing, it's -- what's the word I'm looking for, Doug?17

-- it's not quantifiable, it's kind of like --18

DR. GILL: Discreet.19

MR. FREUND: Well, that's nice of you to say20

that but I -- it takes a lot of work to make these21

determinations; there's no yardstick. And so the idea of22
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having a national safety net committee to make these1

determinations means that probably it would be operating2

year around and it would be a lot of work.3

So, rather than having a number of people4

doing this full time, I think that if you broke the task5

up into regions and assigned certain limited pots of6

money, people in the region would know that they couldn't7

allocate it all, say, to one state because then there8

would be nothing left for the others.9

It also gives you an opportunity to put10

school district personnel, maybe fiscal people, on such a11

committee. So that's why I say regional.12

Our Safety Net Committee spends -- what is13

it, two days every quarter? There's quite a bit of14

homework that our Safety Net people do -- I mean a lot of15

homework, particularly with the high-cost Safety Net,16

because what they're doing is reviewing IEPs for validity17

and then they're looking at the services that are being18

provided. And so we have program personnel on the19

Committee that are able to make those kinds of20

determinations and then the school districts show up and21

they have to justify -- they have to face an array of22
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questions from the Safety Net people as to why it is that1

they requested the money.2

MR. JUSTESEN: Are you saying that this is a3

recommendation for consideration for the members of the4

Commission?5

MR. FREUND: I think that -- I was talking6

about what you would fix, here, your reimbursement rate7

on. And I think that, ultimately, you can't use -- I8

don't think that you're going to be able, within your time9

constraints, to establish costs so you're going to have to10

go off of expenditures. The problem is that I don't think11

that you know what expend -- what excess costs12

expenditures are because not all state accounting systems13

are the same.14

And that is why I said to use some sort of a15

national average because, otherwise, I -- you know, the16

more sophisticated the accounting system -- suppose you're17

given -- somebody is giving you a full cost number as18

opposed to an excess cost number, then, if you're using19

costs then you are rewarding the state that gave you that20

kind of number for allocation purposes.21

So I think, in the end, you have to do the22
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kind of thing that we do when we do budgets, which is to1

generalize, hang your hat on something, and then, in our2

case, we established the Safety Net so that in case that3

it doesn't work properly for everybody, there is a safety4

valve.5

MR. JUSTESEN: May I ask one more question?6

DR. GILL: Go ahead.7

MR. JUSTESEN: Do you believe it is the role8

-- it should be the role of the federal government to have9

a safety net, then -- I'm asking both of you this question10

-- for kids with the most severe disabilities?11

DR. CHAIKIND: Well, I don't have -- having12

not seen it, so I was just --13

MR. JUSTESEN: Okay, I don't have to --14

DR. CHAIKIND: -- I don't know what the role15

of the federal government is; that's something that needs16

to be based on what you can and want to afford in policy17

questions.18

MR. FREUND: I don't think that it's an19

absolute necessity. In our state, we do have a federally-20

funded Safety Net for high-cost students. I think that21

you could make provision for that for states, you know,22
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within your federal funds allocation; I just suggest that1

that's what they do.2

DR. GILL: Commissioner Coulter, you had a3

question?4

MR. COULTER: I think that a question that I5

had relative to driving costs, you already responded to in6

some respects. But just let me make certain that I'm7

clear in what your answer was.8

I think a concern often arises in terms of9

having the right children receiving the right services,10

certainly as it relates to Special Education. I think11

there is a concern, also, about, in some instances,12

implicit incentives to identify more children.13

As I understood it, the mechanism that you14

use in Washington State is to compare increase from one15

year to the next. Is there any other mech -- are there16

any other mechanisms such as interaction with a monitoring17

system for determining that these children really were18

appropriately identified, or other kinds of audit19

procedures that are used to ensure -- I guess my concern20

is that gradual increases year to year would not21

necessarily, in a year-to-year analysis, depict that22
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something was going -- something inappropriate might be1

occurring. But there could certainly be a head-hunt2

mentality that's operative over a number of years to drive3

up the costs.4

How would you see that as being prevented?5

MR. FREUND: You know, one of the reasons why6

I couldn't answer what's happening with our Special Ed7

program in terms of what types of disabilities are8

increasing is because we don't use categories any more and9

haven't since 1995 so -- and the only report that we have10

on disability types is -- I think it's a federal report;11

but I don't remember the form number but it's submitted.12

Is it 10 -- is that a federal form number?13

MR. COULTER: Yeah, it's a federal child14

count.15

MR. FREUND: Child count. That's the only16

thing that's available on the types of disabilities.17

But, to answer your question more directly,18

we do have that Special Ed audit team that we're funding.19

Our state is spending about $800,000-and-some a year on20

this Safety Net team. The Safety Net Committee21

periodically sends them out to look at school districts,22
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particularly if there is any sort of a question.1

The fact that there is a Safety Net audit2

team, or the possibility that this audit team can come to3

the school district, has resulted in school districts4

being much more careful about how they put together IEPs5

and who's on IEPs.6

They have uncovered, and continue to uncover,7

by the way, an error rate in the reported Special8

Education students. That is, there may be a problem with9

the IEP or the students aren't being provided specially-10

designed instruction, or else they're being provided the11

wrong instruction -- that is, what they're being provided12

has nothing to do with the IEP.13

The error rate that they've been looking at14

has been dropping slightly, but very slightly, on some of15

these matters. But the preparation of the IEPs,16

themselves, has improved markedly. So that's the only17

audit activity that we have.18

MR. COULTER: As you think about those19

special audit -- you said they could send them out if they20

want to. Of the districts that you have, and I'm aware,21

you know, that you have a lot of districts in Washington22
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State, a lot of small districts, what's the proportion of1

districts that have actually been visited by this special2

audit team?3

MR. FREUND: I think that -- maybe about 50,4

60 over the course of five years.5

Is that about right, Doug? I think it's --6

DR. GILL: That's about right; I'd say less7

than 20 percent of the applicant districts have actually8

been visited.9

MR. FREUND: Well --10

MR. COULTER: Over a period of years.11

MR. FREUND: Yes.12

MR. COULTER: Okay.13

MR. FREUND: Yes, but -- so this audit team14

has had a deterrent effect on certain practices out there15

and has resulted in certain improved practices just simply16

because they not only can go audit Safety Net school17

districts, they can also go audit other school districts.18

And this audit team, by the way, has been19

training our regular state auditors that go out to school20

districts, so the nature of our audits has changed a21

little bit.22
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MR. COULTER: Let me just ask both of you a1

different question, kind of change the subject a little2

bit.3

Both of you, I think, have spoken to the4

issue of trying to get a better idea on specific costs,5

not just a general excess cost. One of my concerns is6

that the type and quantity of information that we collect7

now about Special Education, both at state levels and8

federal levels, is relatively gross. I mean, we don't9

have a whole lot of information.10

Do you have any recommendations on how to11

improve that data collection system so that we would be12

able, over a period of time, to get a better idea of13

specific costs and where those costs might be coming from?14

MR. FREUND: A later presentation, I was15

going to make some recommendations and you're not leaving16

much to talk about later on.17

MR. COULTER: No, that's fine. If it's18

current events, I'll take it. So --19

MR. FREUND: But it has to --20

MR. COULTER: -- I can wait.21

MR. FREUND: But it has to do with the22
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preparation of the IEPs and I think that they need to be1

standardized and improved so that you can tell what you're2

looking --3

DR. CHAIKIND: Let me add to that.4

In about 1988, OSEP stopped the quantity5

space to report Special Education expenditure data at a6

national level. Even if -- and the reason was -- part of7

the reason was that no state reported the same thing. So8

you had a column of numbers where there were variations9

all over the place. So, therefore, the only reliable data10

we have are from these special studies we commission every11

10 or 15 years.12

If there was something like a general13

accounting handbook for Special Education where you14

provide a uniform way of reporting data, then it's15

possible OSEP can, on an annual basis, begin to collect16

these data again. So that might be another idea to17

consider.18

MR. JONES: Bill, I had a question.19

Under IDEA there is an obligation for smaller20

districts who don't receive enough federal funds to use21

them in what's called a constructive way, at least as22
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Congress has put it; they are obligated to combine their1

resources with neighboring districts and, in fact, combine2

their programs. I assume there are some smaller districts3

in Southern Washington, Eastern Washington, who might need4

that -- or have that obligation. I'm curious if you could5

comment about that.6

Does it have -- from two perspectives, one7

is, what is the effect on costs? Does it tend to increase8

or decrease costs or have no effect; and, two, is there9

any apparent affect on service delivery and service10

quality?11

MR. FREUND: You know, we've had one study12

after another trying to figure out whether there is any13

difference in quality from one program to another. And,14

frankly, we're not able to capture that with existing15

data.16

We do have one co-op in Southwest Washington17

that's operated by an educational service district and18

they -- I think they have over 15 districts that are19

involved in it, I think maybe required to have at least 1520

districts in it in order to have that co-op.21

And, again, we haven't studied it but I'm22
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under the impression that they are able to offer services1

to students that individual school districts could not2

offer because they are able to aggregate expertise, you3

know, special personnel they are able to attract that4

small, outlying school districts could not possibly get.5

I'm not aware of other school districts that6

are in Eastern Washington, for instance, that are sharing7

Special Ed service, but they may be, I'm just not aware of8

it. I know some of them share business managers, they9

share superintendents --10

MR. JONES: Thank you.11

DR. GILL: I have a question, Steve, for you.12

You mentioned something that -- the notion13

that, prior to 94-142, we had a lot of service sharing and14

things like that and we got this first-dollar15

responsibility notion out of 94-142.16

I was interested if you had seen any17

differences between -- in any of your studies, between,18

like, Part C type of approaches relative to funding versus19

Part B type approaches where, in Part C, you have the20

individual family services plan and you don't have the21

same first-dollar responsibilities that you had in Part B.22
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In other words, under Part C, a school district is a1

service provider, one of an array of service providers as2

opposed to being sort of the sole service provider under3

Part B.4

And I was just wondering if, in any of your5

studies or in any of the economic work you've done6

relative to Special Education, has there been any7

differentiation between Part C type services for students8

age birth to three versus the Part B type services, three9

through 21?10

DR. CHAIKIND: Well, I'm trying to remember.11

There was, in one of the recent annual reports, some data12

on Part C. And, if I recall, they said there was some13

kind of consistency between the shares of services14

received under Part C and Part B.15

And Part C doesn't share as many cases as16

Part B but Part C tends to start at earlier age with17

developmental disability and then that share, over the18

next couple of years, moves into communication19

disabilities. And then, as you get into Part B, the older20

kids, it broadens a lot.21

So, if I recall, those are what the data22
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show.1

DR. GILL: But you're not aware of any2

national studies or you've not participated in any studies3

that compare costs between Part C and Part B?4

DR. CHAIKIND: Not to my knowledge. I think5

your data collects some of that but I haven't seen any6

results on that yet.7

DR. GILL: Jay?8

DR. CHAMBERS: I should mention to you, Doug,9

that we're in the process of working -- or completing the10

Part B study, but also in the Part C study. But we're11

just beginning that process right now where we've12

collected most of the data for the expenditure analysis;13

but we are at very early stages and probably a number of14

months away from any conclusions or reports on that, on15

the Part C.16

DR. GILL: So to be determined; huh?17

I mean, I think people have raised the18

question, does a more collaborative service delivery model19

such as Part C, which I think is kind of a follow-up to20

what Todd was sort of asking, too, with the cooperative21

type programs, is that more or less cost-efficient than22
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kind of a primary service provider model, which is1

obviously Part B?2

DR. CHAIKIND: I think the question is if3

earlier and earlier intervention saves money later with4

reduced needs to services at a later age.5

A while ago I took a look at the relationship6

between low birth rate and Special Education costs and, in7

that study, we've showed that, if even a small percent of8

women who have low birth rate children receive appropriate9

prenatal care, then you could save Special Education10

money. So I think even earlier intervention, before11

birth, could help, as well.12

So I think that's a legitimate question.13

DR. GILL: Okay.14

David, do you have a question?15

MR. GORDON: Thank you, Chairman.16

Our third panelist, who I understand17

unfortunately couldn't be here, had a couple of ideas in18

her testimony, I wanted to get your reaction to them, for19

cost containment.20

One idea was having the federal government,21

through IDE, set an expected level of service defined for22
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certain high-cost disabilities along with a clear1

delineation of what are educational versus medical2

services; that's idea number one. Idea number two is a3

cap on legal fees.4

How would you react to those two ideas?5

MR. FREUND: Well, we've had -- on the latter6

question, we've had school districts asking the7

legislature to provide a sort of a safety net approach to8

legal fees, that is, to have the State share in the cost9

of the defense. It's probably a very tough thing to do10

politically for our legislature, and particularly to put11

limits, since that's been a very hot topic in our12

legislature with respect to torts. The State has been13

sued recently, and has lost a series of cases that run14

into the tens of millions for misappropriate treatment of15

kids in foster homes and several other things; so we're16

being eaten alive.17

But, to this point, the legislature hasn't18

been able to do anything about it because it's so19

politically -- such a politically-charged issue.20

What was -- the other one was?21

MR. GORDON: The first one was the notion of22
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defining levels of service and that, in essence, creating1

a cap on this as the defined level of service and drawing2

the dividing line between what is an educational service3

and what is a medical service.4

MR. FREUND: I don't know what that would5

solve because we're paying for both, unless the idea is to6

take medical services out of Special Education. I'm not7

exactly sure how that would work.8

MR. GORDON: Well, I think the notion, I9

suppose would be, by defining the level of service, you10

define the level of cost and that's it; that becomes it.11

MR. FREUND: Well, we've even had studies on,12

as I said, from our State auditor, about -- and a13

legislative committee about trying to figure out whether14

it was the level of services that was causing the cost15

differentials among students. And they couldn't even find16

the data to support those notions, at this point. We can17

only explain about 35 percent of the variation with that18

kind of stuff.19

So I supposed that, if you came up with a20

uniform way of reporting, it may be possible to do -- to21

establish costs.22
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DR. HASSEL: Did you say it may be possible1

or it may be impossible?2

MR. FREUND: Well, it may be possible but I3

think establishing the level of services may be impossible4

because all kids are different.5

I don't exactly know how -- how would one do6

this. Educational delay, we tried that; that didn't work.7

And, by the way, I'm not a program person; remember, I'm a8

budget person, so you're challenging me at this point.9

But I think that there would be great10

difficulties in trying to do this.11

DR. HASSEL: What about you, Dr. Chaikind,12

what do you think of the feasibility of establishing some13

kind of scale of services, the costs attached to them,14

related to students' characteristics that could be used to15

guide a funding system?16

DR. CHAIKIND: I think you need to be very17

careful because IDEA says we need to provide the best18

appropriate public education for kids with disability.19

And, by precluding that -- you may preclude that by20

setting up a scale of services and education and saying21

that, if it cost more than this, that's it, are you22



70

providing the best education possible for these kids?1

So I think what you want to try to find out2

is how can you provide the best education at the lowest3

cost as opposed to saying you're not going above that cost4

and, when the education gets up to that level, we stop --5

or services stop.6

I think you need to figure out how to answer7

those questions.8

MR. GORDON: Well -- or the other notion9

could be that, having done that, you also have a safety10

net which would pick up the excess costs, but you'd at11

least have some norms and some standards to start with.12

DR. CHAIKIND: So it has just the details of13

each case funding --14

MR. FREUND: All right. There is one more15

thought that I had to your question, which is, our -- what16

we found in our state is that, whenever we tried to pick17

out a single category of disability and put some18

limitation on it, what happened is, is we've gotten19

category creep that school districts figure out how to get20

what they needed to get. So it's very difficult, you end21

up having unintended consequences.22
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DR. GILL: Troy, you have a question?1

MR. JUSTESEN: You talked about the fact that2

you have no categories in the state in terms of categories3

of disability, in the State of Washington. That poses an4

interesting question to me, Doug, because you're still5

required to report to the federal government based on6

those -- the 13 categories in the statute, but you have --7

I mean, that seems to pose an interesting problem for8

states to deal with, states like Washington and others, to9

do that. So I'm curious what your thoughts are on that.10

Secondly, by the fact that you don't have --11

you had 14 categories and now you have none, seems to12

suggest among some that there's a debate about whether we13

should have the 13 categories at the federal level or not.14

And I'd like your thoughts on that.15

Actually, I'd like both of your thoughts on16

that.17

DR. GILL: Do you want me to respond to that,18

too?19

MR. JUSTESEN: Sure.20

DR. GILL: Well, let me start by saying that,21

when you say non-categorical, I think what Mr. Freund is22
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referring to is a non-categorical funding formula; that1

does not mean we don't have the eligibility categories in2

our regulations and we don't report by disability. What3

we don't is, we don't fund by disability.4

In other words, a student with a learning5

disability does not generate more or less money than a6

student with a communication disorder or a student with7

emotional issues or a student with autism or anything like8

that because part of the assumption is in the non-waiving9

of the categories, you make the money available to the10

school districts. So the issue, essentially, is to serve11

the students according to their needs, not according to a12

differential amount of funding they may generate as a13

result of a particular label that has been applied.14

MR. JUSTESEN: Let me ask the question15

differently for you, then.16

Is there any utility at the state level in17

having those 13 categories as opposed to having less than18

13 categories -- or more, for that matter?19

DR. GILL: My honest answer to that question20

would be no.21

MR. FREUND: Well, there may be some utility22



73

in that there is some notion as to what it takes to be1

identified as Special Ed. I don't know if it could be2

done simply on the basis of academic delay. But, you3

know, there are a lot of students that have academic delay4

that are not Special Ed so I -- I don't want to argue with5

Dr. Gill, who is the expert but --6

DR. GILL: It's okay; you do it all the time.7

MR. FREUND: -- but I think he's lectured me8

on -- when we talked about this in the past, about why the9

14 categories of disability are around. And maybe you've10

changed your mind; I don't know.11

DR. GILL: Well, I think from a funding12

standpoint --13

MR. FREUND: Yeah.14

DR. GILL: -- I think that this is -- the15

question for me is from a funding standpoint, is there any16

utility to differentiate between students. And I really17

don't think there is because I think students have to be18

eligible for Special Ed. And, unless I'm misquoting the19

regulations here, you have to have a disability, an20

adverse educational impact, and a need for specially-21

designed instruction. So, in essence, there is a three-22
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part test.1

MR. JUSTESEN: There's four; and they must2

meet one of those 13 categories.3

DR. GILL: And I guess my answer to that is,4

isn't the establishment of the disability and isn't that5

the first part of the test and I don't know if maybe6

Social Security or SSI, maybe, has a better way of doing7

this in a way that doesn't somehow create a financial8

distance and if -- for students to be classified as9

Special Education or necessarily an incident in which10

might increase the numbers. And I think those are sort of11

the questions that have swirled around this whole area for12

a long time.13

Data collection purposes is one thing;14

funding and entitlement purposes is something else again.15

MR. JUSTESEN: But is collecting that data16

useful in any way? Is there --17

MR. FREUND: Well, at this point, somebody18

asked me, in a way, Special Ed enrollment is increasing19

and the only way that I could begin to answer it might be20

to look at those 1077 reports over a period of time and21

see which categories were increasing and look for clues22
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there.1

Other than that, from a fiscal standpoint, I2

don't know what purpose those categories serve.3

DR. CHAIKIND: Well, I look at things from4

the national perspective and, if, in fact, you want to get5

a handle on national Special Education costs, especially6

to the federal government, presumably you would need7

categories in every state where data is similar and8

collecting across states, in some kind of manner or other,9

consistent across states would be important, especially if10

it goes into the debate at the federal level.11

DR. GILL: Any other -- we really appreciate12

you folks' time up here and taking the questions and,13

certainly, the wide array of questions that you did, as14

well. Between your exit and the next panel coming15

forward, we'd like to kind of take a break here at this16

point in time so we can get you off and get other people17

on.18

So we'd like to take about a 20-, 25-minute19

break; so we would start the next panel at 10:10 as20

opposed to 9:50 and, hopefully, that gives the other panel21

to chance to get up.22
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And I'm sure there will be other questions1

that folks on the Commission may want to ask you,2

independently, as well.3

But thank you, again, very much for your4

time; I appreciate the information you've shared with us.5

MR. FREUND: Thank you.6

(Whereupon, a brief recess was taken.)7

DR. GILL: If we could have the Commission8

members and staff take their seats, please?9

We want to move to the second phase of10

discussions regarding cost drivers and kind of11

specifically focus on, as best we can, regulatory and12

administrative costs associated with Special Education.13

And, to help us in understanding some of14

those issues and the policy implications and15

recommendations, et cetera, we have Dr. Jack Daray and16

Paul Goldfinger.17

Dr. Daray is the former Senior Fiscal Analyst18

to the Washington State House of Representatives19

Appropriation Committee and former Budget Policy Analyst20

for the Office of Fiscal Management in Washington State.21

Jack earned his B.A. in social science at22
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Sacramento State College and his doctorate in government1

from Claremont Graduate School here in California.2

So, welcome, Jack.3

Paul Goldfinger is widely known as an expert4

in school finance in California and is a popular workshop5

presenter, as well, having conducted more than 4006

workshops in revenue limits, Special Education finance,7

school district reorganization, and Gann (phonetic)8

limits, which I'm sure you will explain to us what that9

means.10

MR. GOLDFINGER: You don't need to know.11

MR. GORDON: I don't want to know.12

DR. GILL: David Gordon tells me, "I don't13

want to know what that is."14

But we're not going to limit your input here,15

so please tell us what the Gann limits means.16

Mr. Goldfinger holds a bachelor of science17

degree in physics from City College of the City University18

of New York, and an M.S. in engineering science from the19

University of California at Berkeley.20

So welcome.21

And, Jack, you're first up.22
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DR. DARAY: All right.1

Chairman Gill, members of the Commission,2

please bear with me; I just returned from my first trip to3

Louisiana and discovered that, at this time of year, there4

is enough pollen to find any hidden allergy you may have5

had. I notice there is someone here from Louisiana who is6

in the medical business; I'm sure the allergists are7

making boat payments this time of year.8

When I was first contacted by the Commission9

and reviewed the charges to you from the President, it was10

really charge nine that I prepared my talking points on,11

or the detailed talking points. And that really was for12

you to review the experiences of states that have tried to13

change the way they funded Special Education. Obviously,14

Bill Freund, who was here before, covered some of that.15

And so, what you see in my outline here is an16

effort to kind of lead you to understand the context that17

permitted the state to make the change and then some18

comments about the way it looks like it's working out.19

You will have to judge for yourself whether20

you replicate some of those conditions in the national21

level and you will see that I'm pretty insistent on some22
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of the things that I think have to resolve if you're going1

to try to emulate Washington. And I'm not necessarily2

recommending that.3

I have -- I am in the consulting business now4

and I consult to the three largest school districts in the5

state. So I see it now from the other side, from at least6

the last two years, on how it's operating and I'm not7

going to try to be judgmental here, although I'm sure8

you'll cuss me later on on that. But I want to make sure9

that you understand the context.10

So, if you will turn to page 2 on your Tab L11

where really my review starts. And in the charge to Paul12

and I, we were really to focus on the effect of state13

statutes and regulations on the costs and effectiveness of14

Special Ed.15

So I'm going to just go through the more16

generalized set of talking points and point out things17

that address that particular concerns. But I do want to18

make sure that you understand.19

If you look at page 2 under "A Review of the20

Experience of State Financing" and reiterate something21

that Bill tried to set for you; and that is, that the22
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State is under the charge to fully fund a definition that1

it creates and that's as a result of lawsuit in 1977 and2

the finding of the courts, a term in the constitution3

talking about the "Paramount Duty" of the State to the4

K-12 system.5

But one of the things you need to be6

especially cognizant of in considering finance, is the7

terms of that litigation was not about equal opportunity.8

We are an 'ample funding' state; we are the first state to9

be charged because of the, again, words in the10

constitution from the founding fathers and mothers about11

-- to provide ample funding.12

And, when you add to that, a balanced budget13

requirement, what you have for an experiment in the State14

of Washington is, first, a big container, because you15

can't -- you have to have a balanced budget.16

Bill mentioned that, in the '90s, the17

citizens put on an even tighter ring around this18

containment, this Initiative 601, that said that the19

government couldn't grow faster than the growth rate of20

the population and inflation. So, obviously, from a21

financial analysis perspective, you had to go look at any22
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program that was growing faster than those two things.1

And I think, as Bill mentioned, one of them that came up2

when you went and did that test was Special Education.3

So you need to understand this thing as you4

start to say, "Will this work on a more loose...." --5

"...a more open-ended federal situation?" and a lot of6

other states are not operating under that mandate.7

One of the interesting things about the State8

of Washington, if you go to look at statute effects,9

costs, and the effectiveness of Special Education, you're10

not going to find any, really, because it's all in the11

Appropriations Act and I'm sure you could tell, from the12

comments of my colleague, Bill Freund, that the budget has13

an amazing amount of detail in it in terms of driving14

Special Ed policy.15

And so one of the issues you have to look at16

is, if you judge the Washington experiment reasonably17

successful, is whether you want -- whether you need a lot18

of direction in terms of policy, best practices, those19

sorts of things, or whether you can lead it through the20

budget. Again, I'm not going to be judgmental; I've spent21

that last 26 years working in various budgetary capacities22
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so don't take that as a lead to that. But it's something1

you have to kind of consider.2

So let's -- on page 2, under -- one of the3

first things that comes up under B), when the courts --4

and they've ruled several times on what is Basic5

Education; and the second time is when the court includes6

Special Education. But it also included another program7

that is very important; and you'll see that in reference8

to something called the "Learning Assistance Program."9

And, when the state has a program that's10

basic education, what happens is that the Appropriations11

Act lays out very clearly that program. I mean, it's a12

separate entity and, therefore, school districts know13

there is a special -- a separate pot of money to do this14

other thing. In this case, "Learning Assistance" becomes15

fairly interesting in the sense that, if a district chose16

to do it, this could be something of a screen, a state-17

funded, explicit -- something that has to be amply-funded18

-- that first screen for a student on the way to Special19

Education -- or maybe not on the way to Special Education.20

Some districts combine this with Title 1 to21

have a slightly bigger program but, since the early '80s,22
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the State has had this very specific program to deal with1

those students who are not keeping up to speed2

academically. The districts don't have to use it for3

screening for Special Ed but my point is here's something4

laying there that's a layer that probably most other5

states don't have accessed. And it came through,6

actually, by something of statutory error, in a sense. In7

one of the introductory statements to the legislation, it8

said, "All children can benefit from..." and, anytime you9

say "all children can benefit" in a piece of statute, or10

even the Appropriations Act in the State of Washington,11

you can bet there's going to be some litigation down the12

road that said, "If you think it's good for all children,13

you now have taken on the obligation to fully fund that14

or, until you can show that that program is no longer15

needed or has been over-funded."16

The second, under I. C), Local Control.17

Local control is something everyone wants to pay homage18

to, everyone thinks is what's really critical to making19

the K-12 system work -- and, again, I'm not going to be20

judgmental, it's a fact -- and the legislature, because it21

deals with the Special Education budget and Special22
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Education policy in the Appropriations Act, means that1

anything that's in the Appropriations Act tends to -- in2

the education section -- tends to characterize everything3

in K-12.4

Well they love to use the words 'for5

allocations purposes only' because, one, they think that's6

going to keep them out of lawsuits in terms of specific7

requirements, so much for a high school student or an8

elementary student or a science student and it -- so it9

gives them a bit of an out, that is, the State. And, of10

course, it acknowledges this desire to pay homage to the11

local school boards. The State did not have to do that12

and, in fact, was admonished by the court, "If you want to13

keep school, that's your business."14

The problem that creates is on the accounting15

side, on the budgeting side, on the boring side; but16

what's on the very important side in terms of your charge,17

if you're actually going to contemplate of increasing the18

investment -- the federal government's investment in19

Special Education. Because when you say 'for local20

purposes only' that means they can move the money,21

generally, a lot of different places.22
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And, when you try to do the accounting for1

what Bill was trying to explain, what's regular education?2

You know, what's -- to use the politically incorrect term3

-- what's a regular kid cost versus a Special Ed kid.4

In the very first place, trying jut to define5

what the average cost attributed to Special Ed kids is a6

problem because, even though we have a fairly detailed7

accounting system, it doesn't get down to that level of8

detail. So there's a squishiness, again, introduced by9

the statutory reference to 'for allocation purposes only'10

that the best of intentions has some very difficult11

consequences for the Safety Net, which we will talk about12

a little bit more later, because of some of the13

squishiness of the data.14

I've already talked about the State budget15

has to be balanced. And one way to be very candid with16

you is that, one of the things you learn when you do K-1217

finance work for the legislature, is that it's probably18

one of the most emotional areas to deal with in terms of19

doing financial analysis, it's along with developmental20

disabilities. And I've done higher education budgets --21

I've done all the budgets over my years, for the governor22



86

as well as the legislature -- and I want to make sure that1

you understand that Washington was able to take on a2

fairly vigorous, very short-lived debate in 1995 when it3

changed its system because of something allowed it to kind4

of transcend the emotional -- not to pay -- but to say,5

"We have some cost issues we simply have to deal with."6

So that sort of forced the decision, you've7

got to make it, and allow the discussion that usually is8

much more emotional and hard to get to the point of,9

"Look, we have got to pass the budget, what are we going10

to do? We've got to stay within these constraints."11

On page 3 towards the bottom, when I start12

talking about the various elements or the funding change,13

itself, the flat-rate concept, that is getting rid of the14

14 districts, again, for financial purposes -- and that15

was a good question about the -- programmatically what he16

had because the districts saw the programmatic he did, I17

can tell you because I go out and work with him on that to18

a certain extent, mostly do you have it and do you have it19

over time. And that can be a bit disturbing in terms of20

the quality of that data.21

When you have to do what I think that the22


