THE STATE Office of the Governor

Of l OFFICE OF MANAGEMENT AND BUDGET
Pat Pitney, Director

Court Plaza Building

240 Main Street, Suite 802
Juneav, Alaska 99811-0020
Main: 907.465.4660

Fax: 907.465.2090

GOVERNOR BILL WALKER

January 30, 2017

The Honorable Paul Seaton The Honorable Neal Foster
Co-Chair, House Finance Committee Co-Chair, House Finance Committee
Alaska State Legislature Alaska State Legislature

State Capitol, Room 505 State Capitol, Room 410

Juneau, AK 99801-1182 Juneau, AK 99801-1182

Dear Co-Chair Seaton and Co-Chair Foster:

I am writing to you to inform you of the status of school construction funding in Regional
Educational Attendance Area’s (REAA school fund).

The school construction funding for REAA’s was set up by the legislature under SB237 in 2010, in
response to the Kasgyulie case in order to provide a fair and equitable funding mechanism for rural
school projects. In 2013, eligibility for these funds was extended to small municipal school districts.
Funding from the REAA fund is spent using a priotitized list of eligible projects that is assembled by
the Department of Education and Early Development (DEED) using 17 specific criteria.

The Department of Law has determined that once funds are appropriated by the legislature into the
REAA school fund, no additional appropriation is required for DEED to provide grant funding
under its Capital Improvement List. This determination was based on the court rulings in Kasayulie,
the language and intent of SB 237, which created the REAA fund in 2010; the terms of the Consent
Dectee and Settlement Agreement in Kasayulie; and legal precedent regarding the distinctions
between funds available for expenditure and funds that tequire an additional appropriation. The
language in the authorizing statutes for the REAA fund states that REAA funds are available each
fiscal year for “expenditure”. See AS14.11.025 and AS 14.11.030.

In FY2017, the REAA appropriation was $41,640,000, providing a beginning balance of
$69,866,424. The legislature approptiated $7,129,765 for the Bethel Regional High School Central
Kitchen and Multipurpose Addition. This brought the REAA fund balance down to $62,736,659.
With sufficient funding available for the first two projects on the DEED school construction
priority CIP list, the funds were distributed to the following projects:

Lewis Angapak K-12 School Renovation/Addition, Tuntutuliak

A project agreement, effective November 4, 2016, has been executed with the Lower Kuskokwim
School District (LKSD) for this project with a state-share amount of $40,343,416. These funds are
now obligated.
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limmy Huntington K-12 Renovation/Addition, Huslia

A project agreement, effective September 1, 2016, has been executed with the Yukon Koyukuk
School District for this project with a state share amount of $15,394,787. These funds are now

obligated.

In FY2018, the proposed FY2018 REAA Fund Capitalization of $40,640,000 would be added to the
remaining FY2017 balance of $6,998,456 and would total $47,638,456. Attached is the DEED
school construction priority list. This appropriation is sufficient for the Bering Strait, Shishmaref K-
12 School Renovation/Addition to be funded in FY2018.

The REAA funding is based on the urban school debt service reimbutrsement amount that is funded
in the FY2018 budget at $115,956,600.

Sincerely,

Pat Pitney
Director

Enclosure: 18_school_construction_priority_ﬁnal

cc:  David Teal, Legislative Fiscal Analyst, Legislative Finance Division
Michael Johnson, Commissioner, Department of Education and Early Development
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LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES

LEGISLATIVE AFFAIRS AGENCY
(907) 465-3867 or 465-2450 STATE OF ALASKA
FAX (807) 465-2029
Mail Stop 3101
MEMORANDUM January 19, 2017
SUBJECT: REAA appropriations (Work Order No. 30-LS0344)

TO:

Lacey Sanders
Legislative Fiscal Analyst

FROM: Megan A. Wallace |
Legislative Counsel

You have asked for an opinion as to whether money deposited into the regional
educational attendance area and small municipal school district fund ("REAA fund"),
established under AS 14.11.030, requires further legislative appropriation before

expenditure by the Department of Education and Early Development ("department").

State Capito}

Juneau, Alaska 99801-1182
Deliveries to: 129 6th St., Rm. 329

Short Answer: Based on the language in AS 14.11.025 and 14.11.030, it does not
appear that further legislative appropriation is required for the department to provide
grant funding in accordance with those provisions.

Bac

round and Relevant Statutory Provisions

Alaska Statute 14.11.030, which establishes the REAA fund, states:

Sec. 14.11.030. Regional educational attendance area and small
municipal school district fund. (@ The regional educational
attendance area and small municipal school district school fund is created
as an account in the general fund to be used, in addition to other funding
sources, to fund projects approved under AS 14.11.025 for the costs of
school construction in regional educational attendance areas and small
municipal school districts.

(b) Legislative appropriations, including appropriations of interest
earned on the fund, shall be deposited in the fund established under this
section. The fund balance may not exceed $70,000,000.

(c) Money appropriated to the fund does not lapse except to the
extent money in the fund exceeds the maximum fund balance specified in
(b) of this section.

(d) In this section, "small municipal school district" has the
meaning given in AS 14.11.025.

Expenditure from the REAA fund is governed by AS 14.1 1.025, which provides:
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Sec. 14.11.025. State aid for school comstructiom in regional
educational attendanmce areas and small municipal school districts.

(a) In addition to other appropriations and funding sources, the
department may provide grant funding from the fund established under
AS 14.11.030 to a school district that is a regional educational attendance
area or a small municipal school district.

(b) The amount of money available each fiscal year for expenditure
under (a) of this section shall be the annual debt service on debt incurred
under AS 14.11.100(a) divided by the percentage of all schools that are
located in a city or borough school district that is not a small municipal
school district, the quotient of which is to be multiplied by .244.

(c) In this section, "small municipal school district” means a city or
borough school district in the state that has an ADM of not more than 300
and in which the district's full value per ADM is not more than $500,000.
In this subsection, the district's full value per ADM is determined by
dividing the full and true value of the taxable real and personal property in
the district, calculated as described in AS 14,17.510, by the district ADM,
as defined in AS 14.17.990, for the same fiscal year for which the
valuation was made.

Historically, since AS 14.11.025 and 14.11.030 took effect in fiscal year 2013,' money
has been annually appropriated into the REAA fund from the general fund through the
operating budget, under the fund transfers section. However, the legislature has also
appropriated out of the REAA fund through capital appropriations for school
construction.? Apparently, based on the information you provided, the department no
longer believes that capital or further legislative appropriation is necessary to expend
from the REAA fund.

Discussion

Under AS 14.11.030, funds that are appropriated into the REAA fund do not lapse,
except to the extent that the balance of the fund exceeds $70,000,000. In that case, the
excess of the maximum fund balance lapses into the general fund, presumably at the end
of the fiscal year,

t Sec. 5, ch. 93, SLA 2010. These provisions were enacted following the Kasayulie
litigation. While this legislative history is certainly relevant, given the session workload,
I have not included a detailed recitation. If additional information is necessary, please
advise, and I would be happy to discuss or provide additional detail. This history may be
relevant if the department's expenditure is challenged and the legislative history behind
AS 14.11.025 and 14.11.030 is examined.

2 See sec. 1, ch. 16, SLA 2013, page 62, lines 22-24; sec. 1, ch. 18, SLA 2014, page 50,
lines 30-33; and sec. 1, ch. 2, 4SSLA 2016, page 3, lines 26-30.
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Furthermore, Alaska Statute AS 14.11.025 authorizes the department to provide grant
funding "from the fund established under AS 14.11.030" - the REAA fund - and sets the
"amount of money available each fiscal year for expenditure” under the formula in
AS 14.11.025(b).

Based on the foregoing, it is my opinion that AS 14.11.025 and 14.11.030 allow for the
department to provide grant funding using the REAA fund, without further legislative
appropriation, so long as the department follows the AS 14.11.025 grant process and the
amount expended by the department does not exceed the "amount of money available
each fiscal year for expenditure" under the formula in AS 14.1 1.025(b).

If you have any further questions, please advise.

MAW:dls
17-039.dls



