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PROCEEDI NGS
8:18 a. m

DR A LL: Good norning.

My nane is Doug GIIl. | ama nenber of
the President's Comm ssion on Excellence in Specia
Education and | am State Director of Special Education
for the State of Washington. | welcone you to the
fifth meeting of the Comm ssion; our hearing today is
| ed by the Conm ssion's Finance Task Force, which |
chair.

Qur goal today is to closely exam ne the
conpl ex issues and factors relating to the financing
of Special Education. However, before we get started,
| would like to briefly describe the Comm ssion's
m ssion and activities.

Presi dent Bush established this
Conmi ssion |ast October. H's goal in creating the
Conmi ssion was a sinple one that can be sumed up in
four words: "No child left behind." The "No child
| eft behi nd" message has becone a famliar and
important one. It is the guiding principle of the

new y reauthorized El enentary and Secondary Educati on
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Act; and now the phrase cones into play with the work
of this Conm ssion because, as the President has

poi nted out, those at the greatest risk of being |eft
behind are children with disabilities.

In our work, the Comm ssion will use the
four foundation principles of the "The No Child Left
Behind Act." Those principles are, one,
accountability for results; two, flexibility and | ocal
control; three, expanded options for parents; and,
four, use of educational practices that are based on
good sci ence.

The Conmi ssion is hol ding hearings and
collecting information to study issues related to
federal, state, and | ocal Special Education prograns.
Utimtely, we will recommend policies to i nprove the
educati onal performance of students with disabilities.

The Conmmission's work is not designed to
repl ace the upcom ng Congressional reauthorization of
the Individuals with Disabilities Education Act.

Rat her, the report we produce and issue this sumer
will not only provide vital input into the

reaut hori zati on process but also into the national
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debate on how best to educate all children

The President has charged us with
provi ding findings and recomendations in the
followi ng nine areas: One, cost-effectiveness; two,
improving results; three, research; four, early
intervention; five, funding; six, teacher quality and
student accountability; seven, regulations and red
tape; eight, nodels; and nine, federal versus |ocal
f undi ng.

Today, we will exam ne three of those
areas, funding, financing, and cost-effectiveness.
More specifically, we will |ook at:

One, how Speci al Education funds are
spent. Wiile the adm nistration is funding Speci al
Education at record levels, it recognizes that noney
won't solve all the problens facing Special Education
today. That means we need to |l ook at fresh ideas
about how we can better spend federal resources to
i mprove Speci al Education;

Two, the appropriate role of the federa
governnent in Special Education progranm ng and

f undi ng;
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Three, "cost drivers.” W need to | ook
closely at the factors that have contributed to the
growi ng costs of providing Special Education services;

Four, federal and state regulations and
red tape. W need to review the inpact of regulations
and red tape not only for their potential to increase
costs but al so because they have the potential to
obstruct the ability of schools to better serve
children with disabilities;

Five, the inpact of federal |DEA funds on
state and | ocal education spendi ng.

The Conmi ssi on needs your suggestions to
hel p us tackl e these issues; please tell us about what
wor ks, show us the nodel s.

W will have a public comment period this
afternoon to ensure that everyone has the chance to
provide us with the input. As we exam ne these
i ssues, | hope we can bear in mnd that our goal is to
do what's best for children, not what's best for the
systemor what's best for one governnment agency or
anot her.

As Secretary Paige said at the
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Conmmi ssion's first hearing in January, "The way we
educate our children reveals our character. Let's
show strong character. No Anerican shoul d be
satisfied until every American child is |earning.”

Thank you for your interest in the
Conmi ssi on; we appreci ate everyone who has taken tine
to attend our neeting. We will now open today's
hearing of the Finance Task Force.

| would first like to introduce our two
panel i sts who are going to be with us this norning in
the area of Special Education cost drivers.

The first is Bill Freund; Bill is an
expert in K-12 finance and is currently serving as
seni or budget anal yst for the Senate Ways and Means
Conmittee in Washington State. He has worked for the
Washi ngton State | egislature since 1973 and has held
nunerous assignments in both the House and Senat e,
i ncludi ng public school budgets for 21 years, the
capi tal budget, and revenue and fi nanci al
institutions.

In 1977, after the state's finance system

was found unconstitutional, he played a lead role in
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the design and inplenmentation of a new K-12 finance
system over a nunber of years. |In the area of Special
Education, M. Freund has participated in the
devel opnment of two separate funding formulas in 1981
and again in 1995.

Qur second speaker is Dr. Stephen
Chai kind. Dr. Chaikind is professor of Econom cs and
Fi nance in the School of Mnagenent at Gal |l audet
Uni versity, a position he has held since 1989. He was
naned Gal | audet University's Distinguished Faculty
Menber for 1997.

In addition to currently initiating a
project that will study the econom c and fi nanci al
factors that affect, and are affected by, the deaf and
hard of hearing conmunity in the United States, Dr.
Chai ki nd researches issues related to public finance,
budgeting, and the econom cs of education.

Dr. Chai kind received his Ph.D. in
econom cs fromthe G aduate School and University
Center of the Cty University of New York and al so
holds a B.B.A. and M A degrees from Baruch Col | ege

and City College of New York, respectively.
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So we will begin the testinony this
norning with M. Freund.

MR. FREUND: Thank you, Dr. GII and
menbers of the Conmi ssion.

While |I've spent nost of ny working life
as a budget analyst so | cone at this fromthe
vi ewpoi nt of a state budget perspective. And one
i mportant thing to know about our state is that, since
1977, our state has been under a court order to fully
fund basi c education; and Special Education is a part
of basic education. And I1'd like to start by covering
a bit of our Special Education funding history to set
a context for ny remarks.

Si nce 1975, Special Education has been
one of the nost heavily-studied prograns in our state
budget. And the concerns that the |egislature has,
and has had in the past, are sone of the sane concerns
that you all have here now And, in 1981, followi ng a
study, our state adopted a new Special Education
funding forrmula and it was based on 14 categories of
disability with differing resource levels. And this

was a full-cost fornula and it included a portion of

11
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regul ar education funds attributed to students for the
time that they spent in the Special Education program

In 1993, as in sone other states |ike
California, the state voters approved Initiative 601
l[imting state expenditure increases to the rate of
inflation and popul ati on growmh. As a conseguence,
the | egislature conm ssioned a series of studies of
prograns with high growth rates and Speci al Education
was one of those prograns that had high growmh rates.

The resulting 1995 study found that the
state's l1l4-year-old formula created a financia
incentive to | abel students into high-cost categories
and that, from 1984 to 1994, Special Education
enrol I nent growmh was growing at nore than tw ce the
rate of the regular enroll ment grow h.

Al so, a third thing happened; in 1987,
the state was sued on the use of the Special Education
fornmula and the fornula that we were using was found
constitutionally deficient because it failed to fully
fund the Special Education programin sonme districts
since it was based on averages. And the court

suggested that continued use of the formula was

12
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conti ngent on establishment of a safety net to provide
suppl enental funding to districts with above-average
costs.

Gven this study and to deal with
i ncreasing prograns costs that were no | onger
sustai nabl e under Initiative 601, the 1995 | egislature
changed its funding formula. And the new funding
formul a was based on two categories of disability,
ages zero through two, and ages three through 21.

And, for the three- to 21-year-old group, the excess
fundi ng amount was set at .9309 of the regular
education anount. And the percent of a school
district's funded enrol |l nent as Speci al Educati on was
limted to 12 percent.

And, finally, a safety net process was
established for districts with enroll ment above 12
percent or with denonstrated needs exceeding state
fundi ng | evel s or having high-cost students.

And this new fornmula essentially stopped
growm h for a nunber of years. And, in fact, we had a
nunmber of school districts whose enrol | nment went

negative for several years. But, in the last four

13
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years, Special Education enrollnment growh is once
again growing at a very fast pace, far outstripping
our regul ar education enroll nment.

Now we do have some issues in our state
concerni ng our Special Education cost drivers and
we're not having a problemw th our main funding
formula but there are sone questions that have arisen
as a result of the operation of the Safety Net and in
establ i shing Safety Net award anounts.

And so these questions include: Wat are
legitimate costs for Safety Net funding?;, |s cost
variation anong districts due to factors within a
school district's control (such as district
phi | osophy, service delivery choice, or accounting
practices) or beyond their control (for exanple,
student characteristics)? Do districts for which
costs are being conpared provide a simlar quality of
servi ce? | think most -- all of our districts are
providing -- but, when we | ook at individual cost
differences, we find large differences for students
that | ook alike.

There has al so been the issue of, what is

14
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excess cost? And this has special relevance to our
state because sone districts allege that the state is
not neeting its nmandate to fully fund basic educati on.
So, for us, it's inportant to know, what's included in
‘cost'? For exanple, is the district's Speci al
Educati on program adequate, is it an enhanced program
is it efficient, are any other prograns costs

i ncluded? Are excess costs properly all ocated?

And, effective this year, our state
accounting systemdeals with the notion that not al
costs of a Special Education classroomcan be
attributed solely to Special Education. Qur state
phi |l osophy, and it's enbodied in the state
Appropriations Act, is that Special Education students
are regular students first, and for the entire schoo
day, and are entitled to their full share of regular
education funds.

I n an accounting context, this neans that
Speci al Education program staff are al so providing
regul ar education and part of their costs mnust be
assigned to the regul ar educati on program

As to the reasons for cost differentials

15
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anong school districts, several studies have addressed
this. And a 1992 State Education Agency study found a
strong correl ati on between availability of |ocal funds
and total expenditures for Special Education. The
study al so noted that cost differences anong districts
were largely due to district admnistrative and
servi ce phil osophy, and accounting practices.

Al so, as part of the 1999 formul a change,
the | egi sl ature began funding a Speci al Education
audit teamin the State Auditor's office. And, since
1996, this team has exam ned Speci al Education
prograns with high rates of growth, high costs, or
ot her aspects warranting attention by the Safety Net
Conmittee. And we do have a Safety Net Committee to
all ocate Safety Net funds; Dr. GII| happens to be one
of the people involved in that.

And the audit team was created because
the legislature did not knowif, in creating a safety
net, it had created a black hole. And this team
reported inconsistencies in school district practices
and di scovered a nunber of problens with |IEPs.

Anmong ot her things, the activities of
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this audit team have increased the quality of our |EPs
t hroughout the state and made school prograns nore
efficient.

Maki ng determ nati ons of need for safety
net purposes is difficult because there is no
benchrmark for |evel of services or costs. And the
Safety Net Conmittee is presented with requests from
school districts consisting of budget nunbers,
enrol I nent, staffing, and a statenent regarding the
reasons for the request. But there is no qualitative
tool to assess the submittals.

So the question that the Safety Net
Conmittee is faced with when they are | ooking at these
Safety Net applications is, are they |ooking at an
enhanced progran? |s the reason that the school
district can't live within the anmounts that it
receives fromthe State because, in essence, they have
nore than an anple progran? Maybe you want to call it
an excel l ent program naybe not.

But, accordingly, the legislature
requested the State Auditor study whether establishing

benchmar ks was possible. And the Auditor tested for

17
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I i nks between academ c del ay and the investnent of
Speci al Education instruction tinme. And the Auditor
concl uded that 86 percent of the variation in Special
Education instruction time provided to Speci al
Education students is driven by factors other than
student acadeni c del ay.

So, at this point, there is no handy
yardstick for us to evaluate a school district's
request for Safety Net funds.

l'd like to now turn to the
reconmmendat i ons.

And, nunber one, if federal assistance
for Special Education is based on costs, it should be
based on excess costs.

Secondly, if costs formthe basis for
federal funding, they should be based on a nati onal
average or an index which accounts for denographic
characteristics of states. And | say this because of
equity considerations. Basing federal assistance on
i ndi vidual state costs would increase existing fisca
di sparities anong states. And, if there are concerns

about potential underfundi ng anong states, they could
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be addressed by setting aside sone funds for regional
safety net funding.

And you may be wondering about the size
of our Safety Net. And it's about three percent of
our Special Education -- State Special Education
funds; and it's been nore than sufficient so far and
it's been in operation since 1995.

Third, federal Special Education
assi stance should continue to limt the percent of
total enrollnent funded as Special Education.

O herw se, increases in federal funding may add to
existing fiscal incentives to identify | ow performng
students as Special Education. And, again, if limts
are concerned, | think they shoul d be addressed using
a regional safety net.

And, as federal assistance increases, a
nmechani sm needs to be devel oped to relieve the burden
of states that are fully funding the excess costs of
Speci al Education. And, of course, this would require
some changes in mai ntenance-of-effort requirenents.

And 1'1l be glad to answer questions -- |

don't knowif it's now or --
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DR dLL: OCkay. W're going to go to
Dr. Chaikind and then we're going to take the
opportunity to ask both of you questions at the sane
tine.

So, Steve?

DR CHAI KIND: Thank you. Good norning.

|'mhere, first of all, as a researcher
and |I'mnot representing Gallaudet University.

M/ testinony today is intended to provide
a brief --

MR. JONES: Can you speak nore directly
into the m crophone?

Just so all of our w tnesses who are here
t oday know, the m crophones are being used by the
transcri ber to make sure we get a record of this and,
at every neeting, we have to nake sure we get as nuch
into the mcs as we can.

DR CHAI KIND: Thank you.

M/ testinony today is intended to provide
a nore general and brief overview of the issues in
Speci al Education finance and especially in the ways

the finance of Special Education is related to the

20
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quality of education the students receive.

In | ast year's yearbook for the American
Educati on Fi nance Association that Bill Fow er and I
co-edited, we said the following, that nowis the tine
for the sonetine provincial field of education finance
to reaffirmits bonds with the w der education
conmmunity. No |less can be said about Speci al
Educati on.

And, by the 'w der education conmmunity,’

I nmean we need to look at a lot nore than just the
technical funding fornulas that occupy a |lot of state
directors' tine by a lot nore than the degree of
federal versus state support, or even the overal

costs of Special Education, and try to link these
techni cal finance mechani sns sonmehow with things |ike
educati onal processes, curriculum outconme, and even --
and post-school success for students with
disabilities.

|'mnot sure | have a whole | ot of
answers on how to do that yet but | have a nunber of
issues 1'd like to point to the Conm ssion for your

consideration in the next nonths.
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To be sure, Special Education has been an
unqual i fied achievenment in the United States in the
| ast 25 years since P.L. 94-142 was passed. There are
a lot of kids who would never have even gone to school
prior to the passage of this |aw who are now in
Speci al Education prograns. Right now, about 6.3
mllion students receive sone kind of Speci al
Education or other in the United States. The total
costs of Special Education are a little nystic, harder
to determ ne, but a good guess is that, nationally,
we' re spendi ng between $40 and $50 billion a year on
Speci al Education, probably closer to $50 billi on,
wi thin that range.

So the first condition in any discussion
of relating Special Ed finance to outconme is to figure
out exactly what the costs of Special Ed are. And the
current Special Education Expenditure Project, or
SEEP, being led for OSEP by Jay Chanbers, Tom Parri sh,
and their colleagues, will shed sone new light on this
question. SEEP will add fresh and di saggregated data
to those reported in the three previous inportant

studi es of Special Ed finance. And all three of these
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studi es over the last 35 or 40 years have shown t hat
Speci al Education costs between 1.9 and 2.3 tines the
costs of regul ar educati on.

Sone prelimnary data fromthe SEEP
survey indicates that that ratio is now about 1.9
times the costs of Special Education. But it will be
interesting to see what the final data showin terns
of how a nore mature Special Ed systemis being paid
for.

And the historical data al so show that
Speci al Education costs seemto be driven by, first,
the population of children in the cohorts qualified to
get Special Education; second, by the nunber of
children with disabilities identified within that
cohort; and, finally, by the nature of their
disabilities and their educational needs rather than
by any ad hoc increase in the cost per student.

As these new data are cal cul ated and
di ssem nated, there are a nunber of additional policy
issues 1'd like to indicate now, and here are sone
general observati ons.

W're learning a | ot about the costs of
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Speci al Educati on now and we're even begi nning to know
somet hi ng about the outcome from Speci al Education but
what we have very little know edge of is the processes
or practices that connect those resources to the
outconme. And by processes, again, | nmean, in the very
general sense, everything and anything including
teachi ng and cl assroom net hods, curriculumreform
resource allocations, service provision, or even
organi zati on of structure that can result in inproved
outcone for kids with disabilities.

Part of this basic question is about
quality and efficiency and | can say the sane thing in
two different ways, the same question that | can pose
to you in two different ways. The first is, how can
we i nmprove outcones for kids with disability at the
same cost; or say the sane thing a little bit
differently -- as an economst, | think this way --
is, how can we provide the sane outconmes at | ower
cost? That is, are there better ways to provide free
and appropriate public education, as well as rel ated
services, for kids with disabilities.

We know little about this, again,

24
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especially in relation to the costs or savings from
i npl ementi ng educational innovation within Special Ed.
In fact, there m ght not even be one process, one
factor, or even a group of processes, that lead to
i mproved outcones but it could be a continuum of
processes that actually, in the end, conme down to what
happens in the individual classroomor what the
i ndi vi dual teacher does.

Anot her issue to consider when |inking
the financing of Special Ed to outconmes is to | ook at
the type, quality, and delivery place of supplenental;
and rel ated services. These are things |like
transportation, nedical services, assessnent, therapy,
eval uation, and so on. And previous studies have
shown t hat these costs can range from between 19 to 46
percent of total Special Education costs, depending on
how t he cal cul ation are made. One area for the
future, then, would be to exam ne which of these
rel ated services are being received by which kids in
what pl acenent setting and how all of these services,
and the costs of these services, relate to outcones,

and what kind of nodel can be devel oped to anal yze
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t hat .

Anot her question, of course, is who pays
for these services. Prior to P.L. 94-142, a nunber of
i ndependent agenci es, health agencies, vocationa
agenci es, have paid for these services and, when
Speci al Ed cane in, how the Special Ed absorbed nore
and nore of the cost of these services.

So, if there are individual state
agenci es providing these and they are not paid for by
State directives for Special Education, or if there
are private third- party payers, are these services
bei ng coordinated and is there cooperation between the
providers to provide the best possible conbination of
related services to kids with disabilities?

Al'l of these issues raised in testinony,
again, try to relate the finance of Special Ed to
out conmes. You need to keep in mnd, however, that

out cones for Special Ed, for kids with disabilities,

depending on their disabilities, nmay differ a lot from

those in regular education in subtle, and sonetines
not so subtle, ways. For exanple, for sone kids with

disabilities, just being able to live independently

26
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could be a goal and these are picked up by the nornal
nmeasur enment and assessnment processes we have.

As anot her exanple, for sone kids where
assessnent requires a witten examor -- if these kids
aren't provided the appropriate services or enough
time to read the exam then the result m ght be biased
and we mght not really neasure what we're trying to
neasure. So we need to keep in mnd that, for kids
with disabilities, sonetinmes, even though ... outcone
assessnent to those in regular ed is a goal of the
1997 anendnents of | DEA, we need to keep in mnd that
sonetines the goal is different. And all of these
t hi ngs should be in these kids' |EP;, but you need to
keep it in mnd.

Finally, | would be remss if |I didn't
note that many of the issues | have just raised,
assenbling accurate data, determ ning the best
educati onal practices, and even figuring out what
out comes shoul d be for Special Ed all require study
and research. Hence, continued revenues are required
to support the research to validate the nost

successful inplenentation of Special Ed.
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So | et me sunmarize the reconmendati ons
have here, that cane out of this. First, we need to
careful |l y assess disaggregated recent actual cost data
across and within disability, type of service
recei ved, placenent, geographical region, node of
delivery, and student characteristics, anong other
t hi ngs.

Second, we should continue to search for
t he best educational processes and innovations to
achieve results for students with disabilities. W
should study in nore detail the role and alternatives
for optimzing the use of supplenental and rel ated
services. W should carefully consider the rate of
out comes from Special Ed; and, finally, we need to
support the research and study costs that validate
Speci al Educati on success.

Let me add one nore thing. And, you

know, we're tal king about all these arcane finance

concepts -- and | hopefully didn't nmention any arcane
concepts here -- we need to keep in mnd that we're
still talking about real kids with real disabilities

who have real needs; and doing the right thing nmeans
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obt ai ni ng the best results.

And 1'1l be happy to answer any questions
you have, as well.

DR dLL: Thank you.

Comm ssi oner s?

Well, let me just introduce each of the
Conmi ssioners to you a little bit.

To ny far left, in the corner, Bryan
Hassel ; next to Bryan is David CGordon, and he's a
California person, the Sacramento area; next to David
is Alan Coulter, Alan Coulter is from Louisiana State
Uni versity Medical Center; Todd Jones, Executive

Director of the Commssion; I"'mbDoug GIlI, State

Director of Special Ed in Washington State; next to ne

is Jay Chanmbers fromthe Center for Special Education
Fi nance; and Troy Justesen, who is staff to the
Conmi ssion, as well. Just so you fol ks kind of know
who we are.

| guess | could start with the first
question. And ny first question is probably for both
of you but I'lIl start with M. Freund since he was

first up this norning.
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And the question is, how would you define
excess costs and what particul ar el enents woul d be
part of that definition?

MR FREUND: Well, excess costs are costs
over and above the cost of regular education. In our
funding forrmulas in the state, we have excess costs
for transportation, for bilingual, for learning, it's
just all those excess costs; it neans they are on top
of regul ar educati on.

Now, when | was tal king about excess
costs with respect to Special Education, | did not,
and do not, include transportation costs as part of
the .9309 that |I'mtalking about.

Does t hat answer your question?

DR dLL: Wwll, would there be any ot her
elements? | nean, if one of the elenents certainly is
t he basic education unit, another elenment is the
additional or excess costs on top of that basic
education unit, so collectively they are the fundi ng
base for Special Education. Are there any other
el ements that you think the Conmm ssion shoul d consi der

in the context of excess costs determn nation?
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And | think one of the things that
sonmeone nentioned was the percentage of the popul ation
as a paraneter of sone sort of fornula, too.

DR CHAIKIND: Well, innmy -- |'ve been
told recently that the word "excess costs" is going
up. | think that Jay nentioned that. But, in ny
mnd, if you |look at the cost of educating the kid in
regular ed with no disability, how rmuch is that cost,
and then you take the average cost of a typical kid
with a disability in Special Education and you take
the difference; to nme, that woul d be the excess costs.
How rmuch nore are you spending for this kid because we
have a Speci al Education progran? And, if I'm
renmenbering the data right, the total |ast year or the
year before was about $12,600 a kid in Speci al
Educati on on average; the cost for a regul ar
education, sonething |ike $6600. Therefore, the
excess costs, the way | would define it, would be
sonet hing |ike $5900 that would get you that 1.9
ratio.

DR dLL: Ckay.

DR CHAIKIND: And that includes
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everything, | think, including sone services from
ot her prograns that m ght be within that nunber, as
wel | .

DR dLL: GCkay. So what | think | hear
both of you saying is that a student identified as
Speci al Education does not in any way dilute the fact
that they are regul ar education or general education
students first. So, when you say excess costs, |
think 1've heard both of you say that it's in addition
to the costs of providing a basic education. So you
take the basic education costs tinmes a factor -- let's
say it's 1.9 or whatever it happens to be, sonewhere
between 1.9 and 2.3 if you believe the studi es over
the | ast several years -- and then subtract that basic
education unit fromthat total nunber and that derives
excess costs in your mnds; is that accurate?

DR CHAIKIND: In mnd, yes. Again,
these kids mght not be in a regular education
classroombut, if they had no disability, it would
still cost that anount.

DR dLL: That's correct. They're still

enrolled in the school district; are they not?
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FREUND:  ( Nods)

CHAI KIND:  ( Nods)

G LL: Ckay.

GORDON: | have a question
G LL: David?

GORDON:  Thank you, Chai rnan.

= 3 3 3 3 3 %

Freund, you nentioned that, in your
state, you put the cap on, | think you said in 1995
and, quote, basically stopped or slowed down, and now
it's begun again. Help nme understand, in the behavi or
of school districts, what is going on now to nake it
rise again? Because | think it ties back to our other
wi t ness' point about the interaction of regular ed and
Speci al Ed being very inmportant in all of this.

MR FREUND: Well, to start wth,
whenever we change our funding formulas, it's kind of
like districts step back, it's kind of |ike a wave
goi ng backwards, you know, before it cones -- hits the
beach. So there was a pause while school districts
figured out what the new fornula was and how t hey
could operate within the constraints of 12 percent.

| don't exactly know what now i s causing
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the increase in Special Education enrollnment. | wll
tell you that the legislature, now with federal funds,
has increased the percentage that it will fund next

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

enrol | ment.
So, as to the reasons -- and I"'mgoing to
talk about this a little later -- it nmay be that sone

under achi evi ng students are now being put into Special
Educati on because of the new No Child Left Behind Act
and the '97 changes in ESEA and our own State
adequat e-year | y-progress requirenents. And then there
is alarge financial incentive to put students into
Special Ed. W lay out about a little over $600,
maybe $650 per student for remedi ation. The anount
that is provided by the state for Special Education is
six times that anmount. The school districts don't
| ose their renediation noney if they put a student
i nto Speci al Educati on.

So | haven't studied this to see which
category of Special Education is increasing; and maybe
Dr. GIl could talk about that. But it nay be the SLD

popul ation but I'm-- we haven't studied that and
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rat her suspect that our legislature will start
studying it next year because we're facing another
billion dollar shortfall in our budget.

MR. GORDON: Thank you.

DR Q@ LL: Bryan?

DR HASSEL: Dr. Chai kind, one of the
points in your testinony, which |I've also read in
other places | think, is that, if you | ook at
i ncreases in Special Ed costs over tine, they're
conpl etely driven by changes in popul ati on rather than
changes in the costs of educating particular students
with particular characteristics. And | wonder if you
could coment on that. |Is that, in fact, your view of
t he evi dence?

And, secondly, are there any exceptions
to that overall generalization? Are there certain --
do you know if there are certain kinds of disabilities
for which costs per student have been rising or going
down that go away fromthat general trend?

DR CHAIKIND: Well, | think |I said that
it appears that that's how costs are growing. That is

based on the data of 1.9 to 2.3, back to 1.9 again
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It seenms to show that the costs appeared, on average,
is about the same as it's been over this period.

But, of course, there are variations by
disability and by the nature of the disability, by the
severity of the disability, by the service need; and
part of the variation in the cost of the tine is that
we're getting different shares of kids with different
disabilities within the program and sone hi gh-inci dent
disabilities are | ower-cost disabilities and,
therefore, the average cost could go down because of
that, for exanple.

So there's all kinds of variations going
on underneath the averaging. So | don't think it's
only popul ation, but those who are identified as
having disabilities and, if identity is becom ng nore
preval ent, then, of course, it will go up for that.

Does t hat answer your question?

DR Q@ LL: Jay?

DR CHAMBERS: Well, 1'm always pl eased
when | hear a researcher tell us that one of the
recomrendations is that we need nore research. Being

a researcher nyself, |I'malways excited at that
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prospect that keeps us enployed. It also nmeans that
the issues are quite conplex and there's nmuch to do
and we're never going to really resolve sonme of these
i ssues once and for all.

|"'mglad to hear Steve's coments rel ated
to expenditures versus costs. As an econom st,
think those two terns, to the general public, probably
are sonewhat synonynous but we've cone to use the word
‘cost' to replace 'expenditures' and, in fact, they
are two different things. They are related to one
anot her; cost inplies we know sonet hi ng about the
out cones, that we're providing equal opportunity or
equal outcones in sone way, or that we can benchmark
the outconmes in sonme fashion and say, "What does it
cost to provide services to a particular kind of
student?" O it says, "How rmuch nore does it cost to

provide..." sonmething, a set of outconmes that's
simlar to sone other group, let's say the average
regul ar education student.

In fact, all the studies that have been

done in the past, and al nost every study that's done

at the state |level, is talking about expenditures,
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which tells us what districts are spending for
di fferent kinds of children but really doesn't give us
information to help to determne what it really costs
to provide services to a particular kind of child.

In conmrents regarding Bryan's --
Conmi ssi oner Hassel -- excuse ne -- his coment --
disability doesn't really tell us nmuch about pupil
needs. Dr. Chaikind referred to that in his conrents.
The amount of variants that can be explained in
expenditures related to disability is pretty small.
W need to know nore about individual pupil needs.

But I'Il stop ny comments at that point
and get on to a question.

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

MR FREUND: -- a wish-- it's not Dr.
Freund; | wish it was, but --

DR CHAMBERS: Ch, excuse ne.

MR FREUND: It's M. Freund.

DR CHAMBERS: M. Freund -- thank you.

MR. FREUND: Thank you.

DR CHAMBERS: | guess |I'd like to hear a

little bit nore about how the Safety Net funds program
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operates in the state. You said it was three percent
of the funding for Special Education, did you nmean?
Is that -- did | understand that?

MR. FREUND: Yes, it's three percent of
the state funding for Special Education.

Before | answer your question, | did
intend to address the question of costs versus
expendi tures and neglected to do so when | was talking
about the recomendations. Because, in fact, our 1981
formul a was based on costs. The 1l4-categories of
disability, that was based on a two-year study which
exam ned what were all the elenents that were needed
to provide an education for each category of
disability. And so that included rel ated services,
psychol ogi sts -- and so -- the whol e ganut.

And so it's only when | was tal king about
the recommendations and | think, at that point, what
you're faced with is you don't have costs -- if you're
| ooking at different states' data, you have
expendi tures and you don't even know what is in those
expenditures. You don't know if they're clean

expenditures -- and by 'clean' | mean excess costs.
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They may include all sorts of things; it depends on
t he sophisticated nature of states' accounting
syst ens.

Wth respect to your question about how
does the Safety Net work, we established a Safety Net
Conmittee and it's conposed of various school district
personnel, so that we have school district
superintendents on this conmttee, educational service
di strict personnel, we have curricul um experts,
finance experts, state auditor, and Dr. GI1l; and they
are supported by SBlI staff (phonetic).

So this Commttee's task is to figure out
how to all ocate the about three percent of dollars
that the legislature appropriates. And | have to say
that, since inception of the Safety Net, not all of
t he funds have been all ocated, only about two-thirds.
| think sonewhere around two-thirds has been all ocated
in each year.

So initially there was great fear that
the $12 mllion that was put into one of the Safety
Nets -- and we have a couple -- that that wasn't going

to suffice. And what -- as | recall, initially,
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think we started at $15 mllion and then, because the
funds | angui shed, the | egislature reduced the anmount
to $12 mllion. And we also have a high-cost Safety
Net; so the conbination of the two is about three
percent of our total funds.
And this Safety Net Commttee neets, oh
about every quarter; and school districts submt
applications consisting of all sorts of data that --
and there are forns and the like. And we neant to
bring
the forns with us so you could see exactly how it
oper at es.
And basically what it -- what the data that
the school districts are required to submt conpares their
prior year expenditures to the current year's expenditures
for which they are requesting noney. And the question
that the Safety Net Conmittee deals with is what is it
that -- if you lived within the state fornula | ast year,
what is it that causes you not to be able to live with it
this year, what factors. And they request an expl anati on.
And it's difficult. 1'd say, having sat in

on a lot of those neetings, it's difficult to determ ne
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how | egitimate their request is. But as a jury of schoo
district peers, they do have to convince this Conmittee;
and, in watching this Commttee, |'d have to say they're
pretty tough.

DR. CHAMBERS:. How would you change it? |
nean, based on what you've seen -- | nean, is it -- do you
feel it's operating effectively, is it something you woul d
recomrend to sonebody el se?

MR. FREUND: | happen to be in a unique
position because | get to wite the State's budget. There
i s anot her House and we do work together, but | do get to
make recommendati ons on how to nake it nore efficient; and
| would say to you that the Safety Net hasn't -- over the
years, there have been a nunber of changes and, in fact,
the Safety Net is changed for next year. Were we used to
have two Safety Nets, now we're only going to have one
Safety Net. So the high-cost Safety Net portion has been
folded in into the regular Safety Net.

And, when | say two Safety Nets, the
calculations for both were relatively the same but they
had different fund sources. W have always funded the

hi gh-cost Safety Net piece fromfederal funds.
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DR. CHAMBERS:. The high -- did you say the
hi gh --

MR. FREUND: Hi gh-cost, high-cost student
Saf ety Net piece has been funded fromfederal funds. And
then the Safety Net for districts that have unnmet needs,
that is -- and, when we say unnet needs, we nean after
t hey have exhausted their regul ar educati on noney, their
State Special Education noney, any other nonies that the
State provides, the federal noney, after that -- so you
take all the revenues and then you stack it up agai nst
expenditures, if there is a deficit, then they cone in and
ask for the deficit and they have to present clear and
convi ncing reasons for why it is that the State should
gi ve them noney.

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

MR FREUND: There is a threshold and it's
$15,000. And you understand that we're providi ng about
$8,000 -- alittle less than that -- for Special Education
students, and that's a conbi ned State regul ar education
noney and the Speci al Education noney. So it's about
$8,000, a little less than that. And a threshold of

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

have an array of students within the formula, that is

hi gh- cost students and | owcost students. And we know

that a |l arge percentage of the students that are

identified as Speci al

students, for exanple,

Ed are -- tend to be | ower-cost

SLD and CD, communi cati on di sorder

t hose do not cost as much as sone of the -- for instance,

mul ti pl e di sabi

ities.

So it's assuned that every school district

wi I | have sone hi gh-cost students and that the high cost

of those students wll

cost students.

be averaged out over all the | ow

So we' ve adopted a threshold of $15, 000,

which is alnost twice what is provided under our fornula.

And, once school

districts can show that they have that -

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

have to show fi nanci a

need, as well. That is, just

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

you rmust al so show that you need the noney, that is, that

you cannot live within the state and federal dollars that

are provided.

And school districts are also -- they' ve been

provi di ng | ocal

f unds,

they are expected to continue to
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provide their |ocal funds because our funding formulas are
not intended to replace |ocal funds.

DR, CHAMBERS:. Wuldn't what you j ust
descri bed have a differential inpact on districts that
have a greater capacity to provide services in the first
pl ace, high-wealth versus | owwealth school districts?

MR. FREUND: Well, there may be sone
variation in the amount of |ocal funds that are provided,
but our state has a levy lid in place and so we do not
have the range of differences in our state that other
states have. Qur levy lid allows school districts to
coll ect 24 percent of the state and federal funds that
they receive. W do have sone districts that are
grandfathered at slightly higher anounts but the range of
disparity in terns of dollars between school districts is
about a maxi mum of 33 percent.

And, when | talk about it that way, | should
| et you know that it's probably not appropriate to talk
about disparities in terns of dollars in our state because
we have resource allocation formulas, or an input fornula.
And the inputs are based on staffing costs and it is

possi bl e that you could be conparing a district with
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rel atively inexperienced staff with a district that has,

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

disparity, in terms of dollars -- if you were |ooking at

dollars, it would be a factor of a hundred percent
di fference.

But we don't call that a difference because

we have what we call a staff mx factor so we all ocate

based on school districts experiencing education of their

staff.

| probably conplicated this a little too nmuch
but --

DR. CHAMBERS:. No, you've stinmulated nore
guestions but I'mgoing to relinquish ny tine here.

DR @ LL: David, you' ve got a followup
qguestion that you'd |ike to ask?

MR, GORDON: Thank you, Chairman.

Just as a followup on the Safety Net,
think I understand but hel p ne.

A hi gh-cost student would be, say, a child
you have to send to a private school, a residentia
or --

MR FREUND: Yes.

school
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MR, GORDON: -- something |ike that. Now, on
t he non-hi gh-cost group, as | understand the system the
district cones in, when at the end of the year, and says
basically, "W ran out of noney."?

MR FREUND: It would be -- they can do this
at the beginning of the year; it's based on their budget.

MR, GORDON: (kay, based on the prior year,
t hen?

MR FREUND: No, it's based on the current
year. They have a current year budget, they know how nuch
revenue they're going to get, they know what they budgeted
for, they hired staff and --

MR, GORDON: (Ckay, so hel p ne understand.
How does the Comm ttee, or whonever, validate that they
haven't sinply inappropriately over-identified? |Is there
any cross-check to make sure that their assertion is
correct?

MR. FREUND: Yes. The way that that's
validated is based on conparison over the prior year. So
it's assuned that, in the prior year, one hadn't over-
identified. So it's a tenporal calculation, let's say,

conparing one year with the next year. That's the base
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year --

DR dLL: Plus, | think, just to add to
that, that you know what the allocation is; it's
essentially 12 percent of your K-12 population. So one of
the reasons that a district could come in for Safety Net
is to say, "Well, our percentage is now 13, 13 and a half

percent." and that's a difference than | ast year.

So the question becones, why is that a
difference than last year's, is that a difference in any
kind of practice that you, as a district, has engaged in
or, indistricts of -- and we have very small districts in
Washi ngton State with 50 to 100 kids -- if you had two
kids, there is your difference.

So, you had to come explain why you're
spending nore this year than you' re going to get in
revenue and what those reasons are attributable to, it
could be a percent difference, it could be a difference in
the change in the funding formula from'95 that's a
carryover, or it could be sonme other factor that is beyond
the control of the district, or it could be one or nore or

an aggregate of individual high-cost students.

| think, as Bill pointed out, that the issue
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is, can the district establish, if need be, sone sort of
t hreshol d conpari son of budgets to actuals and then,
second, what is the rationale for that difference.

Does that help clear that up?

MR, GORDON: Yes, thank you.

DR G LL: Bryan?

DR HASSEL: |If you look at the amount that
you spend out of the Safety Net funds, do you have a sense
of how much of it goes to districts that say, "W're over

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

12 percent." versus "...we have a hi gher cost per student
than you told us we would."?
MR. FREUND: Actually, | have a piece of
paper that | brought with me that's got that on there.
But maybe, Doug, you can --
DR G LL: Go ahead.
MR, FREUND: |'mgoing to have to | ook for
it; maybe | can field another question while |I'm1 ooking
for the piece of paper.
DR HASSEL: The other question |I had was

whet her -- you say you're not spending the full amount of

funds. Are you not getting requests for the full amount
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of funds or are you turning down requests that are not
| egi timate?

MR FREUND: W do have a -- | don't know if
we had a request for the full anmount of funds.

Let me see here. | don't have it; | didn't
bring an annual nunber with me.

At any rate, | don't think that we've ever
had the full anmount requested for the state-funded piece
of the Safety Net, but our high-cost Safety Net has
exceeded the appropriation anmount that the |egislature
had; and it is growi ng by | eaps and bounds.

And the way that the budget was crafted was
that the legislative appropriation of federal funds was a
m ni mal appropriation of federal funds and the agency then
had to cone up with all other avail abl e federal revenues
if Safety Net awards exceeded the appropriation anount.

So that piece of the Safety Net has not been
capped. And for next year, by the way, we're going to all
federal funds for our Safety Net next year and it is not
-- the Safety Net is not capped. That is, the agency wl|
-- if they award nore than -- if the Safety Net Conmttee

awar ds nore than what has been appropriated, then the
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agency is to apply all avail abl e federal funds,
di scretionary federal funds, to fill the hole.

DR dLL: Troy, do you have a question?

MR. JUSTESEN. Before | ask the question, |
want to thank M. Freund for com ng because he was under a
great deal of pressure with the State |egislature, as you
know, Doug. And, every day he would call and say, "I
don't think |I can nmake it but I want to nmake it..." so
let's | eave himon the schedul e.

And | want the nenbers of the Conm ssion to
know t hat he went through a great deal of effort to nake
sure that he could be here, including no sleep.

DR dLL: Troy, we need you to talk into the
m cr ophone.

MR, JUSTESEN. (kay, how s that; better?

DR dLL: That's great.

MR JUSTESEN: You nentioned, and |'m not
sure | was follow ng you very well, Bill, and |I'mcurious
about your reference to regional determi nation for safety
nets on a larger national scale? Ws | follow ng what
your comment was? And, if | were --

MR FREUND: Yes.
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MR JUSTESEN. -- el aborate on that nodel

MR FREUND: Well, it occurred to ne that
you're facing a large problem which is, if you're trying
to figure howto lay out federal funds and if you're
trying to use a 40-percent nunber, what do you base it on?

And the question is, can you cone up with
cost or expenditures? And | think that, ultimately, you
end up having to use expenditures if that's what you're
going to try to do.

You know - -

MR, JUSTESEN. Regionally, though, what

reason would there be --

MR. FREUND: Well, because there may -- if
you do establish a safety net, | rather doubt that you can
make it work on a -- that you'll have a schematic for how

it's supposed to work. You can't sit there and quantify
this thing, it's -- what's the word I'm 1| ooking for, Doug?
-- it's not quantifiable, it's kind of like --

DR G LL: D screet.

MR. FREUND: Well, that's nice of you to say
that but I -- it takes a lot of work to nmake these

determ nations; there's no yardstick. And so the idea of
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having a national safety net commttee to nmake these
determ nations neans that probably it would be operating
year around and it would be a | ot of work.

So, rather than having a nunber of people
doing this full time, |I think that if you broke the task
up into regions and assigned certain |imted pots of
noney, people in the region would know t hat they coul dn't
allocate it all, say, to one state because then there
woul d be nothing left for the others.

It al so gives you an opportunity to put
school district personnel, maybe fiscal people, on such a
conmittee. So that's why | say regional

Qur Safety Net Committee spends -- what is
it, two days every quarter? There's quite a bit of
honmewor k that our Safety Net people do -- | nean a | ot of
honmewor k, particularly with the high-cost Safety Net,
because what they're doing is reviewing |EPs for validity
and then they're | ooking at the services that are being
provided. And so we have program personnel on the
Committee that are able to nake those kinds of
determ nations and then the school districts show up and

they have to justify -- they have to face an array of



10

11

12

13

14

15

16

17

18

19

20

21

22

guestions fromthe Safety Net people as to why it is that
t hey requested the noney.

MR. JUSTESEN. Are you saying that this is a
recommendati on for consideration for the nenbers of the
Conmi ssi on?

MR FREUND: | think that -- | was talking
about what you would fix, here, your reinbursenent rate
on. And | think that, ultimately, you can't use -- |
don't think that you're going to be able, within your tine
constraints, to establish costs so you're going to have to
go of f of expenditures. The problemis that | don't think
that you know what expend -- what excess costs
expendi tures are because not all state accounting systens
are the sane.

And that is why | said to use sone sort of a
nati onal average because, otherwise, | -- you know, the
nore sophisticated the accounting system-- suppose you're
given -- somebody is giving you a full cost nunber as
opposed to an excess cost nunber, then, if you' re using
costs then you are rewarding the state that gave you that
ki nd of number for allocation purposes.

So | think, in the end, you have to do the
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kind of thing that we do when we do budgets, which is to
general i ze, hang your hat on sonething, and then, in our
case, we established the Safety Net so that in case that
it doesn't work properly for everybody, there is a safety
val ve.

MR. JUSTESEN. May | ask one nore question?

DR dLL: o ahead.

MR. JUSTESEN. Do you believe it is the role
-- it should be the role of the federal governnment to have
a safety net, then -- 1'masking both of you this question
-- for kids with the nost severe disabilities?

DR CHAIKIND: Well, | don't have -- having
not seen it, so |l was just --

MR. JUSTESEN. (kay, | don't have to --

DR CHAIKIND: -- | don't know what the role
of the federal government is; that's sonething that needs

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

guesti ons.

MR FREUND: | don't think that it's an
absol ute necessity. |In our state, we do have a federally-
funded Safety Net for high-cost students. | think that

you coul d nake provision for that for states, you know,
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within your federal funds allocation; | just suggest that
that's what they do.

DR. dLL: Comm ssioner Coulter, you had a
guestion?

MR, COULTER | think that a question that I
had relative to driving costs, you already responded to in
some respects. But just let ne nmake certain that |'m
clear in what your answer was.

| think a concern often arises in terns of
having the right children receiving the right services,
certainly as it relates to Special Education. | think
there is a concern, also, about, in sone instances,
inplicit incentives to identify nore children.

As | understood it, the nechanismthat you
use in Washington State is to conpare increase fromone
year to the next. |Is there any other mech -- are there
any ot her nmechani sns such as interaction with a nonitoring
systemfor determning that these children really were
appropriately identified, or other kinds of audit
procedures that are used to ensure -- | guess ny concern
is that gradual increases year to year woul d not

necessarily, in a year-to-year analysis, depict that
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somet hi ng was goi ng -- something inappropriate m ght be
occurring. But there could certainly be a head-hunt
nmentality that's operative over a nunber of years to drive
up the costs.

How woul d you see that as being prevented?

MR. FREUND: You know, one of the reasons why
| couldn't answer what's happening with our Special Ed
programin terns of what types of disabilities are
i ncreasing i s because we don't use categories any nore and
haven't since 1995 so -- and the only report that we have
on disability types is -- | think it's a federal report;
but | don't renenber the formnunber but it's submtted.
Is it 10 -- is that a federal form nunber?

MR COULTER  Yeah, it's a federal child
count .

MR. FREUND: Child count. That's the only
thing that's available on the types of disabilities.

But, to answer your question nore directly,
we do have that Special Ed audit teamthat we're funding.
Qur state is spending about $800, 000-and-sone a year on
this Safety Net team The Safety Net Conmittee

periodically sends themout to | ook at school districts,
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particularly if there is any sort of a question.

The fact that there is a Safety Net audit
team or the possibility that this audit team can conme to
the school district, has resulted in school districts
bei ng much nore careful about how they put together |EPs
and who's on | EPs.

They have uncovered, and continue to uncover,
by the way, an error rate in the reported Speci al
Educati on students. That is, there may be a problemw th
the 1EP or the students aren't being provided specially-
designed instruction, or else they're being provided the
wong instruction -- that is, what they're being provi ded
has nothing to do with the I EP

The error rate that they've been | ooking at
has been dropping slightly, but very slightly, on sone of
these matters. But the preparation of the |EPs,
t hensel ves, has inproved markedly. So that's the only
audit activity that we have.

MR. COULTER:  As you think about those

special audit -- you said they could send themout if they

want to. O the districts that you have, and |' m aware,

you know, that you have a lot of districts in Washington
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State, a lot of small districts, what's the proportion of
districts that have actually been visited by this specia
audit tean®

MR, FREUND: | think that -- maybe about 50,
60 over the course of five years.

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

DR dLL: That's about right; I'd say |ess
than 20 percent of the applicant districts have actually
been vi sited.

MR FREUND: Well --

MR. COULTER. Over a period of years.

MR FREUND:. Yes.

MR, COULTER  Ckay.

MR FREUND: Yes, but -- so this audit team

has had a deterrent effect on certain practices out there

and has resulted in certain inproved practices just sinply

because they not only can go audit Safety Net school

districts, they can also go audit other school districts.
And this audit team by the way, has been

training our regular state auditors that go out to schoo

districts, so the nature of our audits has changed a

little bit.
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MR. COULTER Let ne just ask both of you a
di fferent question, kind of change the subject a little
bit.

Bot h of you, | think, have spoken to the
issue of trying to get a better idea on specific costs,
not just a general excess cost. One of ny concerns is
that the type and quantity of information that we coll ect
now about Special Education, both at state | evels and
federal levels, is relatively gross. | nean, we don't
have a whole ot of information.

Do you have any recomendati ons on how to
i nprove that data collection systemso that we woul d be
abl e, over a period of time, to get a better idea of
specific costs and where those costs mght be comng fron?

MR. FREUND: A later presentation, | was
goi ng to nmake sonme recomendati ons and you're not |eaving
much to tal k about |ater on.

MR COULTER No, that's fine. If it's
current events, I'll take it. So --

MR FREUND: But it has to --

MR COULTER -- | can wait.

MR FREUND: But it has to do with the
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preparation of the IEPs and | think that they need to be
standardi zed and i nproved so that you can tell what you're
| ooking --

DR CHAIKIND: Let ne add to that.

I n about 1988, OSEP stopped the quantity
space to report Special Education expenditure data at a
national level. Even if -- and the reason was -- part of
the reason was that no state reported the sane thing. So
you had a col um of nunbers where there were variations
all over the place. So, therefore, the only reliable data
we have are fromthese special studies we conm ssion every
10 or 15 years.

If there was sonething |like a general
accounti ng handbook for Special Education where you
provide a uniformway of reporting data, then it's
possi bl e GSEP can, on an annual basis, begin to collect
these data again. So that m ght be another idea to
consi der.

MR JONES: Bill, I had a question.

Under I DEA there is an obligation for snaller
districts who don't receive enough federal funds to use

themin what's called a constructive way, at |east as
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Congress has put it; they are obligated to conbine their
resources with neighboring districts and, in fact, comnbine
their prograns. | assune there are some snaller districts
i n Sout hern Washi ngt on, Eastern Washi ngton, who m ght need
that -- or have that obligation. I'mcurious if you could
conment about that.

Does it have -- fromtwo perspectives, one
is, what is the effect on costs? Does it tend to increase
or decrease costs or have no effect; and, two, is there
any apparent affect on service delivery and service
qual ity?

MR. FREUND: You know, we've had one study
after another trying to figure out whether there is any
difference in quality fromone programto another. And,
frankly, we're not able to capture that with existing
dat a.

W do have one co-op in Sout hwest Washi ngton
that's operated by an educational service district and
they -- | think they have over 15 districts that are
involved in it, I think maybe required to have at |east 15
districts init in order to have that co-op

And, again, we haven't studied it but |I'm
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under the inpression that they are able to offer services
to students that individual school districts could not
of fer because they are able to aggregate expertise, you
know, special personnel they are able to attract that
smal |, outlying school districts could not possibly get.

' mnot aware of other school districts that
are in Eastern Washington, for instance, that are sharing
Speci al Ed service, but they may be, |I'mjust not aware of
it. | know sone of them share business managers, they
share superintendents --

MR. JONES: Thank you.

DR dLL: | have a question, Steve, for you.

You nentioned sonething that -- the notion

that, prior to 94- 142, we had a | ot of service sharing and

things like that and we got this first-dollar
responsi bility notion out of 94-142.
| was interested if you had seen any

di fferences between -- in any of your studies, between,

like, Part C type of approaches relative to funding versus

Part B type approaches where, in Part C, you have the
i ndividual famly services plan and you don't have the

same first-dollar responsibilities that you had in Part B
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In other words, under Part C, a school district is a
service provider, one of an array of service providers as
opposed to being sort of the sole service provider under
Part B.

And | was just wondering if, in any of your
studies or in any of the econom c work you' ve done
rel ative to Special Education, has there been any
differentiati on between Part C type services for students
age birth to three versus the Part B type services, three
t hrough 217

DR CHAIKIND: Well, I"'mtrying to renenber
There was, in one of the recent annual reports, sone data
on Part C. And, if I recall, they said there was sone
ki nd of consistency between the shares of services
recei ved under Part C and Part B.

And Part C doesn't share as nmany cases as
Part B but Part Ctends to start at earlier age with
devel opnental disability and then that share, over the
next couple of years, noves into comunication
disabilities. And then, as you get into Part B, the ol der
kids, it broadens a lot.

So, if | recall, those are what the data
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show.

DR G LL: But you' re not aware of any
nati onal studies or you've not participated in any studies
that conpare costs between Part C and Part B?

DR CHAIKIND: Not to nmy know edge. | think
your data collects sone of that but | haven't seen any
results on that yet.

DR G LL: Jay?

DR, CHAMBERS:. | should nention to you, Doug,
that we're in the process of working -- or conpleting the
Part B study, but also in the Part C study. But we're
just beginning that process right now where we've
coll ected nost of the data for the expenditure anal ysis;
but we are at very early stages and probably a nunber of
nont hs away from any concl usions or reports on that, on
the Part C

DR G LL: So to be determ ned; huh?

| mean, | think people have raised the
guestion, does a nore coll aborative service delivery node
such as Part C, which I think is kind of a followup to
what Todd was sort of asking, too, with the cooperative

type prograns, is that nore or | ess cost-efficient than
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kind of a primary service provider nodel, which is
obvi ously Part B?

DR CHAIKIND: | think the question is if
earlier and earlier intervention saves noney |ater with
reduced needs to services at a |l ater age.

A while ago | took a look at the rel ationship
between |l ow birth rate and Special Education costs and, in
that study, we've showed that, if even a snmall percent of
worren who have low birth rate children receive appropriate
prenatal care, then you could save Special Education
noney. So | think even earlier intervention, before
birth, could help, as well.

So | think that's a legitimte question.

DR dLL: Ckay.

Davi d, do you have a question?

MR, GORDON: Thank you, Chairman.

Qur third panelist, who | understand
unfortunately couldn't be here, had a couple of ideas in
her testinony, | wanted to get your reaction to them for
cost contai nnent.

One idea was having the federal governnent,

through I DE, set an expected | evel of service defined for
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certain high-cost disabilities along with a cl ear
del i neati on of what are educational versus nedica
services; that's idea nunber one. Idea nunber two is a
cap on |l egal fees.

How woul d you react to those two ideas?

MR FREUND: Well, we've had -- on the latter
guestion, we've had school districts asking the
| egislature to provide a sort of a safety net approach to
| egal fees, that is, to have the State share in the cost
of the defense. |It's probably a very tough thing to do
politically for our legislature, and particularly to put
limts, since that's been a very hot topic in our
| egislature with respect to torts. The State has been
sued recently, and has |lost a series of cases that run
into the tens of mllions for m sappropriate treatnent of
kids in foster homes and several other things; so we're
bei ng eaten alive.

But, to this point, the |egislature hasn't
been able to do anything about it because it's so
politically -- such a politically-charged issue.

Wiat was -- the other one was?

MR GORDON: The first one was the notion of
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defining | evels of service and that, in essence, creating
a cap on this as the defined |evel of service and draw ng
the dividing |line between what is an educational service
and what is a nedical service.

MR FREUND: | don't know what that woul d
sol ve because we're paying for both, unless the ideais to
t ake nedi cal services out of Special Education. [|'m not
exactly sure how that woul d worKk.

MR GORDON:  Well, | think the notion,
suppose woul d be, by defining the | evel of service, you
define the level of cost and that's it; that becones it.

MR FREUND: Well, we've even had studi es on,
as | said, fromour State auditor, about -- and a
| egi slative conmttee about trying to figure out whether
it was the | evel of services that was causing the cost
differentials anong students. And they couldn't even find
the data to support those notions, at this point. W can
only explain about 35 percent of the variation with that
ki nd of stuff.

So | supposed that, if you cane up with a
uniformway of reporting, it may be possible to do -- to

establ i sh costs.



10

11

12

13

14

15

16

17

18

19

20

21

22

69

DR HASSEL: Did you say it may be possible
or it may be inpossible?

MR, FREUND: Well, it rmay be possible but |
think establishing the | evel of services may be inpossible
because all kids are different.

| don't exactly know how -- how woul d one do
this. Educational delay, we tried that; that didn't work.
And, by the way, |I'mnot a program person; remenber, |I'ma
budget person, so you're challenging me at this point.

But | think that there woul d be great
difficulties in trying to do this.

DR HASSEL: What about you, Dr. Chaikind,
what do you think of the feasibility of establishing sone
ki nd of scale of services, the costs attached to them
related to students' characteristics that could be used to
gui de a fundi ng systen?

DR CHAIKIND: | think you need to be very
careful because | DEA says we need to provide the best
appropriate public education for kids with disability.
And, by precluding that -- you may preclude that by
setting up a scale of services and educati on and sayi ng

that, if it cost nore than this, that's it, are you
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provi ding the best education possible for these kids?

So | think what you want to try to find out
is how can you provide the best education at the | owest
cost as opposed to saying you' re not going above that cost
and, when the education gets up to that level, we stop --
or services stop.

| think you need to figure out how to answer
t hose questi ons.

MR GORDON:. Well -- or the other notion
could be that, having done that, you al so have a safety
net which would pick up the excess costs, but you'd at
| east have sonme norns and sone standards to start with

DR CHAIKIND: So it has just the details of
each case funding --

MR FREUND: Al right. There is one nore
t hought that | had to your question, which is, our -- what
we found in our state is that, whenever we tried to pick
out a single category of disability and put some
l[imtation on it, what happened is, is we've gotten
category creep that school districts figure out how to get
what they needed to get. So it's very difficult, you end

up havi ng uni nt ended consequences.
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DR dLL: Troy, you have a question?

MR JUSTESEN: You tal ked about the fact that
you have no categories in the state in terns of categories
of disability, in the State of Washington. That poses an
interesting question to nme, Doug, because you're stil
required to report to the federal governnment based on
those -- the 13 categories in the statute, but you have --
| nean, that seens to pose an interesting problemfor
states to deal with, states |like Washington and others, to
do that. So I'mcurious what your thoughts are on that.

Secondly, by the fact that you don't have --
you had 14 categories and now you have none, seens to
suggest anong sone that there's a debate about whether we
shoul d have the 13 categories at the federal |evel or not.
And 1'd Ii ke your thoughts on that.

Actually, 1'd like both of your thoughts on
t hat .

DR dLL: Do you want ne to respond to that,
t 00?

MR JUSTESEN: Sure.

DR dLL: Wwll, let me start by saying that,

when you say non-categorical, | think what M. Freund is
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referring to is a non-categorical funding fornula; that
does not nmean we don't have the eligibility categories in
our regulations and we don't report by disability. Wat
we don't is, we don't fund by disability.

In other words, a student with a | earning
di sability does not generate nore or |ess noney than a
student with a conmuni cation disorder or a student with
enotional issues or a student with autismor anything |like
t hat because part of the assunption is in the non-waiving
of the categories, you nmake the noney available to the
school districts. So the issue, essentially, is to serve
the students according to their needs, not according to a
differential amount of funding they nay generate as a
result of a particular |abel that has been applied.

MR. JUSTESEN. Let nme ask the question
differently for you, then.

Is there any utility at the state level in
havi ng those 13 categories as opposed to having | ess than
13 categories -- or nore, for that matter?

DR dLL: M honest answer to that question
woul d be no.

MR. FREUND: Well, there may be sone utility
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in that there is sone notion as to what it takes to be
identified as Special Ed. | don't knowif it could be
done sinply on the basis of academ c delay. But, you
know, there are a |ot of students that have academ c del ay
that are not Special Ed so | -- | don't want to argue with
Dr. GIll, who is the expert but --

DR dLL: It's okay; you do it all the tine.

MR FREUND: -- but | think he's lectured nme
on -- when we tal ked about this in the past, about why the

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

changed your mind; | don't know.
DR dLL: Wwell, I think froma fundi ng
standpoi nt --

MR FREUND: Yeah

DR dLL: -- 1 think that this is -- the
question for ne is froma funding standpoint, is there any
utility to differentiate between students. And | really
don't think there is because | think students have to be
eligible for Special Ed. And, unless |I'm m squoting the
regul ati ons here, you have to have a disability, an
adverse educational inpact, and a need for specially-

designed instruction. So, in essence, there is a three-
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part test.
MR. JUSTESEN. There's four; and they nust
neet one of those 13 categories.
DR dLL: And | guess ny answer to that is,
isn't the establishnment of the disability and isn't that
the first part of the test and I don't know if maybe
Social Security or SSI, maybe, has a better way of doing
this in a way that doesn't sonehow create a financia
di stance and if -- for students to be classified as
Speci al Education or necessarily an incident in which
m ght increase the nunbers. And | think those are sort of
the questions that have swirled around this whole area for
a long tine.
Data col |l ecti on purposes is one thing;
funding and entitlenent purposes is sonething el se again.
MR. JUSTESEN. But is collecting that data
useful in any way? |Is there --
MR. FREUND: Well, at this point, sonebody
asked ne, in a way, Special Ed enrollnment is increasing
and the only way that | could begin to answer it mght be
to | ook at those 1077 reports over a period of time and

see which categories were increasing and | ook for clues
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t here.

Q her than that, froma fiscal standpoint,
don't know what purpose those categories serve.

DR CHAIKIND: Well, I look at things from
t he national perspective and, if, in fact, you want to get
a handl e on national Special Education costs, especially
to the federal governnent, presumably you woul d need
categories in every state where data is simlar and
coll ecting across states, in sone kind of manner or other,
consi stent across states would be inportant, especially if
it goes into the debate at the federal |evel.

DR dLL: Any other -- we really appreciate
you folks' time up here and taking the questions and,
certainly, the wide array of questions that you did, as
wel | . Between your exit and the next panel com ng
forward, we'd like to kind of take a break here at this
point intine so we can get you off and get other people
on.

So we'd like to take about a 20-, 25-mnute
break; so we would start the next panel at 10:10 as
opposed to 9:50 and, hopefully, that gives the other panel

to chance to get up.
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Il be other questions

that fol ks on the Comm ssion may want to ask you,

i ndependently, as well.

But thank you, again,

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

very much for your

MR. FREUND: Thank you.

(Whereupon, a brief recess was taken.)

DR dLL: If we could have the Conm ssi on

nmenbers and staff take their seats, please?

VW want to nove to the second phase of

di scussi ons regarding cost drivers and kind of

specifically focus on, as best we can, regulatory and

adm ni strative costs associated with Special Education

And, to hel p us in understandi ng sone of

t hose i ssues and the policy inplications and

recomrendati ons, et cetera, we have Dr. Jack Daray and

Paul Gol dfi nger.

Dr. Daray is the former Senior Fiscal Analyst

to the Washi ngton State House of Representatives

Appropriation Commttee and former Budget Policy Anal yst

for the Ofice of Fisca

Jack earned his B. A

Managerent in Washi ngton State.

in social

sci ence at
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Sacranmento State Col |l ege and his doctorate in governnent
from d arenont G aduate School here in California.

So, wel cone, Jack

Paul Col dfinger is w dely known as an expert
in school finance in California and is a popul ar workshop
presenter, as well, having conducted nore than 400
wor kshops in revenue limts, Special Education finance,
school district reorganization, and Gann (phonetic)
limts, which I'"'msure you will explain to us what that
means.

MR GOLDFINGER:  You don't need to know.

MR GORDON: | don't want to know.

DR G LL: David CGordon tells nme, "I don't
want to know what that is."

But we're not going to |imt your input here,
so please tell us what the Gann Iimts neans.

M. ol dfinger holds a bachel or of science
degree in physics fromCty College of the City University
of New York, and an MS. in engineering science fromthe
University of California at Berkel ey.

So wel cone.

And, Jack, you're first up.
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DR DARAY: Al right.

Chairman G 1|, nenbers of the Conm ssion
pl ease bear with nme; | just returned fromny first trip to
Loui si ana and di scovered that, at this tine of year, there
is enough pollen to find any hidden allergy you nay have
had. | notice there is someone here from Loui siana who is
in the nmedical business; I"'msure the allergists are
maki ng boat paynments this tinme of year.

When | was first contacted by the Comm ssion
and reviewed the charges to you fromthe President, it was
really charge nine that | prepared ny tal king points on,
or the detailed talking points. And that really was for
you to review the experiences of states that have tried to
change the way they funded Special Education. Coviously,
Bill Freund, who was here before, covered sone of that.

And so, what you see in ny outline here is an
effort to kind of |ead you to understand the context that
permtted the state to nake the change and then sone
conmments about the way it looks like it's working out.

You wi |l have to judge for yoursel f whether
you replicate sone of those conditions in the nationa

| evel and you will see that I'mpretty insistent on sone
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of the things that | think have to resolve if you' re going
to try to emul ate Washi ngt on. And |I'm not necessarily
recommrendi ng t hat.

| have -- | amin the consulting business now
and | consult to the three |argest school districts in the
state. So | see it now fromthe other side, fromat |east
the last two years, on howit's operating and |I'm not
going to try to be judgnmental here, although I'msure
you'll cuss ne later on on that. But | want to nmake sure
that you understand the context.

So, if you will turn to page 2 on your Tab L
where really ny review starts. And in the charge to Paul
and I, we were really to focus on the effect of state
statutes and regul ati ons on the costs and effectiveness of
Speci al Ed.

So I'mgoing to just go through the nore
general i zed set of tal king points and point out things
that address that particular concerns. But | do want to
make sure that you understand.

I f you | ook at page 2 under "A Review of the
Experience of State Financing” and reiterate sonething

that Bill tried to set for you; and that is, that the
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State is under the charge to fully fund a definition that
it creates and that's as a result of lawsuit in 1977 and
the finding of the courts, a termin the constitution
tal ki ng about the "Paranount Duty" of the State to the
K-12 system

But one of the things you need to be
especially cogni zant of in considering finance, is the

terns of that litigation was not about equal opportunity.

W are an 'anple funding' state; we are the first state to

be charged because of the, again, words in the
constitution fromthe founding fathers and not hers about
-- to provide anple funding.

And, when you add to that, a bal anced budget
requi renment, what you have for an experinent in the State
of Washington is, first, a big container, because you
can't -- you have to have a bal anced budget.

Bill nmentioned that, in the '90s, the
citizens put on an even tighter ring around this
containnment, this Initiative 601, that said that the
governnent couldn't grow faster than the growmh rate of
the population and inflation. So, obviously, froma

financial anal ysis perspective, you had to go | ook at any
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programthat was growi ng faster than those two things.
And | think, as Bill nmentioned, one of themthat came up
when you went and did that test was Special Education.

So you need to understand this thing as you
start to say, "WII this work on a nore |oose...." --
"...a nore open-ended federal situation?" and a | ot of
ot her states are not operating under that mandate.

One of the interesting things about the State
of Washington, if you go to look at statute effects,
costs, and the effectiveness of Special Education, you're
not going to find any, really, because it's all in the
Appropriations Act and |'msure you could tell, fromthe
comments of ny colleague, Bill Freund, that the budget has
an amazi ng amount of detail init in terns of driving
Speci al Ed poli cy.

And so one of the issues you have to | ook at
is, if you judge the Washi ngt on experinment reasonably
successful, is whether you want -- whether you need a | ot
of direction in ternms of policy, best practices, those
sorts of things, or whether you can lead it through the
budget. Again, I'"'mnot going to be judgnmental; |'ve spent

that |ast 26 years working in various budgetary capacities
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so don't take that as a lead to that. But it's something
you have to kind of consider.

So let's -- on page 2, under -- one of the
first things that comes up under B), when the courts --
and they've rul ed several times on what is Basic
Education; and the second tine is when the court includes
Speci al Education. But it also included another program
that is very inportant; and you'll see that in reference
to sonething called the "Learning Assi stance Program”

And, when the state has a programthat's
basi ¢ educati on, what happens is that the Appropriations
Act lays out very clearly that program | nean, it's a
separate entity and, therefore, school districts know
there is a special -- a separate pot of noney to do this
other thing. |In this case, "Learning Assistance" becones
fairly interesting in the sense that, if a district chose
to do it, this could be sonething of a screen, a state-
funded, explicit -- something that has to be anply-funded
-- that first screen for a student on the way to Speci al
Education -- or maybe not on the way to Special Educati on.

Sonme districts conbine this with Title 1 to

have a slightly bigger programbut, since the early '80s,
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the State has had this very specific programto deal with
t hose students who are not keeping up to speed
academcally. The districts don't have to use it for
screening for Special Ed but ny point is here's sonething
laying there that's a |layer that probably nost other
states don't have accessed. And it cane through

actually, by sonething of statutory error, in a sense. In
one of the introductory statenents to the legislation, it

said, "A'l children can benefit from.." and, anytine you
say "all children can benefit" in a piece of statute, or
even the Appropriations Act in the State of Wshi ngton
you can bet there's going to be sone litigation down the
road that said, "If you think it's good for all children
you now have taken on the obligation to fully fund that
or, until you can show that that programis no | onger
needed or has been over-funded."

The second, under |I. C), Local Control.
Local control is something everyone wants to pay homage
to, everyone thinks is what's really critical to making
the K-12 systemwork -- and, again, |I'mnot going to be

judgnental, it's a fact -- and the | egislature, because it

deals with the Special Education budget and Speci al
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Education policy in the Appropriations Act, neans that

anything that's in the Appropriations Act tends to -- in
t he education section -- tends to characterize everything
in K-12.

Vell they love to use the words 'for
al | ocati ons purposes only' because, one, they think that's
going to keep themout of lawsuits in ternms of specific
requi renents, so rmuch for a high school student or an
el ementary student or a science student and it -- so it
gives thema bit of an out, that is, the State. And, of
course, it acknow edges this desire to pay honage to the
| ocal school boards. The State did not have to do that
and, in fact, was adnoni shed by the court, "If you want to
keep school, that's your business."

The problemthat creates is on the accounting
side, on the budgeting side, on the boring side; but
what's on the very inportant side in terns of your charge,
if you' re actually going to contenplate of increasing the
i nvestnment -- the federal governnent's investment in
Speci al Education. Because when you say 'for |ocal

pur poses only' that neans they can nove the noney,

generally, a lot of different places.
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And, when you try to do the accounting for
what Bill was trying to explain, what's regul ar education?
You know, what's -- to use the politically incorrect term
-- what's a regular kid cost versus a Special Ed kid.

In the very first place, trying jut to define
what the average cost attributed to Special Ed kids is a
probl em because, even though we have a fairly detailed
accounting system it doesn't get down to that |evel of
detail. So there's a squishiness, again, introduced by
the statutory reference to 'for allocation purposes only'
that the best of intentions has some very difficult
consequences for the Safety Net, which we will tal k about
alittle bit nore |ater, because of some of the
squi shi ness of the data.

|"ve already tal ked about the State budget
has to be bal anced. And one way to be very candid with
you is that, one of the things you | earn when you do K-12
finance work for the legislature, is that it's probably
one of the nost enotional areas to deal with in terns of
doi ng financial analysis, it's along with devel oprent al
disabilities. And |I've done higher education budgets --

|"ve done all the budgets over mny years, for the governor
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as well as the legislature -- and | want to nake sure that
you understand that WAshi ngton was able to take on a
fairly vigorous, very short-lived debate in 1995 when it
changed its system because of sonmething allowed it to kind
of transcend the enptional -- not to pay -- but to say,
"W have sone cost issues we sinply have to deal with."

So that sort of forced the decision, you' ve
got to make it, and allow the discussion that usually is
much nore enotional and hard to get to the point of,
"Look, we have got to pass the budget, what are we goi ng
to do? W've got to stay within these constraints.”

On page 3 towards the bottom when | start
tal ki ng about the various elenments or the fundi ng change,
itself, the flat-rate concept, that is getting rid of the
14 districts, again, for financial purposes -- and that
was a good question about the -- progranmatically what he
had because the districts saw the programatic he did, |
can tell you because | go out and work with himon that to
a certain extent, nostly do you have it and do you have it
over time. And that can be a bit disturbing in ternms of
the quality of that data.

When you have to do what | think that the
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