M NUTES
SENATE FI NANCE COWM TTEE
April 20, 2006
9:06 a.m

CALL TO ORDER

Co-Chair Lyda Geen convened the neeting at approximately
9: 06: 54 AM

PRESENT

Senat or Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice-Chair
Senat or Fred Dyson

Senat or Bert Stedman

Senat or Donny O son

Senat or Lyman Hof f man

Al so Attending: REPRESENTATI VE BILL STCOLTZE;, W LLI AM GREEN,
Project Counsel, Knik Arm Bridge and Toll Authority; STEPHANI E
ALLI SON, Parent and Menber, dacier Valley El enentary School
Site Council; MARY HAKALA, Parent and Menber, Al aska Kids Count!
Net wor k; MARY BECKER, State President, Association of Alaska
School Boards; Menber, Juneau School Board; and Retired School
Teacher; CARL ROSE, Executive D rector, Association of Al aska
School Boards; JOHN ALCANTRA, Governnent Rel ations Director, NEA
Al aska; MARY FRANCI S, Executive Director, Al aska Association of
School Adm nistrators; ANDREA STORY, Parent and Menber, Juneau
School Board

Attending via Tel econference: From an offnet site: LARRY W GET,

Director, CGovernnent Relations, Anchorage School District; From
Val dez: KATHY TODD, Menber, Cty of Valdez School Board; From
Kenai : MELODY DOUGLAS, Chief Financial Oficer, Kenai Peninsula
Bor ough School District; JENNIE HAMMOND, N ki ski Resi dent

SUMVARY | NFORMATI ON

HB 471- KNI K ARM BRI DGE AND TOLL AUTHORI TY
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The Committee heard fromthe bill's sponsor and a representative
of the Knik Arm Bridge and Toll Authority. A conmttee
substitute was adopted and the bill reported from Commttee.

SB 188- BULK FUEL REVOLVI NG LOAN FUND CAP

The Committee heard from the bill's sponsor and reported the
bill fromCommttee.

SB 1-1 NCREASE AMI OF BASE STUDENT ALLOCATI ON

The Committee heard from the bill's sponsor and took public
testimony. One anendnent was considered but not adopted. The
bill was held in Commttee.

#hb471

CS FOR HOUSE BILL NO 471(FIN) am
"An Act anending the Knik Arm Bridge and Toll Authority Act
and the powers and authority of the authority to finance
construction and nai ntenance of the Knik Arm Bridge, to set
and collect tolls, and to carry out its duties; and
providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Conmittee.

Co-Chair Green noted that a commttee substitute was before the
Commi tt ee.

Co-Chair WIlken noved to adopt commttee substitute Version 24-
LS1670\L as the working docunent.

Co-Chair G een announced that the Senate version (SB 303) of
this bill had previously reported from Conmittee and was
currently in the Senate Rules Conmttee. However, the House of
Representati ves (House) made "substantive" changes to the House
conpanion bill, and, as a result, Senate Rules has requested the
Conmittee consider the House version of the bill. The bill's
sponsor woul d discuss the changes contained in the Version "L"
conm ttee substitute.

9:08:44 AM
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REPRESENTATI VE BI LL STOLTZE, the bill's sponsor, shared with the
Commttee his long-terminvolvenment with the Knik Arm Bridge and
Toll Authority (KABATA) project. This legislation would further
"a conmtnment” to provide "the details of the plan and
mechani sns” that was made after the initial KABATA |egislation
was adopted. He explained the two changes the House nmade to the
bill: the first renoved the State's ability to attach a person's
Permanent Fund Dividend (PFD) to address wunpaid fines. The
second elimnated |anguage pertaining to the issuance, renewal
or reinstatenent of drivers' |icenses. These provisions were
removed in order to focus the bill on the construction of the
bri dge. He had been unconfortable wth the anmount "of
government” in the original bill and thought it "best to take
t hose provisions out".

Co- Chai r Geen referred the Committee to Representative
Stoltze's Sectional Analysis of the bill [copy on file], which
further explained the changes in the conmttee substitute.

Representative Stoltze continued to explain the changes

contained in Version "L", characterizing a bill anmendnment
adopted "on the fly in a careless fashion" during a House fl oor
session as "innocuous". The anendnent would have I|imted

KABATA's authority and would have served to restrict its
function. The initial authority provided to KABATA by the
Legislature would allow it to interact with outside business and
the financial market wthout any politicizing. The anmendnent
adopted on the House floor re-injected political involvenent.

Co-Chair G een asked whether the |anguage being referenced was
| ocated in Section 1(a)(18) page 3, line 29 of the House bill,
Version 24-LS1670\1. A

Representative Stoltze affirned.

Co-Chair Green thereby noted that Version "L" elimnated that
| anguage, as it was "directly contrary to the function and the
role of the Toll Authority itself". Version "L" would retain
KABATA's authority and not require the Governor's approval of
its actions.

Representative Stoltze concurred.

Co-Chair Geen noted that Version "L" retained |anguage the
House added to Section 1(a)(18) page 3, line 31, which would
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affirm that KABATA's powers of em nent domain would not exceed
t hose of the State.

Senator Geen reiterated that action taken in the House
elimnated the ability of KABATA to place "a lien" on soneone's
PFD were they "in violation of sonething at the Toll"

9:12:31 AM

Representative Stoltze remnded that the garnishing of a
person's PFD is a provision comonly exercised by nunicipalities
in regards to such things as unpaid fines. However, due to the
fact that any reference or inclusion of |anguage about the
Permanent Fund or the Permanent Fund Dividend tends to "mre
down" and "confuse" an issue, it was his desire to exclude that
provision fromthe bill in order to focus on building a bridge.
Omtting the PFD attachnment would not hinder KABATA s functions;
"it could collect unpaid tolls in another fashion".

9:13:12 AM

Co-Chair Green asked whether this was also the reason behind the
decision to exclude |anguage addressing individuals' drivers

licenses or vehicle registrations in regards to unpaid tolls or
ot her viol ations.

Representative Stoltze affirned.

Co-Chair WIlken wunderstood the difference between committee
substitute Version "L" and the House version, Version 24-
LS1670\1.A was the deletion of the authority of the Governor.

Co-Chair Green affirned.

Co-Chair W I ken asked for confirmation that the words "or noney
that the legislature may appropriate” as specified in Section
1(a)(12) page 3, line 15 would "not obligate the State to be
supporter or the court of last resort” were there a bond
defi ci ency.

9:14: 30 AM
WLLIAM GREEN, Project Counsel, Knik Arm Bridge and Tol

Aut hority, affirmed the |anguage would "not obligate the State
to do anything nor" would it obligate the State's general fund.
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It mirrors "simlar provisions included in other titles dealing
with simlar facilities. It is sinply there to acknow edge t hat
if the Legislature desired to appropriate nonies it may, but
it's no obligated to."

9:15: 18 AM

Co-Chair W1 ken comuni cated concerns expressed by residents in
the State about the Knik Arm Bridge, the Gavina Island Bridge,
and the access road out of Juneau in regards to how those
projects mght inpact the National H ghway System (NHWS) fundi ng
the State would receive over the next several years. The
Adm ni stration has been requested to develop a five-year pro
forma to address how those projects would be funded as well as
how t he NHWS fundi ng woul d be dispersed on a statew de basis. To
that point, he asked M. Geen whether he has been in
communi cation with the Administration in this regard.

M. Geen disclosed that some prelimnary discussions had taken
place. He deferred to the Admnistration to provide the
concl usi ons of the discussions.

9:16: 22 AM

Senator Stedman opined that the five-year pro forma woul d assi st
in furthering the interpretation of the federal H ghway
Aut hori zation bill, Safe  Accountabl e Fl exi bl e Efficient
Transportation Equity Act: A Legacy for Users (SAFETEA-LU). He
suggested that, when the final plan is devel oped, the discussion
coul d include SAFETEA- LU fundi ng.

There being no objection, the Version "L" comrittee substitute
was ADOPTED as the working docunent.

Co-Chair WIlken noved to report the bill from Commttee wth
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.

There being no objection, SCS CS HB 471(FIN) was REPORTED from
Commttee wth two previous zero fiscal notes: Fiscal note #1
dated January 22, 2006 from the Departnent of Natural Resources
and fiscal note #2 dated March 1, 2006 from the Departnent of
Transportation and Public Facilities.

Senator Hoffrman asked whether it is anticipated that the
Adm nistration's response to the request for a five-year pro
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forma would be provided prior to Senate floor action on this
bill.

Co-Chair Green understood otherwise, as the primary concern is
not specific to this legislation.

Co-Chair WIlken agreed that this legislation is "a part of the
whol e picture”, however, not to the point that this bill"'s
progression should be halted. Continuing, he shared having
recently sent a nenorandum to Departnent of Transportation and
Public Facilities Comm ssioner Mke Barton rem nding him of the
specifics of the request.

#sb188
CS FOR SENATE BILL NO. 188(CRA)

"An Act increasing the maxi mum anount of loans from the
bul k fuel revolving |oan fund to one borrower."

9:19: 00 AM

This was the second hearing for this bill in the Senate Finance
Conmittee.

Co-Chair Green rem nded that commttee substitute, Version 24-
LS0952\'S, had been adopted during the bill's first hearing in
the Comm tt ee.

9:19:19 AM
Senator A son, the bill's sponsor, conmunicated that the bill
would increase the loan |imt allowed under the Bulk Fuel

Revol ving Loan Fund program thereby allowing conmunities to
purchase larger quantities of bulk fuel and to account for
hi gher fuel costs.

Co-Chair W1 ken asked whether either Anmendnent #1 or Anendnent
#2 [copies on file] had been adopted.

Co-Chair Green expressed neither had been adopted. [Anmendnent #1

was offered but failed to be adopted during the first hearing on
the bill. Amendnent #2 had been wi t hdrawn. ]
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Senator O son noved to report the bill from Conmttee wth
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.

There being no objection, CS SB 188(FIN) was REPORTED from
Conmittee with new zero fiscal note dated February 8, 2006 from
t he Departnent of Commerce, Conmunity and Econom c Devel opnent.

9: 20: 56 AM
#sbl

SPONSCR SUBSTI TUTE FOR SENATE BILL NO 1

"An Act relating to the base student allocation used in the
formula for state funding of public education; and
providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Conmi ttee.

Co-Chair WIlken, the bill's sponsor, remnded the Conmittee the
funding provided to K-12 public schools is the "single |argest
general fund appropriation” nade annually by the Legislature;
education funding would exceed one billion dollars in FY 2007.
This bill would address the student conponent as determ ned by
t he Base Student Allocation (BSA) funding fornula. He referenced
a chart titled "Alaska K-12 Funding" [copy on file], often
referred to as Governor Frank Mirkowski's "Pencil Chart". The
Pencil Chart depicts K-12 BSA funding anounts from FY 1999
t hough FY 2007. The Sponsor Statement was read into the record
as foll ows.

Since 1998, the K-12 public school funding fornula has
distributed state education dollars based on a per student
al l ocation. Sponsor Substitute for Senate Bill 1 increases
this allocation by $433, establishing the per student
dol l ar at $5, 352.

Sponsor Substitute for Senate Bill 1 recognizes that day-
to-day educations costs continue to increase, causing a
financial strain on the school budgets in all 53 school
districts. The 8.8 percent proposed increase in the student
dollar will help mtigate these rising costs, thus allow ng
| ocal school boards to direct nore education dollars into
t he cl assroom
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Unfortunately school districts are also burdened with a
five per cent I ncrease in their required enpl oyer
contribution to two retirement systens, Public Enployees’
Retirement System and Teachers' Retirenent System Sponsor
Substitute for Senate Bill 1 will generate the needed funds
to cover these costs, estimated to increase $40 nillion
statewi de in FY 07

Please join nme in support of our public school system and
gi ve your approval to Sponsor Substitute for Senate Bill 1

9:23:22 AM

Senat or Bunde |ikened the proposed FY 2007 BSA funding to that
of FY 2006 in that approximately half of it would be utilized to
fund public education's retirenment system obligation. He
estimated that approximately $45 mllion of the total $90
mllion FY 2007 BSA would be wused in this nmanner; only $45
mllion would be funneled to support classroom needs.

9:24: 01 AM

Co-Chair WIlken clarified that $40 million would be utilized to
fund public school's FY 2007 obligations to the Public
Enpl oyees' Retirenment System (PERS) and Teachers' Retirenent
System (TRS). The $50 million balance would be utilized in the
classroom In FY 2006, $30 million of the total $70 mllion BSA
funding supported the PERS and TRS obligation and $40 mllion
went to the classroom

Co-Chair Wlken identified the Pencil Chart as "a good chart" as
it reflects the year-to-year increase in the BSA, however, sone
considerations are mssing. It should be noted that, while it
woul d appear there was no change in BSA |levels in 2002 and 2003,
the fact is that those years' BSAs included "logs" which were
kept at the time. The chart depicts an approxinmate 36 percent
increase in the BSA from 1999 through 2007. One conponent
m ssing from the chart is the nunber of students educated each
year. The nunber of students educated in 1999 was 133,000; the
projection for 2007 is 132,000 students. Funding has increased,
while the student count has remained essentially flat. Wile
there is a concentrated effort to "drive dollars into the
cl assroomt’ those who mght support increasing the FY 2007 BSA
| evel further should be mndful of the fact the State is
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spendi ng nore noney on the same anmpunt of students. "That should
be on the table for discussion.”

9:26: 06 AM

Senat or Bunde, observing the BSA has increased 33 percent since
2004, asked whether a chart <could be developed to reflect
student achi evenent performance during that tinmefrane.

9:26: 30 AM

Co-Chair WIlken rem nded that |egislation sponsored by Senator
Bunde in 1997 furthered student perfornmance neasurenents. As a
result, such information is being conpiled and efforts to
i ncrease student performance are occurring in the various school
districts.

9:26: 59 AM

Senator Bunde noted many school districts are being forced to
use the nmpjority of funds received from the State to address
i ncreasi ng overhead and mai ntenance needs rather than being able
to utilize it in the classroom The Departnent of Education and
Early Devel opnment has granted waivers to nunerous schoo
districts in this regard even though State |aw designates 60
percent of the funding districts receive from the State should
be wutilized in the classroom He suggested consideration be
given to "consolidating" school districts, as 53 separate
districts exceeds the level required to support the nunber of
students being educated in the State.

Co-Chair WIlken clarified State law as currently requiring 70
percent rather than 60 percent of State funding to be used to
support the classroom Provisions in previously adopted SB 36
were intended to curb school districts that were spending half
of their State funds to support admnistration rather than
cl assroom needs. That legislation "has worked to a certain
degree ...but there's a nunber of school districts that do claim
wai vers", some of which are valid. Wile the Departnent is
responsible for reviewing those requests, it mght be tine to
revisit the effort and ensure that 70 percent of the funding
provided by the State is "driven to the classroont.

9:29:01 AM
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Senat or Bunde agreed the issue should be "revisited", as he
understood that waivers are being granted automatically.

9:29: 08 AM

Senator Hof fman asked regarding the FY 2007 BSA breakout for
PERS/ TRS and cl assroom f undi ng.

Co-Chair WIlken specified that $50 mllion would provide for
cl assroom needs and $40 mllion would support TRS obligations.
In FY 2006, the breakout was $40 nillion for classroons and $30
mllion for TRS.

Senat or Hof fman expressed that the "substantial increases” in
heating fuel and other wutility costs experienced by schools in
the State would greatly reduce the amount of funding avail able
to the classroons; nunerous schools would be forced to |ayoff
teachers. This is the reason for his concern about the proposed
| evel of funding. School districts and education organizations
t hroughout the State view the proposed $90 mllion as
insufficient. Wiile he would not propose an anendnent at this
time, he expected this would be a topic of discussion when the
bill advanced to the full Senate.

9:30: 51 AM

Senator Stednman pointed out that the full inmpact of the TRS
obligation on the education system has not yet been experienced;
there would be "several nore years of increnental” payrol

i ncreases. This unfunded liability would continue to "erode" the
dollars being allocated to education. This would inpact the
effort to get nore dollars in the classroom

Senator Stedman noted another "struggle.” The Sitka School
District and other school districts, particularly those in
sout hern Sout heast Al aska, "are disadvantaged in the fornula
that is used to allocate the financial resources around the
State.” An effort should be conducted "to rectify”" this
si tuation.

Senator Stedman stated that, in addition to the effort to get
nmore funding into the classroom the effort should focus on
addressing "the pension liability" which would "approach fifty
percent of payroll here in a few years". This is a "huge" issue.
Moni es should also be "allocated in a nore equitable manner so
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that the children around the State have equal opportunity in
education which I don't believe they have today.."

9:32: 25 AM

Senator Bunde observed that a separate Senate bill currently
being considered would allocate ten mllion additional dollars
to school districts in "higher cost areas of the State to help
with their education.™ "All sources of funding" should be

consi dered when di scussi ng school funding.

Senator Bunde, in regards to Senator Stednan's comrents about
the plight of school districts in southern Southeast Al aska,
recalled receiving a letter the previous year from two teachers
on Prince of Wales Island who were considering |leaving the State
were |ocal taxes inposed. The fact that their community had no
| ocal taxes rather than "their | ove of learning or their wanting
to work with children or even for an adventure.” was the reason
t hey had accepted teaching positions there.

9:33:32 AM

Senator Stedman clarified that the inequities he spoke of are
not between the organized and unorgani zed boroughs, but instead
are between "the organized areas where people are actually
paying for their schools" via such things as local mll rates.
The school districts in Ketchikan, Wangell, Petersburg, and
Sitka are disadvantaged in conparison to other organi zed borough
school districts.

9:34: 31 AM

There being no further Commttee discussion, Co-Chair Geen
stated that public testinony would commence. In order to allow
time for all desiring to testify, remarks would be limted to
three m nutes per testifier.

9:34: 58 AM

LARRY WGET, Director, Governnent Relations, Anchorage School
District, testified via teleconference from an offnet site and,
on behal f of the Anchorage School Board and the Anchorage School
District Adm nistration, communicated that the total $92 million
BSA proposed by the Governor be increased an additional six
mllion dollars. This would allow the State's school districts
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"to maintain a rigorous and effective instructional programthat
continues to increase student academc proficiency.” The
proposed $5,352 BSA level would be insufficient to allow the
Anchorage School District's FY 2006/ 2007 operating budget to be
mai ntained at the FY 2005/2006 Ilevel "w thout inplenenting
budget reductions and increasing student participation fees".

Senator Bunde asked "the percentage of the nmaxi mum all owabl e
| ocal [ education] contribution" currently provided by the
Muni ci pality of Anchorage.

M. Wget did not have that information; however, he noted that
Anchorage's |ocal education <contribution, Ilike many other
communi ties in organized boroughs, S paying a | ocal
contribution "up to what the local tax cap all ows".

Senator Bunde stated that rather than the question being about
the local tax cap, the question pertained to the percent of the
| ocal allowable contribution that Anchorage could pay. To that
poi nt, he understood Anchorage only pays "about 80 to 85 percent
of what the local contribution could be".

M. Wget thought Anchorage paid "several mllion dollars bel ow
the current” contribution allowable by State | aw.

Senat or Bunde pointed out it is often professed, "that the State
is not providing enough noney". However, it should be noted that
"in some cases, |ike Anchorage, the locals" are not providing
t hei r maxi mum contri buti on.

9:37:34 AM

KATHY TODD, Menber, Cty of Valdez School Board, testified via
tel econference from Valdez and urged the Conmmttee to adopt a
hi gher BSA. The proposed |evel wuld not provide for the
community's PERS and TRS increased obligation or the increase in
electricity expenses. Even though the District conduct s
conservation efforts such as turning off Ilights and |owering
thernostat settings, the expense of three nonth's worth of
electricity now equates to one year of a teacher's salary. At
the current proposed BSA level, the district would be forced to
termnate ten percent of its teachers plus classified personnel.
The BSA noney would not find its way into the classroom but
woul d instead provide for required materials, energy, and the
retirement system obligations. The BSA nust be at a |evel
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through which a quality well-rounded education could be
provi ded.

9:39:21 AM

MELODY DOQUGALAS, Chief Financial Oficer, Kenai Peninsula Borough
School District, testified via teleconference from Kenai and
conmuni cated that prelimnary nunbers indicate the proposed BSA
woul d be insufficient to support the District's status quo after
such things as increases in insurance, fuel and wutility,
retirement obligations, and "a nobdest anpbunt set aside to
address the collective bargaining process" are factored in. The
District's budget revenue shortfall would be approximately $3.6
mllion.

Ms. Douglas comunicated that, as a result of demands from the
| egi slature, educational organization, and parents for |ow
pupi |l /teacher ratios (PTR), the District expended FY 06 funds to
ensure "effective class sizes". However, due to increased
utility expenses, accounts, enrollnment under-projections, and
ot her unforeseen situations, the School Board approved a FY 07
budget increasing PTR by three students "for all staffing
formulas". The District is anticipating a reduction of 63
teacher positions in FY 07, for a 13 percent decrease in the
District's teaching staff. 22 positions would be lost due to
declining enrollnment and 41 due to the PTR fornula change. Sone
cl asses woul d exceed 30 students. There would also be |osses of
vocational education, art, and foreign |anguage classes, and
reductions in Ilibrarians and counselors. Wile the District
currently has admnistrators servicing several di fferent
schools, there is anticipation of further increases in this
practice. The Kenai Peninsula Borough would fund the District at
the maximum allowable level in FY 07; however this "level of
support continues to be a struggle considering their financial
constraints. An increase in the mll rate" would be required to
provide the FY 07 funding. Even though |ocal residents recently
rejected a local sales tax increase initiative, the issue would
be introduced again this year, as the Borough would require
additional revenue in order to continue funding schools at the
maxi mum al | onabl e | evel

Ms. Dougl as acknow edged the inportance of Statewi de equity and

avowed, "sonething nust be done" to counteract the funding
shortfalls declining enrollment is having on the School
District. "District cost factors nust be adjusted" in addition
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to the BSA She appreciated the efforts exerted by the
Legi sl ature in addressi ng educati on needs.

9:42: 13 AM

JENNI E HAMMOND, Ni kiski Resident, testified via tel econference
from Kenai and shared with the Commttee the negative affect
current school funding is having on her son and daughter's
el ementary school class sizes. The N kiski North Star El enentary
School has 415 students this year and a |oss of 25 students is
anticipated in FY 07; the nunber of teachers woul d decrease from
16 to 14. More funding would be required to offset the projected
three student PTR increase. The school pronbotes parenta

i nvol venent and in excess of 3,000 hours of volunteer tine,

val ued at $35,000, has occurred this year. Uging the Committee
to increase the BSA in order to allow nore teachers to be hired,

she noted the Borough currently supports its schools at the
maxi mum al | owabl e level. In addition, she urged consideration of
district cost differentials.

9:44: 03 AM

[ NOTE: The remainder of the public testinony occurred in
Juneau. |

STEPHANI E ALLI SON, Parent and Menber, G acier Valley Elenentary
School Site Council, informed the Commttee she had received
both her secondary and post secondary education in the State. As
a Certified Public Accountant, she found the information
provided on the Pencil Chart "interesting" but | acki ng
consideration of the "conparabl e expenses"” experienced from year
to year. In addition to the increased PERS and TRS expenses,
ot her expenses such as health care, utilities, and overhead have
"substantially" i ncreased. A review of the year-to-year
conparisons of these expenses would be encouraged. Funding
shoul d support salaries that would attract quality teachers. The
City and Borough of Juneau continues to contribute to its
schools at the State's maxinmum allowable funding level. The
Juneau School District (JSD) endeavored successfully to |ower
its PTR this past vyear; however, those PTRs could not be
mai nt ai ned under the proposed BSA. She could personally testify
to the positive inpact |Iow PTRs have on a teacher's ability to
teach, specifically in the Kindergarten through third grade (K-
3) levels. K-3 class sizes exceeding 20 students negatively
inpact the ability of a teacher to manage the «class. The
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proposed BSA would also reduce the nunmber of elenmentary schoo

counsel ors. Those people provide substantial support to students
needi ng such assistance. She acknowl edged this being "a
difficult issue", particularly as there are nunerous "variances"
between school districts and comunity funding support. She
supported the establishnment of "a permanent endowrent” for
school s. Such action would negate the demand on both | egislators
and citizens to re-address the issue each year.

9:46: 59 AM

Co-Chair W I ken asked Valdez testifier, Ms. Todd, to further her
remarks attesting that the district's "retirenent costs weren't
covered in this legislation".

Ms. Todd understood the proposed BSA might be insufficient to
provide for the District's increased PERS and TRS costs.

Co-Chair WIken noted the |legislation would provide Valdez
$315,937 for FY 07 PERS and TRS expenses.

Ms. Todd communicated that the District's business manager has
estimated the additional FY 07 PERS/TRS expense to exceed
$400, 000.

Co-Chair WIlken requested Ms. Todd to have the District's
busi ness nmanager contact him to discuss this further as he had
under st ood Val dez's increased PERS/ TRS expense woul d be covered.

Ms. Todd woul d convey the nessage to the business manager.
9:48: 47 AM

MARY HAKALA, Parent and Menber, Al aska Kids Count! Network, "a
grass roots non-partisan network of citizens who are advocates
for great schools in Al aska", comunicated there being many
parents concerned about their children's education. Even though
education funding has increased over the years, it has "not kept
pace" with such things as overhead, PERS/TRS, fuel, inflation

and health insurance prem um costs. School districts are unable
to control these expenses. There is a negative inpact on
cl assroons "when revenues do not neet expenses". Such things as
| arger PTRs, reduced staff and student support, and reduced
course offerings occur. The proposed BSA wuld erode the
capabilities of schools. She urged the Commttee to review an

SFC- 06 (15) 04/ 20/ 06



Al aska Kids Count! Network handout [copy on file], which depicts
the effects of the proposed BSA on schools in the Gty and
Bor ough of Juneau, where she resides. In order to neet overhead
expenses and provide a mniml anount toward inproving classroom
conditions, the BSA funding should be an investnent of $150
mllion rather than $90 million. The goal of the Network is to
get nmoney into classroons. She hoped her children "would grow up
realizing that government is accessible and responsive". She
al so noted that businesses consider the quality of education
offered in a comunity when deciding whether or not to |ocate
there. Being successful in attracting businesses to a comunity
would increase its tax base and would assist in reducing such
things as individual's property tax burdens.

9:52:36 AM

MARY BECKER, State President, Association of Alaska School
Boards; Menber, Juneau School Board; and Retired School Teacher,
shared that in her capacity as State President, she has heard
the needs of districts throughout the State. The Associ ati on has
participated in the devel opnent of nunerous districts' strategic
plans. Input from parents and communities is also enconpassed
into a conmunity's school district strategic plan. These plans
are an integral part of a school district's operation as budget
deci sions and ot her educational decisions are based on the plan.
The Juneau School District's strategic plan is affected by the
annual BSA anount. Recent BSA funding levels have been
i nadequate and prograns and positions supporting certain
strategic plan goals that encourage conmmunication between
parents and the school district have been curtailed. One
inportant elenent of the District's strategic plan is the effort
to support staff training. This would assist the District to
develop highly qualified staff and to remain conpliant wth
State and federal requirenents. O her focuses of inportance are
healthy attitudes and behaviors, safety in schools, bus
transportation, "Alaska Native success, and graduation success
for all".

Ms. Becker declared the proposed BSA would be insufficient to
provide for the needs of the Juneau School District Strategic
Plan. The District's Truancy Tracker position, three "drop-out”
counsel or positions, support for students having difficulty with
passi ng the H gh School Qualifying Exam and literacy assistance
positions would be elimnated. School activities would decrease
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and the District's PTR would increase three to five students
across the board. She urged the Conmittee to increase the BSA

9:57: 32 AM
Senator Bunde, a forner educator, avowed, "it is difficult to
pay a very good teacher too nuch". Continuing, he noted that

separate legislation is being considered that would provide
"merit pay" to schools neeting certain student achievenent
standards. He asked whether the Association had a position on
that |egislation.

Ms. Becker replied the Association has reviewed the |egislation
but has not taken a "supportive position” on it.

Senator Bunde encouraged the Association to further review the
merit pay program legislation, as it would be a neans through
which to increase teacher conpensation

9: 58: 08 AM

Senator Stedman asked whether the Association has had a "policy
di scussion"” addressing "the escalation of enployee benefit
contributions that's going to push 50 percent of payroll"™ and
salary increases anticipated in the forthcomng years, wthin
its attenpt to provide nore funds to cl assroons.

9: 59: 55 AM

CARL ROSE, Executive Director, Association of Alaska School
Boards, informed the Commttee that each school district
negotiates its own salaries; there is no statewide salary
schedul e. Nonetheless, the inpact of increased salaries is a
statewi de concern. Furthernore, while the Association has no
f or mal position on the issue of the unfunded PERS/ TRS
obligations, it has attenpted to mmke districts aware of the
"growi ng" inpact of this unfunded liability.

M. Rose noted several proposals are being considered through
which to address the PERS/TRS issue, including bonded debt
| egi sl ati on being advanced by the House of Representatives Rul es
Comm ttee. The Association does not have "the wherewithal to
address" the issue and districts nust continue to provide the
enpl oyee contribution portion, which school districts assunmed in
the md 1980s. At that tinme, there was no indication the
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obligation would becone such a problem It was only in recent
years the districts becanme aware of the unfunded liability. In
summary, while the Association does discuss this issue with the
districts, it has not addressed the issue, as each school
district deals with enpl oyee negoti ati ons individually.

10: 01: 16 AM

Ms. Becker stressed the inportance of teacher salaries keeping
pace wth cost of living increases. Districts are losing
teachers and are having "an extrenely difficult tinme" in hiring
specialists such as special education and speech teachers. "It
is a concern.”

10: 01: 45 AM

Co-Chair Geen pointed out that "the State has been very
generous in working with communities, departnents, agencies, and
school districts in funding the increase for the past severa
years. That is not the State's obligation.™ It is a school
district and community obligation. The State's funding support
of the PERS/TRS issue should be recognized, as it provided nore
than it was required to contribute.

10: 02: 24 AM

M. Rose voiced appreciation for the State's funding support.
Assuming the PERS/ TRS obligation placed a "strain" on school
district finances. The State's support was "a huge relief" for
the school districts. Districts continue to be in a difficult
situation, as they nust also address the increase in fixed
costs.

Co-Chair Green noted the intent of her remarks was to ensure the
State's effort was being recognized and that school districts
were aware of their responsibility. The unfunded liability could
not be addressed in the short term

10: 03: 12 AM

M. Rose assured that the conversation is occurring. Had the
State not provided $40 million toward the issue, the noney woul d
have been "come straight out of the classroons".

10: 03: 25 AM
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Senator Bunde remarked that "due to bad actuarial advice that
was passed onto the Legislature by previous retirenent boards"”,
the PERS and TRS retirenent system was under-funded. That led to
this unfunded liability situation. The Legislature enacted SB
141- PUBLI C EMPLOYEE/ TEACHER RETI REMENT/BOARDS in an effort to
curtail that situation. That |egislation nade "nmjor changes” to
the retirenent system as continuance of the status quo would
have acerbated the situation. To that point, "sone organized
effort to delay the inplenentation of" that legislation is
occurring. A one-year delay would allow an additional year of
liability to be incurred. People are apparently "nore concerned
about their individual benefits than the quality of education”.
He asked whether the Association S opposed to the
i npl enentation of SB 141 and is encouraging its del ay.

10: 04: 53 AM

M. Rose communicated that while Association nenbers are
concerned with the inpacts of SB 141, the Association has not
taken a position on its inplenmentation. Retirement liabilities
are a nationwide issue and nmany large conpanies are also
"seeking relief". School districts "concerns noving forward"

include "attracting and retaining" enployees and nunerous other
I Ssues.

10: 05: 52 AM

Senat or Bunde "encouraged" the Association to consider the fact
that continuance of the existing system would incur further
unfunded liabilities on the system "Every dollar that goes into
t hose benefits is a dollar that cannot go into the classroom”

JOHN  ALCANTRA, Gover nnent Rel ations Director, NEA/ Al aska,
informed the Committee that the NEA/Alaska bargaining unit
represents approxi mately 13,000 enpl oyees.

10: 06: 43 AM

M. Alcantra thanked Co-Chair WIken, "a warrior for education
f undi ng" from kindergarten through the University, for
sponsoring this |egislation.

M. A cantra specified $5,611 as being the BSA recomended by
NEA/ Al aska. This would be a $55 mllion increase above the
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current $90 mllion proposal. The discussions have included
"adequat e funding of public education” as well as the fact that
an inadequate I|evel of education funding occurred during the
years 1983 through 2002. Wile funding in recent years has
significantly increased, that 20-year span of flat education
funding negatively affected schools. Wile sone mght interpret
NEA/ Al aska's request for increased funding beyond that being
proposed as "looking a gift horse in the nouth", newspaper
headl i nes across the State underscore the fact that increased
| evel s of school funding are necessary. For exanple, the Kena
School District would be forced to termnate 75 school teachers,
The Matanuska-Susitna (Mat-Su) School District would be four
mllion dollars short, and the Anchorage School District would
be two mllion dollars short. A January 2006 survey conducted by
NEA/ Al aska indicated that not "a single school district in the
State" has agreed that the proposed BSA would be adequate. He
allowed that sone of those responses m ght have changed since
January, as The Fairbanks North Star School District has since
testified that the proposed BSA woul d be adequate.

M. Alcantra acknowl edged being unaware of the Legislature's
total proposed education increase in the FY 07 State budget;
however, noted that the 8.8 percent BSA increase proposed in
this bill does not align with the Governor's overall budget
increase of 16.3 percent, which is double the increase being
provided to K-12 BSA funding. He voiced appreciation for the
Legislature's effort in helping with the PERS/ TRS problem and
other issues; however, the goal is to get adequate funding
| evel s. NEA/ Al aska has worked diligently "to develop a plan that
woul d create a funding nmechanism to achieve adequacy over ...the
next eight years". Approximately $155 million nore funding above
the $90 million proposed in this bill would be required to reach
adequacy today. Wiile voicing appreciation for the "positive
direction" that is occurring, he reiterated the request to
i ncrease the FY 07 BSA to $5, 611.

10: 10: 27 AM

Senator Stedman reviewed the recent BSA increases: t he
conmpounded BSA growh rate for the past four years has been 7.5
percent, and, when the FY 07 BSA is factored in, the conpounded
rate would increase to 7.75 percent. Thus, at this rate,
NEA/ Al aska's request for a BSA of $5,611 would be achieved wth
just a slight delay. Based on the recent rate of growh,
educati on fundi ng woul d double in 9.6 years.
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Senator Stedman puzzled as to whether NEA/ Al aska's eight-year
adequacy target considered a BSA rate as influenced by declining
enroll ment. The forward trends are troubling.

10: 11: 44 AM

Senator Bunde shared that, during his Legislative career, there
have been "two constants: one, oil forecasts are always wong
and two, there's never adequate funding for education". Two
separate bills being advanced, SB 112- TAX ON RESI DENTS/ EMPLOYEES
| N REAA; GRANTS and SB 235-SCHOOL PERFORMANCE BONUSES, woul d
provide an additional $15 mllion for schools. Noting that
NEA/ Al aska is on record in opposition to SB 235, he inquired to
their position on SB 112.

10: 12: 49 AM

M. Alcantra responded NEA/ Al aska has no position on SB 112. He
suggested further discussion should occur in regards to other
contributions that mght be being nade by the districts in the
Rural Education Attendance Areas (REAAs). Even though the SB 235
fiscal note has been reduced from $15.2 mllion to $5.8 mllion,
that noney could be put "to better use.”

Senat or Bunde questioned what better use could there be "than
rewar di ng successful teachers”

M. Alcantra responded the noney could be utilized to support
such things as nmentoring prograns and "to train teachers how to

be successful”. Although Departnent of Education and Early
Devel opnent Conm ssi oner Roger Sanpson has developed a good
proposal, it mrrors other nmerit pay progranms in the nation that

have failed. There are nunerous other successful programs this
funding could nore appropriately support.

10: 14: 10 AM

Senator Hoffman referred to Senator Stedman's comments about the
positive advancenent bei ng made in educati on f undi ng.
Nonet hel ess, there is "no guarantee" that future legislators
woul d continue to support increased funding for education. This
is substantiated by the periods of flat funding on record. In
addition, the price of oil is unpredictable and who the next
governor would be is an unknown. Thus saying that education
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funding would continue to nove in the right direction "cannot be
forecast”. The Legislature should determine the appropriate
funding |evel necessary for today. Estimating future education
expenses provides "very little consolation" to school districts
and to students.

Senator Hoffman avowed teachers would be laid off were the
proposed BSA adopted. This would result in "a |lower standard of
educati on".

10: 15: 39 AM

Co-Chair WIlken asked the process through which NEA/ Al aska
determined its BSA recommendati on of $5,611

10: 15: 56 AM

M. Alcantra responded the anount had been calculated in January
2006 and included projected costs from FY 2008 through FY 2014.
He was "hesitant” to provide the calculation summary, as it

could present "sonme sticker shock”, as K-12 education funding
needs woul d doubl e over the next eight years. NEA/ Al aska's FY 07
$145 mllion <calculation would include $39.7 nillion for

PERS/ TRS expenses and a three percent inflation factor equating
to $25 mllion. A portion of the eight-year adequacy plan cost
woul d be used to recover approxinmately $80 mllion of the $641
mllion gap in education funding resulting from the education
funding | evel s between 1983 and 2002.

M. Alcantra stated that once inflation and retirenent expenses
are deducted from the total $90 mllion provided by this
| egislation, only approximately $20 million would be provided to
cl assroons. The BSA anount proposed by NEA/ Al aska woul d provide
approximately $80 mllion to cl assroons.

10: 18: 04 AM

Senator Stednman asked whether a K-12 cal cul ation based on the
maxi mum actuarial rate had been conducted, as he was curious as
to how much funding would have been required "today to
neutralize the growth of the liability". The liability increased
$1.2 billion this past fiscal year.

10: 18: 40 AM
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M. Alcantra noted his recent attendance at the Al aska
Retirement Managenent Board (ARM Board) neeting. It was
announced during that neeting that $110 mllion would be
required for PERS and $98 million would be required for TRS this
year. One of the ARM Board recomendations was to "infuse $208
mllion" this year to address that need.

10: 19: 12 AM

Senator Stedman understood therefore that in order to maintain
the status quo and "to neutralize the liability", an additiona
$100 mllion beyond the $90 mllion K-12 funding proposed in
this legislation would be required. "Part of the funding is paid
for by the local comunities, and wouldn't necessarily be picked
up by the State.”

10: 19: 59 AM

M. Alcantra affirmed the total PERS/TRS liability would be
approximately $180 to $200 mllion. An addition of $90 million
would only provide for the anticipated TRS expense. O the
11,400 active public school enployees represented by NEA/ Al aska,
3,200 are support staff in PERS positions. Thus, there would be
both PERS and TRS expenses to address.

10: 20: 34 AM

Senator Stedman concluded therefore, that in order to drive
nmoney into the classroom addi ti onal funding beyond the
additional $100 mllion required to halt the K-12 retirenent
systemliability fromgrow ng, would be required.

Senator Stedman hoped the Association of Al aska School Boards
was "paying attention" to this situation. There is a "huge
capital draw coming at us and we need help to fix it". He echoed
Co-Chair Geen's earlier warning to school districts: they
should not "rely on the State for 100 percent bail out.."

10: 21: 31 AM

Senator Bunde noted another analyst has also indicated there
woul d be an additional $100 million cost differential expense.
Therefore $400 mllion would be required to "truly" provide
adequate funding for K-12 education in FY 07. This could be
acconpl i shed provided other State agencies' funding was reduced.
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Referencing M. Alcantra's remark about the 16 percent increase
in the Governor's FY 07 budget over that of FY 06, Senator Bunde
pointed out that were the Governor's budget funded in its
entirety, "the State would be $50 mllion in debt this year"” and
half a billion dollars next year.

Senator Bunde identified "the one constant” comuniqué he
receives from constituents as "there 1is too nuch State
spendi ng". Constituents urge saving a portion of the additiona
oil revenue the State has received this year as the result of
record high oil prices rather than spending it and subjecting
the State to further budget deficits in the future. To that
point, he is "still seeking an adequate definition of adequate
funding" for the level required for "adequate funding" continues
to escal ate.

Senator Hoffman noted there are good things on the horizon;
specifically the devel opnent of Ilegislation that would revise
the State's Petroleum Profit Tax (PPT) fornula. The proposed PPT
could generate an additional $900 mllion to $2 billion. An
addi tional $300 million "in real dollars" could be realized were
the PPT's effective date nmade retroactive to March 30, 2006.
There are manners "in the near future" through which to address
sonme of the State's short and | ong term needs.

10: 24: 52 AM

MARY FRANCI S, Executive Director, Al aska Association of Schoo
Adm ni strators, appreciated the increase in the BSA, however,
reported that when prelimnary budgets were developed at the
proposed BSA, nost districts found it insufficient to continue
the positive forward nonentum that funding levels in recent
years have provided. Therefore, while the proposed BSA is
appreci ated, a higher |evel would be desired.

Senator Bunde pointed out there being 21 or 22 single site
school districts. Consolidating sone of those districts would
allow a reduction in the nunber of district superintendents and
ot her expenses. The salary paid to support a superintendent
could be used to hire two teachers.

Senator Bunde asked Ms. Francis whether the Association m ght
support consolidating single site school districts.

10: 26: 52 AM
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Ms. Francis shared that the Association has, in the past, been
opposed to school district consol i dati on; however, t he
Associ ation has not addressed the issue this year. Nonetheless,
the Association is supportive of consolidating admnistrative
servi ces, pr of essi onal staff, and shari ng pr of essi ona

devel opnment prograns. Such action has occurred in recent years.
She noted the Association's support of SB 235- SCHOOL PERFORMANCE
BONUSES, "as long as the noney provided" for that program is
separate fromthe BSA funding.

Senat or Bunde appreci ated that support.

10: 27: 59 AM

ANDREA STORY, Parent and Menber, Juneau School Board, rem nded
the Commttee that the Juneau School Board (JSB) is on record in
support of increasing the BSA to $5,552, as the $5,352 anobunt
proposed would result in a two mllion dollar reduction to the
District. Increasing the BSA to $5,552 would half that reduction
to one mllion dollars.

Ms. Story noted that, as a parent and an advocate for public
school students, she has wtnessed "the inpact" State funding
has on schools. School Boards nust allocate their funding based
on needs and comunity input. The allocation of funds "is often
a struggl e because costs have increased nore than the revenues
that have conme in". An additional mnimm of $43 mllion would
assist in alleviating school district budgetary concerns. She is
looking to the Legislature to wsely determne how the
additional revenue the State has received as a result of recent
high oil prices could assist school funding. She urged the
Conmittee to increase school funding.

10: 31:16 AM

Amendrent 1: This anendnent changes the base student allocation
from$5,352 to $5,380 in Section 1, page 1 line 6 of the bill.

Senat or Hof f man noved for adoption of the anmendnent.
Co- Chair Green objected.

Senat or Hof fman characterized this six mllion dollar increase
to the total BSA as "a npbdest increase" in conparison to the
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| evel s suggested by NEA/ Al aska, the Juneau School District, and
Al aska Kids Count. This mniml anpunt would address sone of the
concerns voiced by those entities and ot hers.

10: 32: 29 AM

Co-Chair W1 ken spoke against the anmendnent, as he considered
t he $5, 352 BSA anmpbunt proposed by the Governor and presented in
this bill "generous". The BSA total anmount of $90 nmillion is
appropriate. Referring to a simlar increase presented in the
House of Representatives the previous day, he pondered as to how
the decision to offer this six mllion dollar increase was
derived. In other words, the decision to increase the BSA should
be based "on knowl edge and a decision that we could defend".
Absent that, he could not support this anmendnent.

Senator Stedman also spoke against the anendnent. Wile he
"appreciated the desire" to provide nore funding for classroons,
the issue should be mndful of the |arge anobunt of funding that
"would be required to bring the contribution rate up to the
actuarial calculated rate to stop the liability growth". The $90
mllion amount proposed in this legislation would address
approximately half of the total dollars required for public
education. "CGoing forward, capping the gromh of that liability
will allowus to drive nore noney into the classroons.”

10: 34: 32 AM

Senat or Bunde noted that, as part of the budgetary process, the
Commttee's subcommttees addressed each State departnent's
needs and required each department "to justify their spending”
and undergo reductions. The general fund budget recently adopted
woul d be a 13 percent growh over last year. "That's as |arge as
we can g¢go." Therefore, before he could support providing
additional noney to education, he would require know ng which
agency's funding would be reduced. Wre increasing education
desired, he could suggest a few progranms whose fundi ng reduction
he could support. Therefore, this would be |ikened to robbing
Peter to pay Paul.

10: 36: 00 AM

Senator O son spoke in support of the Anmendnent. Noting the
comments of various testifiers who have urged for increased
education funding, proclained "that we are in a new era today".
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This is "a digital age" and various "outsourcing" endeavors have
occurred "due to school's inability to keep up with" the tines.
The nonetary benefits the State would receive by the enactnent
of the proposed Petroleum Profits Tax (PPT) legislation would
far surpass the six mllion dollars in additional education
funding this amendnment woul d provide.

10: 38: 00 AM

Senat or Bunde cauti oned agai nst fundi ng anyt hi ng W th
anticipated PPT revenue. He likened it to "buying a lottery
ticket and then going out to buy a new car based on your
potential earnings."”

Senat or Hof fman stated he would "buy a couple of those lottery
tickets." Continuing, he noted the Conmttee, including hinself,
supported increasing the University of Alaska's funding by 14
percent this year. That legislation is scheduled to be heard by
the full Senate today, and he would buy a lottery ticket on that
| egi sl ati on being approved. To that point, he questioned as to
why K-12 funding was not increased the sanme percent as that
provided to the University. After all, not everyone continues
their higher education at the University, but nobst K-12 school
age children in the State attend a public school. Even with the
adoption of this anendnent, the percentage increase for K-12
"does not even come close" to that provided to the University.
K-12 funding should receive "at |east”" the sanme percentage
increase as the University. The argunents presented against
i ncreased K-12 funding "do not hold water".

Aroll call was taken on the notion.
I N FAVOR: Senator Hof f man and Senator d son

OPPCSED: Senat or Bunde, Senator Dyson, Senator Stedman, Co-Chair
W1 ken and Co-Chair G een.

The notion FAILED (2-5)
Amendrent #1 FAILED to be adopt ed.

10: 41: 17 AM

Co-Chair WIlken, the bill's sponsor, observed that at tinmes, the
perception is that "the glass is half enpty". However, he argued
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the "glass is really  half full". The Legislature has
acconplished many things during the past decade. In 1997, K-12
education received 29.9 percent of the State's general fund
budget; whereas the operating budget today allocates 38.8
percent to education. W should be "proud” of this fact. This
equates to a 30 percent increase in education's "piece of the
pie". This is the result of Legislators understanding the
i nportance of K-12 and citizens advocating for it. The pie chart
depicts that support. He suspected that Legislative support for
K-12 woul d conti nue.

The bill was HELD in Comm tt ee.
#

Co-Chair Geen overviewed the Commttee's afternoon neeting
schedul e.

AT EASE 10:43:51 AM/ 10:43:53 AM

ADJ OURNIVENT

Co- Chair Lyda G een adjourned the neeting at 10:44:02 AM
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