ALASKA STATE LEQ SLATURE
HOUSE STATE AFFAI RS STANDI NG COWM TTEE
March 19, 2002
8:05 a. m

MVEMBERS PRESENT

Representative John Coghill, Chair
Representati ve Jeannette Janes
Representati ve Hugh Fate
Representative Gary Stevens
Representative Peggy W I son
Representative Harry Crawford
Representati ve Joe Hayes

VEVMBERS ABSENT
Al l nmenbers present
COW TTEE CALENDAR

HOUSE BI LL NO 304
"An Act relating to disposition of inconme of the permanent fund,
and providing for an effective date.”

- MOVED HB 304 QUT OF COW TTEE

HOUSE BI LL NO. 480

"An Act providing that the death of a state enployee killed
because of their job status off the job site shall be considered
an occupati onal death for purposes of survivor's pension
benefits."

- MOVED CSHB 480( STA) OUT OF COWM TTEE

HOUSE BI LL NO. 380

"An Act relating to reinbursenent for certain Medicare prem um
charges for persons receiving benefits from the teachers

retirement system the judicial retirenent system the elected
public officers retirenment system and the public enployees'

retirement system?”

- HEARD AND HELD

HOUSE BI LL NO. 400
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"An Act relating to contributions from permanent fund dividends
for muni ci pal school districts and regional educat i onal
attendance areas; and providing for an effective date.”

- HEARD AND HELD

HOUSE BI LL NO. 426

"An Act requiring state agencies to provide for electronic
subm ssion of fornms and relating to annual reports of state
agenci es. "

- SCHEDULED BUT NOT HEARD

SENATE BI LL NO. 297

"An Act noving enployees of the Alaska nental health trust |and
unit of the Departnent of Natural Resources from the partially
exenpt service to the exenpt service."

- SCHEDULED BUT NOT HEARD
HOUSE JO NT RESCLUTI ON NO. 5
Proposing an anendnent to the Constitution of the State of
Al aska relating to the duration of a regular session.
- SCHEDULED BUT NOT HEARD
PREVI QUS ACTI ON

BILL: HB 304
SHORT TI TLE: PERM FUND | NCOVE/ DI VI DENDS/ FUNDS
SPONSCR( S) : REPRESENTATI VE( S) WHI TAKER

Jrn-Date Jr n- Page Action

01/ 14/ 02 1954 (H PREFI LE RELEASED 1/ 4/02

01/ 14/ 02 1954 (H READ THE FI RST TI ME -
REFERRALS

01/ 14/ 02 1954 (H STA, FIN

01/ 16/ 02 1992 (H COSPONSOR( S):  FATE

02/ 16/ 02 (H STA AT 10: 00 AM BUTROVI CH 205

02/ 16/ 02 (H -- Meeting Postponed to
2/ 23/ 02 --

02/ 23/ 02 (H STA AT 10: 00 AM HOUSE FI NANCE
519

02/ 23/ 02 (H Heard & Held

02/ 23/ 02 (H) M NUTE( STA)

03/ 19/ 02 (H) STA AT 8:00 AM CAPI TOL 102
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BILL: HB 480
SHORT TI TLE: DEATH SURVI VOR BENEFI TS | N PERS & TRS
SPONSOR( S): REPRESENTATI VE( S) DYSON

Jrn-Date Jr n- Page Action

02/ 19/ 02 2317 (H) READ THE FI RST TI ME -
REFERRALS

02/ 19/ 02 2317 (H STA

03/ 12/ 02 (H) STA AT 8:00 AM CAPI TOL 102

03/ 12/ 02 (H -- Meeting Postponed --

03/ 14/ 02 (H STA AT 8: 00 AM CAPI TOL 102

03/ 14/ 02 (H Heard & Held

03/ 14/ 02 (H M NUTE( STA)

03/ 19/ 02 (H STA AT 8: 00 AM CAPI TOL 102

BILL: HB 380

SHORT TI TLE: REI MBURSE CERTAI N RETI REE MEDI CARE CHARGE
SPONSOR( S):  REPRESENTATI VE( S) JAVES

Jrn-Date Jrn- Page Action

02/ 04/ 02 2143 (H) READ THE FI RST TI ME -
REFERRALS

02/ 04/ 02 2143 (H) STA, FIN

02/ 19/ 02 2329 (H COSPONSOR('S) :  HUDSON

02/ 28/ 02 (H STA AT 8: 00 AM CAPI TOL 102

02/ 28/ 02 (H Schedul ed But Not Heard

03/ 14/ 02 (H STA AT 8: 00 AM CAPI TOL 102

03/ 14/ 02 (H Schedul ed But Not Heard

03/ 19/ 02 (H STA AT 8: 00 AM CAPI TCL 102

BILL: HB 400
SHORT TI TLE: PERVANENT FUND CONTRI BUTI ON FOR EDUCATI ON
SPONSOR( S): REPRESENTATI VE( S) OGAN

Jrn-Date Jr n- Page Action

02/ 11/ 02 2205 (H READ THE FI RST TI ME -
REFERRALS

02/ 11/ 02 2205 (H STA, HES, FIN

02/ 11/ 02 2205 (H REFERRED TO STATE AFFAI RS

02/ 13/ 02 2258 (H COSPONSOR('S): DYSON

02/ 19/ 02 2329 (H COSPONSOR('S): MEYER, SCALZI,
FATE

03/ 19/ 02 (H STA AT 8:00 AM CAPI TOL 102

W TNESS REG STER

REPRESENTATI VE JI M VH TAKER
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Al aska State Legislature

Capi tol Building, Room 411

Juneau, Al aska 99801

POSI TI ON STATEMENT: Testified as sponsor of HB 304.

GAYLE HARBO, Retired Teacher

PO Box 10201

Fai r banks, Al aska 99712

PCSI TI ON STATEMENT: Testified on HB 380.

SARA HORNBERGER, Chair

Anchor age Chapt er

Retired Public Enpl oyees of Al aska;

Life Menber, National Education Association - Al aska;
Nat i onal Educati on Association - Retired

PVMB 438/ 3705 Arctic Boul evard

Anchor age, Al aska 99503-5774

POSI TI ON STATEMENT: Testified in support of HB 380.

CHARLES COSPER, Life Menber and Past President
Retired Public Enpl oyees of Al aska

(No address provi ded)

POSI TI ON STATEMENT: Testified in support of HB 380.

JAY DULANY

19241 M ddl et on Loop

Eagl e River, Al aska 99567

POSI TI ON STATEMENT: Testified in support of HB 380.

MERRI TT OLSON, Menber

Nat i onal Educati on Association - Retired

1032 W11lth Avenue

Anchor age, Al aska 99501

POSI TI ON STATEMENT: Urged the conmttee to give HB 380 serious
consi derati on.

GUY BELL, Director

Heal th Benefits Section

Division of Retirenent & Benefits

Departnent of Adm nistration

PO Box 110203

Juneau, Al aska 99811-0203

PCSI TI ON STATEMENT: Di scussed the fiscal note for HB 380.

JERRY PATTERSQN, President
Nat i onal Education Association - Retired
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PCSI TI ON STATEMENT: Testified on HB 380.

Bl LL CHURCH, Staff

to Representative Scott Ogan

Al aska State Legislature

Capi tol Building, Room 108

Juneau, Al aska 99801

POSI TI ON STATEMENT: Testified on behalf of the sponsor of HB
400.

EDDY JEANS, Manager

School Finance and Facilities Section

Educati on Support Services

Depart ment of Education and Early Devel opnment

801 W10th Street, Suite 200

Juneau, Al aska 99801-1894

POSI TI ON STATEMENT: Testified in opposition to HB 400.

ACTI ON NARRATI VE

TAPE 02-28, SIDE A
Number 0001

CHAIR JOHN COGHI LL called the House State Affairs Standing
Commttee neeting to order at 8:05 a.m Represent ati ves
Coghill, Fate, Stevens, WIson, Crawford, and Hayes were present
at the call to order. Representative Janes arrived as the
nmeeting was in progress.

HB 304- PERMVANENT FUND | NCOVE

CHAI R COGHI LL announced that the first order of business was
HOUSE BILL NO. 304, "An Act relating to disposition of incone of
t he permanent fund; and providing for an effective date.”

Number 0125

REPRESENTATI VE JIM WH TAKER, Al aska State Legislature, told the
conmmittee that the proposed bill would require that $200 mllion
of the earnings from the earnings reserve account (ERA) be
transferred to the general fund.

CHAI R COGHI LL nentioned a new section giving a cal cul ation. He

asked Representative Witaker to explain the calculation that
"may be different than the $200 mllion."
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REPRESENTATI VE WHI TAKER answered that the |esser anount will be
transferred if the earnings, less inflation-proofing and |ess
di vidend distribution, are | ess than $200 m | 1lion.

CHAIR COGHILL indicated that there were tw specific years

mentioned in the bill: "one deals under the calculation, and
one is a straightforward $200 mllion, if | under st and
correctly.”
REPRESENTATI VE WHI TAKER said, "That's correct."” He continued:
After the initial year, assumng that the |aw remains
in effect, an inflation index wll begin from that
year. And that vyear is 2003. Al so, a popul ation
index calculation will ... ensue from that year. So

this is an anmpbunt that is inflation indexed and
popul ati on i ndexed.

CHAIR COGHI LL surmsed that [the purpose of the proposed
| egi slation] was to nake a formula with paraneters.

REPRESENTATI VE WH TAKER said, "Correct."
Nunmber 0326

REPRESENTATI VE STEVENS quoted Representative Witaker as having
said nore than once, "If we do nothing, the permanent fund
dividend will be gone ... within a decade.” He asked him to
"carry us through that argunment, so that people wll understand
t hat issue.”

REPRESENTATI VE WHI TAKER r esponded, as fol |l ows:

An i nbal anced budget of, roughly, $1 billion per year,
will utilize the earnings of the constitutional budget
reserve (CBR) in less than three years. Thereafter,
the general fund wll have no balancing nechanism
other than the earnings reserve account. G ven that
the earnings reserve account IS utilized to,
essentially, hold harnless the permanent fund corpus,
the draw down of general fund balancing and hol ding

harm ess for the permanent fund corpus wll sinply
overwhel mthe ability of the earnings reserve account.
And therefore, it, too, will deplete.

The best estimate that we can put forward, at this
point, is that, before the end of this decade, both
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the constitutional budget reserve and the earnings

reserve account wll be gone. At that point, the
di vidend program will end, and the earnings from the
corpus of the permanent fund wll go directly to

bal ance the general fund. That's the scenario. Sone
would say it's a "worst-case" and, therefore, should
not be taken altogether seriously. | do no think that
it's a "worst-case.” The best information that | can
gather, is that it is a "nost probable case.™ That
being the case, it is incunbent upon us to take action
such as House Bill 304 to preclude that occurrence.

REPRESENTATI VE STEVENS hi ghlighted the inportance of naking the
public aware that if [the |egislature] does nothing, there could
be a very serious reduction in permanent fund divi dends.

Number 545

REPRESENTATIVE FATE referred to Representative \itaker's
af orenentioned testinony regarding the end of decade scenario
and asked whether the earnings of the corpus of the permanent
fund mght be in jeopardy, if, for exanple, the bottomfalls out
of the stock market, as it recently did.

REPRESENTATI VE WHI TAKER pointed out that [the US.] is in the
third year of that particular scenario. However, it is
i nprobable that the trend will continue. In fact, the stock
mar ket is beginning to rebound and have stability, if not upward
nobi lity, he said.

Number 681

REPRESENTATI VE JAMES asked if Representative Witaker was
talking solely about the income from the earnings reserve and
not about the incone of the corpus.

REPRESENTATI VE VWH TAKER sai d she was correct.

REPRESENTATI VE JAMES asked what Representative Whitaker thought
the long-termcal cul ation for the dividend ought to be.

REPRESENTATI VE ~ WHI TAKER, after further clarification of
Representative Janes's question, said that his preference was to
reformul ate the dividend and have it reduced significantly. The
"1999 vote" nmde the opportunity to do that "highly inprobable.™
"This bill is intended to have the highest probability of
passing the legislature in light of what happened in 1999," he
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said. He pointed out that [HB 304] does not touch the manner in
whi ch the permanent fund is fornul ated.

REPRESENTATI VE JAMES said she agreed with that answer, "except
for the last part.” She noted that her evaluation of the 1999
vote is different than that of many others; people have told her
that they have changed their mnds about their vote in 1999.
She asked Representative Whitaker whether people have related
simlar thoughts to him

REPRESENTATI VE WHI TAKER answered "Yes," and added that others
have asked him to not touch [the permanent fund]. He expl ai ned
that he has cone to the conclusion that [HB 304] is in the
state's best interest.

Nunmber 0840

REPRESENTATI VE JAMES asked about "the anopunt t hat this
calculates to here," and if it would be the |esser of $200
mllion.

REPRESENTATI VE WH TAKER sai d, "Just one caveat to that:
inflation and popul ati on indexing."

REPRESENTATI VE JAMES asked, "Do you believe that we can tax
oursel ves enough and cut the budget enough to survive on $200
mllion out of the earnings reserve?"

REPRESENTATI VE WHI TAKER responded that he likes to give sinple,
straightforward answers, but Representative Janes's question
requi res nore explanation. He expl ained:

No, | do not believe that we can continue to either
hold flat budgets, or cut the budget. | think it's
going to be very, very difficult for the state to
maintain an infrastructure that allows for econonc

growh into the future, if we do that. Ther ef or e,
while there nust be sonme cost-control nechanism on
governnment, as there should be on any economc

endeavor - and if we | ook at governnent in the context
of an economc endeavor, there is no conclusive
argunent that | have heard that leads nme to the
conclusion that there should not be a cost-contro
mechani sm associ ated with governnent.

Setting the cost-control portion of an overall plan
aside then, and noving to, "Can we tax ourselves
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to a bal anced budget ?" No, we cannot. The State of
Al aska is not designed, from its inception, to have
been taxed at a high enough |evel that governnent
woul d be paid for through taxation. And it would be
foolish of us to think that our population of 600, 000
can pay enough taxes to pay for the required services
associated wth governnent.

Nunber 1052
So, no, | don't think we can tax ourselves to a
bal anced budget. You could requisite that sone
utilization of permanent fund earnings be used, in
order to achieve that bal ance, yes. Do | think this
is a first step? Unfortunately, | do. And | do, in
particular, if we do not, as a state, accept our
responsibility for the fourth conponent of a
successfully balanced fiscal regine. That fourth
conponent i s econom c grow h. If we do not build our

econony so as to sustain a reasonable tax base, we
cannot exceed to the levels that | know we can attain.
Instead, we wll <continue in a sonewhat downward
spiral, we wll continue to flounder, and we w |l have
great difficulty.

Do I think that this, then, is the ultimte answer to
the fiscal problens of the state - or a part of - as
it currently sits? No, | do not. | think that future
| egi slatures will have to revisit this issue. But, |
think, given political reality, that this is a
requisite first step. | think we've put ourselves at
significant risk of taking any step, if we change the
formul ati on of the permanent fund divi dend.

Nunber 1149

REPRESENTATI VE JAMES noted her agreenment wth Representative
Wi taker's answer. She said that her evaluation of "why we are
where we are today" is explained by the sanme problem that
Representative Wiitaker is relating to: the inability, or
unwi I lingness of the legislature to do anything about this,
before now, because the permanent fund dividend earnings seened
to be "out of the question.” She suggested that sonething be
put into statute that would change the fornmulation of the
dividend, perhaps in a graduated manner, "so that we're not
ripping it out from everybody's hands just that one tinme." She
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commented that those people opposed to touching the dividend
al so don't want earnings of the permanent fund touched.

Nunber 1250

REPRESENTATI VE JAMES said she understands that this is a
politically difficult issue, but she won't [give up thinking
that] intelligence wll wn out. She indicated that she
understands that part of the dilemma of not creating economc
devel opment is a result "of this particular activity, over the

years." However, nore noney cannot be put into economc
devel opnent if there is not noney. Furthernore, the budget nust
be cut because "we have none." "But we have none, because we
won't go here. Isn't that true,"” she asked.

REPRESENTATI VE WHI TAKER replied, "That is the conundrum we are
faced with, Representative Janmes, yes."

REPRESENTATI VE WLSON said that this subject is frustrating for
the reasons just pointed out by Representative Janes. [ The
commttee nenbers] have a responsibility to the state and to
their constituents to do the right thing, after studying the
i ssue, she said. However, sonetines that nmeans nmaki ng deci sions
that constituents don't understand. She described this as a
"difficult situation.”

Number 1395

REPRESENTATI VE FATE indicated that there has been information
stating that the permanent fund earnings reserve account can
sustain up to $250 mllion, sone say $300 mllion, a year
w thout depleting the fund or stopping growth of that account.
He asked Representative Whitaker whether $200 [million] would be
a proper anmount "under the fornulation,” or could that be
amended up to $250 [million] in future years.

REPRESENTATI VE WHI TAKER replied that he would like to see the
anount anmended upwardly, this year, in order to fund university
grow h and pay for K-12 education; real needs necessary in order
for the [state's] econony to grow. He said, "I can't tell you
if it's either probable, or inprobable, what the outcone m ght
be. That fight is yet to be had.” He acknow edged that
Representative Fate was correct in his assertion that there is
probably room for growth, in regard to the use of the earnings
reserve account.

Number 1518
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REPRESENTATI VE CRAWORD noted that he agreed that [the
| egi sl ature] nmust do sonething. He said he believed that the
earnings in the permanent fund is the people' s nobney, and, as
former governor Jay Hamond has indicated, [the |egislature]
should put the noney into the hands of the people and let the
governnent try to obtain what it can from the people, thereby
preventing runaway growh of governnent.

REPRESENTATI VE CRAWORD continued by stating that he likes
Representative Hudson's idea to "tax the dividend" because it's
the nost honest and straightforward way to access the earnings
of the permanent fund. Furthernore, according to Representative
Hudson's figures, that would save [the state] approxinmately $30
mllion in federal taxes. "It's not a hidden tax. | believe
this would be hidden from view, people wouldn't ... ever feel
like it was their noney, if it were taken on the topside here,"”
he sai d.

REPRESENTATI VE CRAWFORD noted that he is a nenber of the fisca
policy caucus, which has been charged with filling the gap and
doing so fairly. He explained that he doesn't intend to hold up
HB 304 because he wants "all these things" to get onto "the

floor,"” for debate. However, "I don't agree with your approach
here," he said.
Nunmber 1651

REPRESENTATI VE JAMES sai d she considers herself to be one of the
bi ggest proponents of econom c devel opnent, and she enphasized
that she | ooks for opportunity for it everywhere. However, she
stated that she sees no hope for any new growh in economc

devel opment in Alaska until [the legislature] has balanced its
"fiscal issue." Furthernore, the general public doesn't want to
pay taxes. Representative Janes said, "No one's going to cone
in here and invest and create a business if they're the ones
that are going to get stuck with paying the bill." She stressed
the inportance of noving this issue forward quickly, to fill the
budget gap. She characterized this year's efforts [of the

| egi sl ature] as only just the beginning.

REPRESENTATI VE JAMES said she canme to the legislature nearly ten
years ago worryi ng about why "we" don't fix the things that "we"
build. Although there has been sone headway nade regarding the
issue, there is nuch left to do. She expressed concern that
there has been a pause in progress and [the situation] continues

HOUSE STA COW TTEE -11- March 19, 2002



to disintegrate. She listed school buildings, roads, access,
and infrastructure as itens needing [the state's] attention.

Nunber 1788

REPRESENTATI VE JAMES said she could not tally, in her mnd, the
anount of noney [the legislature] would need to encourage new
econonm ¢ developnent in the state nor could she sum the new
noney [necessary to] invest into businesses. She related her
understanding that Representative Witaker's [proposal] is to
take a small bite out of sonething that has been, previous to
now, untouchable." Representati ve Janes stated her uncertainty
that this [bill] would "even go by the ... the third floor
because of the promse to let [the] people vote on anything that
touches any of this noney, which, | was opposed to it last tine.
It didn't work. And | don't think it'll ever work again."” She
opined that if [the legislature] fails in this issue, it will be
because it has not sufficiently explained to the public that
[the legislature] is working [to address] the severity of the
i ssue.

REPRESENTATI VE JAMES said her choice would be to redesign the

structure of the dividend. However, she said she believes the
dividend is necessary, if for no other reason than to protect
the fund itself. During the years when there was a pernmanent

fund, but no dividend, people wanted to spend it on a variety
causes, she pointed out.

Nunmber 1865

REPRESENTATI VE JAMES renarked that although she cannot support
this provision, she is willing to nove [HB 304] forward to have
nore discussion [in the House Finance Standing Conmittee]. She
summari zed the [reason] this issue exists, as follows: "Just
because no one has been wlling to spend any noney of the
earni ngs of the permanent fund."

REPRESENTATI VE JAMES conti nued:

By trying to design this to not go here, we have
conpletely shut down economic activity in our state
over the last few years. | don't necessarily believe
that's our fault ..., because we are here to recognize
people, and what they tell us to do is what we do.
Just like with kids do. And that's what we've done.
But | think we haven't worked hard enough on the
explanation of the reality of the issue. And there
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will be a price to pay, sonetine, for that. And every
single one of us will pay it.

Nunber 1934
REPRESENTATI VE FATE announced that he, also, was willing to nove

on this I|egislation. He clarified his belief that there is no
one who has studied this [issue] who doesn't want good econonic

devel opment in the state. He noted that he was fornerly a
busi nessman and a m ner. He posited that it nust be recognized
that econom c devel opnent in [Al aska] takes time, [and it takes
tine] before "we reap the proceeds.” That time is not
avai lable, which is one of the reasons that [the |egislature]
has studied using the earnings reserve account (ERA). He noted

that studies had been nmade, wthin the House State Affairs
Standing Conmittee, in regard to a broad-based tax of one type

or another. He also nentioned there has been consideration of a
ceiling on spending. He concluded by expressing his
t hankful ness that this bill has been brought forward. He

related his hope that the |egislature can nuster enough force so
that it does go to the third floor because this kind of thinking
and action is necessary.

REPRESENTATI VE FATE expressed his eagerness to nove the bil
fromcomttee.

REPRESENTATI VE W LSON asked if a vehicle was needed to put HB 20
in place, to access the ERA, or would that bill be a vehicle in
itself.

REPRESENTATI VE WHI TAKER answered that HB 20 is separate from [ HB
304] . At this point, whether or not the two are linked is a
di scussion that will take place, but there is no link at this
time, he said. He pointed out that the funds from which both
[the proposed bills] would draw are finite; therefore, [the
| egi slature] needs to proceed with caution. He indicated that
[HB 340 is designed to] close the gap, whereas HB 20 woul d not;
therefore, any general fund offset to the inbal ance associ ated
with [HB 304] is dimnished by however nuch is spent under HB
20. That's the crux of that debate, he stated.

REPRESENTATI VE W LSON asked if HB 20 woul d al so use the ERA.
REPRESENTATI VE VWH TAKER expl ai ned t hat [ HB 20] isn't

specifically [linked] to the ERA but rather to the earnings of
t he permanent fund. However, the earnings of the permanent fund
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go in the ERA, so, in effect, it would be comng from the sane
fund source.

Nunber 2139

REPRESENTATI VE JAMES nentioned, per her staff's research, that
the estimated anmount of the permanent fund inflation-proofing

for this year will be $602 mllion. She stated that "even
taking a holiday on inflation-proofing the fund m ght be a real
good idea." She pointed out that the 18- to 44-year-olds have

left [the state], because opportunities were not here. However,
those are the people needed to build the econony in the future.
Subsequently, if economc activity is stinulated, it wll be
necessary to bring people back in. Therefore, she said she
believes there should be a sinple, fair, and equitable incone
tax in order to ensure that there is the noney from new growh

to fund our pol i ce, fire, r oads, school s, et cetera.
Furthernore, the nunber of people in the state over 65 is
growing, and there is a severe need for assisted living and

other fornms of care for the elderly and di sabl ed peopl e.

REPRESENTATI VE JAMES concluded: "If we don't do sonething quick
: we're going to be in worse trouble ... and it's going to be
harder for us to pull out of the hole.” She stated her belief

that the permanent fund was originally established for the
purpose of helping [the state] when it is in stress, which is
the current situation. Therefore, she suggested determ ning how
to [get] the maxi num benefit [fromthe fund].

Number 2259

REPRESENTATI VE HAYES noved to report HB 304 out of commttee
wi th individual recomrendati ons and the acconpanying zero fisca
note. There being no objection, HB 304 noved out of House State
Affairs Standing Commttee.

HB 480- STATE EVMPLOYEE DEATH SURVI VOR BENEFI TS

Nunmber 2286

CHAIR COGHI LL announced that the next order of business was
HOUSE BILL NO. 480, "An Act providing that the death of a state
enpl oyee killed because of their job status off the job site
shall be considered an occupational death for purposes of
survivor's pension benefits.™
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CHAIR COGHI LL rem nded the conmttee that, after the Mirch 14,
2001, hearing the sponsor considered [the comrittee' s suggestion
to include TRS in a benefit package]. He noted that
Representative Dyson brought a commttee substitute (CS),
Ver si on F.

REPRESENTATI VE DYSON stated his belief that the inclusion of TRS
in Version F inproves the bill

CHAIR COGHI LL recomended to the commttee that it adopt Version
F.

Number 2373

REPRESENTATI VE STEVENS noved to adopt the proposed CS, Version
22-LS1547\F, Craver, 3/18/02, as a work draft. There being no
obj ection, Version F was adopt ed.

REPRESENTATI VE DYSON recounted that the original bill had been
drafted to close a | oophole. He indicated that, presently,
enpl oyees covered under a suite of benefits would not be covered
if they were killed or injured while on the job, but off the job
site.

CHAIR COCGHILL stated his understanding that the CS before the
commttee includes TRS (Teachers' Retirement System) and PERS
(Public Enployees' Retirenent Systen), but does not provide for
the judicial branch. He nentioned Title 14 and Title 39 of the
statutes.

Nunber 2467

REPRESENTATI VE HAYES noved to report CSHB 480, Version 22-
LS1547\F, Craver, 3/18/02, out of commttee wth individual
recommendations and the acconpanying zero fiscal note. There
being no objection, CSHB 480(STA) noved out of House State
Affairs Standing Commttee.

HB 380- REI MBURSE CERTAI N RETI REE MEDI CARE CHARGE

CHAIR COGHI LL announced that the next order of business was
HOUSE BILL NO 380, "An Act relating to reinbursenment for
certain Medicare prem um charges for persons receiving benefits
from the teachers' retirement system the judicial retirenent
system the elected public officers retirenent system and the
public enpl oyees' retirenent system"”
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Number 2530

GAYLE HARBO, Retired Teacher, testified via tel econference. She
began by saying that HB 380 is an inportant issue for Al aska's
seniors. She provided the follow ng testinony:

Many of us, when we reached age 62, applied for social
security and found that because of two federal
provisions - the Governnent Pension Ofset or the
Wndfall Elimnation Provision - we either did not
qualify to receive social security on our own or
t hrough our spouse, or we were eligible for an anount

much smaller than we had anti ci pated. At age 65 al
seniors mnust apply for social security because of
Medi car e. The paynment of Medicare Part B is

mandatory, and since the nost recent 11 percent
increase in 2001, it costs a bit over $600 a year.
There are at |east three scenarios which apply for TRS
and PERS retirees applying for Medicare:

* You can apply for social security and be eligible
and then Medicare Part B is deducted from your
nont hl y check; or

* You can apply [for social security] and you're
denied and you have a spouse on social security
and the [Medicare] Part B is deducted from your
spouses soci al security check; or

* You can apply and be denied. You have no spouse,
so you have to send in your paynment for Medicare
Part B.

This third scenario concerns ne nost because as we
know ... many seniors are on fixed incones and as they
age have many additional costs sinply caring for their
hone, if they have one, and for thenselves. Thi s
additional burden of having to pay nore than $600 a
year in mandatory nedical insurance costs, and, nore
inmportantly, having to renenber to wite a nonthly
check or annual check, just doesn't seem right. [''m
not sure what happens if a senior forgets to wite a
check. Qur seniors who devoted their lives to living
and working and caring for children in Al aska deserve
nor e.

Also, in ternms of cost of this provision, when our
retirees reach 65, and Medicare becones the primary
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health coverage, there's a trenendous savings to the
state in nonthly health care prem um per retiree, yet
the burden of an additional $50 per nonth for the
retirees is worrisone because of the fixed income of
nost seniors, and because there's no guarantee the
nonthly cost of Medicare Part B will not increase.

In the late '60s public school teachers, the school
districts, and the state each contributed 7 percent of
salary, a total of 21 percent, to fund the retirenent
system for TRS. Later this was changed and the
enpl oyee contribution for TRS is now 8.65 percent, but
the total for the other two entities is paid for by
the enployer, and it's only a little over 11 percent.
In 1999 the actuary for [the Division of] Retirenent
and Benefits (R&B) estimated the cost to fund Medicare
Part B would require only .68 percent, that's |ess
t han 1 percent, [1ncrease] in t he enpl oyer
contri bution. This would still rmake the enployer
share less than the 14 percent of 30 years ago, and
remenber the cost for funding the Medicare Part B
rei mbursenent would be anortized over a period of 20
to 25 years. ... in a nost recent actuarial report of
June 30, 2001, it shows that there may be in this next
year, for 2004, a one-tine bunp in the enployer
contribution because R&B submtted a new data system
However, the projected future enployer contributions

still show a level of less than the 30-year goal of 14
percent .
| hope you will give careful consideration to this

very inportant legislation for Al aska's seniors - they
deserve it for their years of service to the state and
the school districts. Thank you once again for your
tinme.

Nunber 2752

SARA HORNBERGER, Chair, Anchorage Chapter, Retired Public
Enpl oyees of Al aska; Life Menber, National Education Associ ation
- Alaska; National Education Association - Retired, testified
via tel econference. She informed the committee that she has
been involved in public education since 1963. She al so inforned
the commttee that she is a retiree under TRS and PERS. Ms.
Hor nberger recalled that during her tine at Naknek school, a
representative from TRS visited the school alnost annually.
During the early '70s the TRS representative related the nessage
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that once retired, in addition to retirenment pensions, nedical
i nsurance for retirees would be conpletely paid as part of the
retirement under the state's retirenment funds. In 1974, M.
Hor nberger resigned her position with Bristol Bay school and
t hought she probably wouldn't teach again and thus decided to
w thdraw her retirenment funds. A TRS representative discouraged
her from such because he said once she reached retirenent age
and hadn't withdrawmn from the retirement system M. Hornberger
woul d secure her nedical insurance after retirenent. However,
Ms. Hornberger related her belief that the nonthly contributions
she nmade and the school district nade in the retirenment fund was
to cover all retirement costs, including any premuns such as
Medi car e.

V. HORNBERGER  poi nt ed out t hat school teachers and
adm nistrators aren't the only state enpl oyees who were inforned
their nedical insurance would cost nothing after retirenent.
The sanme was related to troopers, Al aska Departnent of Fish &
Gane bi ol ogi st s, and (indisc.) enf or cenent of ficers.
Furthernore, this was printed in benefit booklets printed and
distributed by the state. Numer ous exanples of those printed
prom ses have been coll ect ed.

M5. HORNBERGER continued. She explained that when she turned 65
she discovered that she would be paying for nedical coverage

under Medi care. She also learned that the State of Al aska
medi cal insurance program was no |onger her primary coverage, as
she had been told. Upon retirenent in 1997, the prem um was

$45.50 and has risen to $54.00. Moreover, Medicare prem uns are
predicted to steadily increase over the next few years.
Al t hough these prem uns may not seem |ike nuch, but for those on
a small fixed pension it's a fortune. Ms. Hornberger related
her inpression that the Departnent of Administration views the
Medicare premium as an item on the table for negotiation.
However, a benefit that was prom sed as part of an enploynent
package doesn't have to be negotiated. "W do not feel that we
are negotiating with the Dvision of Retirenment & Benefits for
paynent of those prem uns, we are asking the state to live up to
its promise to us and pay this prem um out of the nbney we and
our enployers deposited with the state in trust for such
paynents. Al aska should honor its promse to Tier | state
retirees and pay the nonthly Medicare [premum."

TAPE 02-28, SIDE B

Nunber 2945
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CHARLES COSPER, Life Menber and Past President, Retired Public
Enpl oyees of Al aska (RPEA), testified via tel econference. Thi s
issue is so inportant to many retirees. He said that during his
time as the past president of the RPEA, he was able to speak to
many of its over 20,000 nenbers. Most of those retirees say the
sane thing, that is that they were prom sed to have state health
care for life at no cost. It's time for the state to honor the
agreenent that it nade, he charged. Therefore, he urged the
conmmttee to pass HB 380.

Number 2825

JAY DULANY testified via tel econference. He requested that if
HB 380 is passed, then the reinbursenent/paynment of the Medicare
prem uns be before taxes in order that the anmbunt won't be taxed
by the Internal Revenue Service (IRS) on the individua
retirees. M. Dulany noted his support of HB 380.

Nunmber 2775

MERRI TT COLSON, Member, National Education Association - Retired,
testified via tel econference. He noted that he has served as a
nmenber and chair on the Teachers' Retirenent Board. He al so
noted that he is a nmenber of the Trustee of the Alaska State
Pensi on I nvestnment Board, which establishes policies for all of
the pensions funds. M. dson informed the commttee that it
should have his witten testinony, from which he read the
fol | ow ng:

| have, too, ... long been concerned about what |
consider inequities that exist relative to the health
i nsurance benefits for retired teachers and public
enpl oyees in the state system Menber and enpl oyer
contributions pay for pension benefits and health
insurance at retirenent through their nenbership

contri butions. Al though retirees pay the required
deductibles for health insurance, they are not
assessed prem um charges until age 65. Then Medi care

automatically beconmes their primary health coverage,
and nenbers nust begin to pay the Medicare prem um for
insurance. It doesn't really measure up to that which
state enployees (indisc.) wunder the state system
Second additional charges to persons as they age tends
to run counter to normal practices in this country.
O der retirees, especially those who are in their md-
to late-80s or 90s, are particularly hard hit. Thei r
pensions tend to be lower in anpbunt as they retired
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earlier and, consequently, with |lower salaries while,
at the sane tinme, the Medicare premum charges
continue to increase. Currently, the nonthly prem um
is $54 and it is ever increasing. W thout the other
income beyond their rather neager pensions, the
elderly can be hard pressed to pay those charges.
That area is ny particular concern. I think House
Bill 380 addresses this problem | urge that you give
serious consideration to this legislation. | do thank
the commttee for providing the opportunity to express
ny thoughts on the issue. Il want to commend
Representatives Janes and Hayes for their sponsorship
of this legislation.

Nunber 2549

REPRESENTATI VE JAMES, Al aska State Legislature, testified as the
sponsor of HB 380. She began by pointing out that this
| egi sl ation covers those in PERS, TRS, JRS (Judicial Retirenent
System), and EPORS (Elected Public Oficials Retirenent System.
Representative Janes explained that she filed HB 380 per

request, although she supports the idea. She nmentioned that
when one reaches age 65 one has to take Medicare. This is a
requi renent that she detests. By requiring Medicare to be the

primary payer at age 65, it jeopardizes nmany seniors with regard
to the type of treatnent they can obtain. Furthernore, there is
now di scussion with regard to including prescription benefits in
Medi car e. Al t hough she said she was in favor of providing
prescription coverage to those dependent upon social security
and Medicare for their insurance, she disagreed wth the

mandatory requirenment for Medicare at age 65. Representati ve
Janes remarked that there needs to be many changes with Medicare
at the federal |evel. Therefore, at the state |level the best

avenue seens to be to take care of this Mdicare paynment for
these retirees. Representative Janes turned to the fiscal note,
which is large, and conmented that she is interested in the cost
of HB 380 for fiscal year 2003.

Number 2264

QJY BELL, Director, Health Benefits Section, D vision of
Retirement & Benefits, Departnent of Administration, turned to
the analysis of the fiscal note. He pointed out that the annual
cost of HB 380 for PERS would be $10, 759,700 and there would be
a smaller amount for TRS. Furthernore, the University of Al aska
for PERS is an annual cost of $1,294,000 and $536, 100 for TRS
Additionally, there would be costs to political subdivisions
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that amount to $10,047,200 for PERS and to school districts the
cost would be $7,548,800 for TRS. Those figures cone from the
rate inpact of the 1.68 percent increase in the PERS
contribution rate. He explained that the reason the cost is so
high is because, historically, the retiree nedical plan has been
suppl enented by Medicare, once a person becones Medicare

eligible. By adding this additional liability to the system
the system needs to collect the noney to pay for the benefit,
whi ch occurs by increasing enployer rates. Enpl oyee rates are
fixed while enployer rates float based on total Iliability
anortized over about 25 years. Therefore, it's an additional

unantici pated cost to the system M. Bell pointed out that
[page 1] lines 9-12 of HB 380 is language that has been in
exi stence for quite sonetine. That |anguage specifies that the
benefits are supplenental to the Medicare plan, which is
hi storically how this plan has been adm ni stered.

CHAIR COGHI LL stated that the sum of those figures is well over
$20 mllion. He surm sed asked whether it would be a baseline
in gromng or is the actuarial over a span of tine.

MR. BELL specified that it's anortized over about 25 years. He
said that it's the annual cost, which would nean that it's
effectively a flat cost over the next 20 years. However, he
noted that it would depend upon the rate of inflation of
Medi care versus ot her plans.

CHAIR COGHI LL surm sed then that these costs would be directly
connected to the retirenent funds.

MR. BELL answered that the fund owes nore noney in the way of

benefit paynents than it expected. In order to collect that
noney there is an inpact on enployer rates, and therefore
enployer rates wll increase. For exanple, the City of
Anchorage will have to contribute nore in order to pay for these
retirement benefits. The amounts [on the fiscal note] are the
annual amounts that wll be spread anong the state and the

state's political subdivisions, which are the nunicipalities and
t he school districts.

CHAIR COGHI LL related his understanding that [the state woul d]
cone up with an additional $10,759,000 out of PERS through a
rate increase.

MR. BELL agreed.

CHAI R COGHI LL conmented that such would be a significant draw
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Number 1937

REPRESENTATI VE JAMES said that she couldn't "buy into" that
total cost. She also said that she is looking for options to
cover this issue. If the state had the noney, Representative
James said she would be wlling to pay the total cost of
approximately $22 million. "I think it's the right thing to do,
but I'"'m not wlling to pass a fiscal note such as this when
we're ... having the problens that we're having with the current
budget issue,” she remarked.

CHAIR COGHILL related his wunderstanding that the contribution
rate that would be increased would be to the enployee and the

enpl oyer.

MR. BELL specified that only the enployer contribution rate
woul d change under HB 380. The enpl oyee contribution rate is
fixed. For exanple, for nobst state enployees the contribution
rate is fixed at 6.75 percent. However, over the years the
enpl oyer rate has fl oated. He pointed out that over the years
when the enployer rate has decreased, it has |largely been
because of investnent earnings.

Number 1807

REPRESENTATIVE STEVENS inquired as to why the enployee's
contribution hasn't been reduced when the fund has done well
Al t hough he understood that the enployee's contribution is fixed
because it's in statute, it doesn't seemquite fair.

MR. BELL reiterated that the enployee rate has been fixed in
statute. At |east once, there was an change in the |law rel ated
to the enpl oyee rate. Therefore, theoretically the legislature
could change the rate for enployees by changing the law. One of
the policy issues is in regard to whether the rate, if it goes
down for enployees in the good tines, should go up in the not so
good tines. It has been the enployer rate that has floated,
whi ch neans that the enployer has taken the risk for the bad
times, and thus the enployer gets to benefit from the good
times. That has been the situation over the past 20 years.

REPRESENTATI VE STEVENS pointed out that over the years the

enpl oyees haven't benefited from the tremendous increases in the
fund, only the enployer.
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CHAIR COGHI LL requested that M. Bell speak to the charge from
sonme wtnesses that they, as enployees, were prom sed health
care coverage beyond age 65.

Nunmber 1613

MR, BELL said that is a difficult question. He noted that
currently there is a lawsuit relating to the constitutional
guarantee of the retirenent benefit and whether the nedical
benefit can be changed. The | aw provides that nedical coverage

is provided at retirenent. However, the law al so provides that
it becones [secondary] to Medicare when a person reaches the age
of 65. "I don't know about other prom ses that've been nade,"”
he sai d.

REPRESENTATI VE FATE pointed out that within that discussion of
the promse to state enployees is the matter of the co-pay. He
related the question as to whether the prom se of coverage was
for the entire health care or for a percentage of the total
with the co-pay being Medicare Part B.

Number 1522

REPRESENTATI VE STEVENS turned to the notion of reinbursement to
the retiree before taxes, and pointed out that page 3, line 12,
seens to read that the reinbursenent would occur wthout taxes
bei ng taken out.

MR. BELL said that he would have to review the tax code in order
to provide an answer. |In response to Chair Coghill's request to
provide this information by next week, M. Bell said he would do
his best to review it and provide an answer.

REPRESENTATI VE JAMES remarked that she would like to do nore
research on the |awsuit because she was sure that legislation is
cheaper than litigation.

Number 1235

JERRY PATTERSON, President, National Education Association -
Retired, turned to the $274 nmllion fiscal note, which covers
[many of the retirees and all of the active nenbers] currently
wor king. Therefore, it would cover a 20-year old clerk in PERS
who wouldn’'t reach age 65 for 45 years and wouldn’t receive
their last reinbursenent check for 65 years. When the annual
cost of $30.4 mllion is divided into the $274 nillion
liability, it appears that |[the Dwvision of Retirement &
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Benefits] is trying to collect a 60-year payoff in nine years.
M. Patterson said that this year's actual cost would be $6.6

mllion. The accrual of new nenbers reaching age 65 along with
the inflation rate anmounts to an additional $600,000 a year for
the first eight to ten years. However, the division still saves

$23.8 mllion. Each year that savings is |less $600,000 due to
the additional paynents to those just turning 65. He estimated

that in nine or ten years the system will have [saved] $200
mllion and collected over another $100 nmillion, and over $300
mllion will have been set aside due to the collection of $25
mllion [a vyear] at the assuned 8.25 percent [interest].
Therefore, total principal and earnings will exceed $600 mllion
[over the life of the fiscal note], which equates to about $5.3
billion in savings for the system The ratio of savings to
premuns paid is 85 to 1. Therefore, the question is whether
t he nenbers should be paying $600 million to save billions over

the life [of the payout].

CHAIR COGHILL interjected that HB 380 would be held over, and
indicated that the commttee would like to review the figures
that M. Patterson is using.

HB 400- PERMANENT FUND CONTRI BUTI ON FOR EDUCATI ON

CHAIR COGHI LL announced that the next order of business was
HOUSE BILL NO 400, "An Act relating to contributions from
permanent fund dividends for nmunicipal school districts and
regi onal educational attendance areas; and providing for an
effective date."

Number 0595

BILL CHURCH, Staff to Representative Scott Ogan, Alaska State
Legi slature, testified on behalf of the Representative Ogan, the
sponsor of HB 400. M. Church explained that HB 400 woul d all ow
[recipients] of the permanent fund dividend to contribute [a
portion of] their dividend to their local school district or
regi onal educational attendance area (REAA). Last vyear, the
Anchorage Daily News published a letter to the editor from a
Bet hel high school junior who expressed the need for nore noney
for school funding. This letter pointed out that students and
teachers had worked together to acconplish different projects
Wi thin the school district. M. Church specified that educating
the children of Alaska is the responsibility of all adults in
the state. However, sone Al askans pay nothing locally to
support the education of their youth. This | egislation would
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allow contributions by a sinple check-off box on the permanent
di vidend fund application.

MR. CHURCH informed the commttee that a legislative attorney
has indicated that contributions made exclusively for a public
purpose are deductible as a charitable contribution on the
federal incone tax. Therefore, HB 400 provides a personal and
tax deductible nmethod by which to provide additional financia
support to their local school districts. However, HB 400
doesn't intend for any of these additional nonies to count
agai nst the local school district or REAA when the Departnent of
Education and Early Developnent (EED) calculates entitlenents
under the foundation fornula. M. Church specified that [the
sponsor ] envisioned these contributions being used for
i nprovenents, supplies, or prograns for which sufficient funding
hasn't been available. These additional funds shouldn't be used
to pay the salaries and benefits of teachers or any other school
enpl oyee.

Nunmber 0389

REPRESENTATI VE JAMES asked whether individuals can already
contribute to [their local school district] without having it
deducted fromthe permanent fund dividend check.

MR. CHURCH replied that certainly one can give noney to their
| ocal school district. However, he said he wasn't sure whether
that would be tax deductible. He indicated that having the
contribution cone from the dividend check may not be as painfu

a contribution.

REPRESENTATI VE JAMES pointed out that there is a long list of
[groups] that would like to obtain noney fromthe dividend. She
expressed concern with any "playing around" with the earnings of
t he permanent dividend fund. Before "playing around” with the
earnings of the permanent dividend fund, there should be a
determnation as to what the long-term dividend program wl|l
| ook like in order to guarantee individuals a dividend.

MR. CHURCH said that HB 400 doesn't really have any inpact on
t he permanent fund dividend fund itself.

REPRESENTATI VE JAMES said, "It just seens overwhelmng to ne as
to what m ght happen if we pass this.”

Nunmber 0085
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REPRESENTATI VE STEVENS pointed out that comunities have caps
with regard to what the conmunity can contribute to education

He assuned that this cap is in existence in order to provide
fair and equal education throughout the state. However, where
would HB 400 fit in relation to the cap. If the contributions
under HB 400 fall outside of the cap, wouldn't that fly in the
face of equal education throughout the state. If the
contributions wunder HB 400 fall wthin the cap, then every
dollar the local community contributes would result in one
dollar less fromthe state.

MR. CHURCH answered that these contributions are intended to be
out si de the foundati on formnul a.

TAPE 02-29, SIDE A

MR.  CHURCH conti nued. He pointed out that [Bethel] is a
community that raises noney through gamng, while Ilocally
contributing nothing to education. All the noney going towards
educating students [in Bethel] is from the state. This is not
an isolated situation. He deferred to an EED representative
with regard to the nunber of districts that aren't receiving
| ocal fundi ng.

Number 0184

REPRESENTATI VE FATE turned to the fiscal note, which specifies a
cost of $17 mllion. He asked if that cost would be offset by
the savings to the state in those areas where all the funding in
education is provided by the state.

MR CHURCH reiterated that these npbnies would be outside the
foundation fornula and thus woul dn't be consi der ed. Ther ef or e,
there wouldn't be any "offsetting savings."

EDDY JEANS, Manager, School Finance and Facilities Section,
Educati on Support Services, Departnent of Education and Early
Devel opnent, testified in opposition to HB 400. He expl ai ned
that these funds would be outside the foundation formula and
would be operational, discretionary, funds for the schoo

districts. Furt her nor e, HB 400 would run the risk of
jeopardizing the state's equalization test in the foundation
program which allows the state to consider $50 nillion in
federal aide in the distribution formula. M. Jeans noted that
no one knows how many people will take advantage of this program
and how nuch noney wll go into what conmunity. He echoed
Representative Janes's earlier statenent that individuals can
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al ready make personal contributions to their |ocal schools. He

characterized such personal contributions as mnimal. M. Jeans
enphasi zed that EED doesn't oppose increased funding for
schools; "it's the nmechanism in which the schools get these
addi tional funds." "W believe that the appropriate way would

be to put nore noney into the foundation program statew de," he
sai d.

Number 0513

REPRESENTATI VE JAMES asked if there are school districts in
Al aska that don't receive PL874 funds [Title VIII - inpact aid
funds].

MR. JEANS answered that there are four or five such districts.
He explained that PL874 funds are in lieu of property taxes

[for] federal |ands that are tax exenpt. The federal governnent
makes the property tax paynent to the education agencies on
behal f of the people who reside on those federal properties. In

further response to Representative Janmes, M. Jeans specified
that those school districts that don't receive federal inpact
ai de, PL874 funds, are small first class cities that are making
a |ocal contri bution. Every school district has sone
contribution that is other than state aide.

Nunmber 0635

REPRESENTATI VE W LSON asked whether npney raised for sports has
to be counted [in the cap].

MR. JEANS specified that typically those funds are outside the
cap, although for sonme school districts such funds are counted
as local revenue and thus show up in the operating fund from
where it's transferred to student activities. In further
response to Representative WIlson, M. Jeans explained that
funds raised for specific prograns [that are outside] the
operating program will be [funneled] to that specific program

However, a contribution as suggested in HB 400 doesn't target a
specific program and thus the funds are discretionary.

Therefore, the district has no choice but to place those funds
in the operating fund until the district determ nes how to spend
t hose funds.

Number 0748

REPRESENTATI VE STEVENS requested that M. Jeans conment on how
HB 400 could theoretically inpact the cap.
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MR. JEANS said that he didn't view [the funds raised by] HB 400
as a local contribution that would be counted against the cap.
This legislation wuld nerely provide additional revenue,
contributed as other |ocal revenue, to the school operating fund
and thus would be neasured in the equity test. Currently,
school districts generate sone |local revenues that aren't tax
revenues; those go into the operating fund and are counted in
the federal disparity test. Therefore, the 2 percent cushion
allows for those variances across the state. However, with a
program as proposed in HB 400 there is no know edge as to how
much noney wll go into any conmunity. That influx of revenue
could cause the state to fail the disparity test; and therefore
the $50 nmillion [in federal funds] couldn't be counted in the
state's funding formula.

MR. JEANS, in response to Chair Coghill, informed the commttee
that the equity test is run "after the fact." "If we fail the
disparity [test], then this legislature cannot consider those
federal dollars in the upcomng year, which will leave a $50

mllion gap that would have to be filled sonme place else," he
speci fi ed.

CHAI R COGHI LL asked, "Is it an all or nothing [situation]?" O,
could one say that if HB 400 brings in $50 mllion, that it
[replaces] the $50 million [lost in federal dollars].

MR. JEANS reiterated that if HB 400 brings in $50 mllion and
causes the state to fail the disparity test, then the federal
dollars can't be counted. He highlighted that this would |ead
to [questions] regarding equity between school districts, which
would result in [litigation]. He expl ained that EED uses the
federal disparity test as a neasure of equity between school
districts across the state, which helps keep [the state] out of
court.

CHAI R COGHI LL said, "Wthout regard to | ocal input?"

MR. JEANS clarified that it does consider |ocal input, which is
where the local cap cones into play. Therefore, it's inportant
that the |egislature provide revenue to school districts via the
foundati on program because that noney has been neasured and
counted in a particular way so that [the state] will always neet
the federal equity test.

Nunmber 1000
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REPRESENTATI VE JAMES recalled that last year this topic canme up
in regard to Tok, which was feeling the pressure to create a

| ocal governnent that it didn't want. The argunent for naking
Tok create a local governnment was that Tok wasn't paying
anything for its schools. [ Residents of Tok] approached

Representative Janes and told her they were willing to have part
of their permanent fund go into the [foundation] formula as the
comunity's local participation. However, there was a problem
with regard to not being able to get that noney [into the
foundation formula]. She inquired as to the problem

MR. JEANS recalled the situation, and characterized the problem
as a tracking issue with regard to what noney goes to what
school district. Furthernore, the foundation program would have
to be anended so that there would be an offset in state revenue
equal to the anount of contributions through the aforenentioned

mechanism M. Jeans said, "If that was the way that this bil

was written, | don't think I would be here opposing the bill
because then that noney is going into the pot of equalized
revenues in which the state neasures.” However, additional

revenue outside the fornula causes equity problens.

CHAIR COGHI LL suggested that the [equity] 1issue be discussed
wi th the sponsor.

REPRESENTATI VE JAMES remarked that she found it problematic to
provide carte blanche authority across the state and then have
to specify which school districts [the nobney is going].
Al t hough she recognized the [proposal in HB 400] to be
conplicated, she noted her interest in the proposal in order to
determine if there is a way to do it.

MR. JEANS said that although there are ways to do it, he
cautioned the commttee with regard to inpact aid and whether it
shoul d be considered a |ocal contribution. M. Jeans said that
the sinplest way to obtain the local contribution is through the
i ncorporation of the areas in order that they may nake a | ocal
contribution based on property values. M. Jeans explai ned that
if the noney was to go into the foundation program and offset
state aide and thus was part of the overall state equalization
program then he would have a different response to HB 400.

CHAI R COGHI LL announced that HB 400 would be held. He also
announced that he woul d approach the sponsor and di scuss whet her
there is interest in noving in any other direction than what is
currently in the |egislation.
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ADJ OQURNMVENT

There being no further business before the commttee, the House
State Affairs Standing Commttee neeting was adjourned at 9:58
a.m
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