HOUSE FI NANCE COWM TTEE
March 28, 2007
1: 41 P. M

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 1:41:25 PM

MVEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representative Les Gara

Representati ve M ke Hawker
Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Mary Nel son
Representative Bill Thomas Jr.

MEMBERS ABSENT

Representative Richard Foster

ALSO PRESENT

Representative Gabrielle LeDoux; Eddy Jeans, Director
Educati on Support Services, Departnent of Education and
Early Devel opnent; David Scott, Staff, Representative Kyle
Johansen; Wendy  Li ndskoog, Assistant Vice President,
Corporate Affairs, Alaska Railroad Corporation; Der ek
MIller, Staff, Representative Mke Kelly; Peggy Cowan,
Superintendent of Schools, Juneau Borough Schools, Gty &
Borough of Juneau; Pat Ladner, President and CEO Al aska
Aer ospace Devel opnment Corporation; My Siroky, Special
Assi st ant, Depar t ment of Transportation and Publ i c
Facilities; Em | Notti, Conmi ssi oner, Depar t ment of
Commer ce, Community and Econom c Devel opnent

PRESENT VI A TELECONFERENCE

Sharon Anderson, Al aska Aerospace Devel opnent Corporation
Board of Directors, Anchorage; Jeronme Sel by, Mayor, Kodiak
Borough; John WIlianms, Mayor, Kenai Peninsula Borough;
Erick Canmpbel |, CPA, Al aska Aer ospace Devel opnent
Cor porati on (AADC), Anchorage

SUMVARY
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HB 72 An Act relating to the district cost factors for
state funding of public education; providing for
an effective date by repealing the delayed
effective date of sec. 6, ch. 41, SLA 2006; and
providing for an effective date.

HB 72 was HEARD and HELD in Commttee for further
consi derati on.

#HB137

HB 137 An  Act amending the requirements for the
identification card needed for sport fishing,
hunting, and trapping wthout a Ilicense by
residents who are 60 years of age or nore.

# HB 137 was SCHEDULED but not HEARD

HB 168 An Act authorizing two exchanges of |and between
the Al aska Railroad Corporation and the Departnment
of Transportation and Public Facilities; and
providing for an effective date.

HB 168 was reported out of Conmittee with a “no
recomendation” and wth zero note #1 by the
Departnment of Commerce, Conmmunity & Economc
Devel opnent and zero note #2 by the Departnent of
Transportation & Public Facilities.

HB 218 An Act relating to the paynent of dividends by the
Al aska Aerospace Devel opnment Corporation to the
state, and to appropriation of the dividend for
fiscal year 2008.

HB 218 was HEARD and HELD in Committee for further
consi derati on.

1:42: 47 PM
#HB168
HOUSE BILL NO. 168

An Act authorizing two exchanges of |and between the
Al aska Railroad Corporation and the Departnent of
Transportation and Public Facilities; and providing for
an effective date.

DAVI D SCOTT, STAFF, REPRESENTATIVE KYLE JOHANSEN, expl ai ned
that HB 168 would authorize two |and transfers. It provides
10 acres of Iland exchange between the Alaska Railroad
Corporation (ARRC) and the Departnment of Transportation &
Public Facilities. The legislation ensures that all the
appropriate titles to property are in place for the
Department of Transportation & Public Facilities projects.
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. Section 1 — Parks Hi ghway | nprovenent Project

. Section 2 — Fairbanks International Airport Heavy
Aircraft Cargo Apron

M. Scott noted that both projects require that ARRC adj ust
the track and right of way lands. Alaska Statutes require
| egi slative approval for ARRC to exchange, donate, sell or
ot herwi se convey its entire interest in |and.

1:44: 24 PM

Vice Chair Stoltze said he welconed the bill’s |anguage as
the Railroad has previously engaged in illegal activities.
The Railroad is remnded they are a public entity, which
carries the responsibility to report. He asked if Wasilla
and Fairbanks had authorized the transfer.

1: 45: 55 PM

MARY SI RCKY, SPECI AL ASSI STANT, DEPARTMENT OF TRANSPORTATI ON
AND PUBLI C FACILITIES, advised that the Departnent had gone
t hrough the public process addressing the roads; she did not
know about the airport expansion.

Vice Chair Stoltze understood that there had not been an
of ficial endorsenent from |ocal governnments. He hoped that
answers would be forth comng during the process. He
assunmed it was a straightforward | and transfer.

1:47:52 PM

Representative Kelly explained that the legislation
accomodat es the runway expansion and airport nodification.
It is a beneficial swap for both the State and the | ocal
areas. He doubted any objection by |ocal governnents.

Co-Chair Chenault noted that he was not famliar with either
project. He asked if the Railroad track had been realigned.
Ms. Siroky said yes, during the -construction easenent
portion of the project.

1: 49: 27 PM

VEENDY LI NDSKOGOG, ASSI STANT VICE PRESI DENT, CORPORATE
AFFAI RS, ALASKA RAILROAD CORPORATION, offered to answer
guestions of the Commttee.

PUBLI C TESTI MONY CLOSED

1: 50: 42 PM
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Vice Chair Stoltze MOVED to REPORT HB 168 out of Conmittee
wi th individual recommendations and with the acconpanying
fiscal note. There being NO OBJECTION, it was so ordered.

HB 168 was reported out of Committee wth a “no
recomendation” and wth zero note #1 by the Departnent of
Commerce, Community & Econom c Devel opnent and zero note #2
by the Department of Transportation & Public Facilities.

1: 52: 04 PM
#HB218
HOUSE BI LL NO 218

An Act relating to the paynment of dividends by the
Al aska Aerospace Devel opnent Corporation to the state,
and to appropriation of the dividend for fiscal year
2008.

REPRESENTATI VE M KE KELLY, SPONSOR, addressed the intent of
HB 218 & how it addresses the deficit concerns. In 1991,
the Legislature created the Al aska Aerospace Devel opnent
Cor poration (AADC). The m ssion of the Corporation is to
create a new high-technology industry for the State’'s space
| aunch service. Since 1991, the State has appropriated over
$15 nmillion dollars to the corporation and received no
paynment in return. It is in the State’'s best interest to
| ook for new revenue fromdiversified sources. HB 218 would
acconplish that by havi ng AADC pay an annual divi dend.

HB 218 woul d add | anguage to the AADC statute to provide an
annual dividend, not |less than 25% nor nore than 50% of new

income, in a given fiscal year. The bill also stipul ates
that a dividend may not exceed the total wunrestricted net
incone for AADC in that year. |If there was no unrestricted

net inconme, they would not pay the State a dividend.

Representative Kelly noted that HB 218 was a revenue

generating bill and urged the Commttee s support.

1:55:48 PM

DEREK M LLER, STAFF, REPRESENTATIVE M KE KELLY, provided a
sectional summary of the bill and noted it should not be
considered as an authoritative interpretation. The bill

carries the best statenent of contents.

. Section 1 adds |anguage requiring the Al aska
Aer ospace Devel opnent Corporation to adopt a policy
that pays out a dividend to the State each fisca
year. It also establishes nmethods for calculating
t hat dividend and defines the terns.
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. Section 2 permits the FYO8 Aerospace dividend to be
appropriated to the Teachers Retirenment System (TRS)
Fund or for any other public purpose.

Vice Chair Stoltze remenbered past conversations he had with
M. Pat Ladner, President and CEO Al aska Aerospace
Devel opnent Corporation, regarding forthcom ng dividends.
He applauded the work acconplished by the Corporation to
date; yet, shared Representative Kelly's concerns.

1:59: 14 PM

PAT LADNER, PRESI DENT AND CEO, ALASKA AEROSPACE DEVELOPMENT
CORPORATI ON, reiterated that Al aska Aerospace Devel opnent
Corporation was | egislated into existence in 1991. The goal
of Corporation is econom c diversification. He provided a
handout & power point presentation highlighting their
mar keting strategy. The original $15 mllion dollar
appropriation has created a $100 million dollar operation.
He pointed out over 10 |aunches in the past 10 years.

VI DEO PRESENTATI ON:

2006 Hi ghli ght s:

. LAUNCH SERVICES: The tenth launch from the Kodiak
Launch Conplex (KLC) on Septenber 1% was a

signi ficant m | est one for Al aska Aer ospace
Devel opnent Corporation (AADC). It denonstrated
AADC s ability to del i ver [ aunch services

consistently, professionally and cost-effectively as
a commercial facility.

. TELECOVMUNI CATI ON LEADER:  The new fiber optic cable
proj ect spearheaded by AADC and the Kodiak Kenai
Cabl e Conpany Wil | bring hi gh speed
t el ecomrmuni cati ons technology to Kodiak Island and
the Kenai Peninsula for the first time. That major
econom ¢ infrastructure developnent wll bring the
KLC online wth secure, fast data transm ssion
capabilities and provide high-speed access to
residents and businesses of Kodiak and the Kenai

Peni nsul a.
. SUPPORT FOR EDUCATI ON: AADC broadened its support
of educati on in 2006 W th an i Nncr ease in

contributions to the AADC Schol arship Program and a
continued conmtnent to the Space Explorers Program
for grades K-12. AADC is also the mjor sponsor for
a fundraising event to benefit the Challenger
Learning Center of Al aska (CLCA).

. | NFRASTRUCTURE DEVEL OPMVENTS: AADC conpleted the
construction and installation of a pernmanent
telenetry site in Cordova for the second unit of the
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Range Safety and Telenmetry System The dua
systens, one at Cordova and one at the KLC, have
al so been expanded to provide data receiving and
processi ng capabilities.

The Year in Review

. Launch Success — Tenth Launch for KLC, which is a
m | estone for the mature AADC
. Kodi ak Island — Hi gh speed tel ecomunications cone
to Kodi ak Island & Kenai Peninsul a
. Economic Inpact - KLC operations inpact Kodiak
econony
. Infrastructure - KLC facilities upgrades and
i ncreases capabilities
2:10:18 PM
M. Ladner addressed the Board's intent. Funding is based

on the nunmber of l|aunches and is received through contracts.
The Board places dollars into future years even when there
are no | aunches so that expertise is not |lost. He comented
on costs associated with keeping the |aunch center in great
order. There are many expenses. He agreed that a dividend
is in order, however, premature at this tinme. He requested
that the Al aska Aerospace Devel opnment Corporation business
accountant and auditor testify.

2:13: 15 PM

SHARON ANDERSON, (TESTIFIED WVIA TELECONFERENCE), ALASKA
AERCSPACE DEVELOPMENT CORPORATI ON ( AADC) BQOARD OF DI RECTORS

ANCHORAGE, stated that she was a resident of Anchorage and
was representing the Board of Directors for the Al aska
Aer ospace Devel opnent Corporation (AADC), which owns and
operates the Kodiak Launch Conplex (KLC). The 11 nenber
board is a diverse representation of the aerospace and
defense industries, University of Al aska and the Geophysi cal

Institute, the State of Alaska Adm nistration and private
i ndustry. She spoke in opposition to HB 218, while stating
that it was the unaninous position of |ast years Board of
Directors to provide the State of Alaska with an annual

dividend, it is financially wse at this tine.

Ms. Anderson thanked the State of Alaska for vision
support, and the initial seed investnent of $10 million from
the Al aska Science & Technol ogy Foundati on. Wthin AADC s
first decade of operations, they have conducted ten
successful launches in support of science and national
def ense m ssions. It was AADC President Pat Ladner that
recogni zed Kodiak Island s |atitude and unobstructed flight
pat hs away from popul ated areas, nmaking it an ideal site for
[ aunching satellites into polar orbits and sub-orbital
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payl oads. It has been and will remain a w se investnent for
the State of Al aska as AADC continues to expand revenue and
cust omer base.

2:17: 00 PM

Ms. Anderson pointed out that during the last two years

AADC has conpleted two projects that expanded into a $100
mllion facility wth the capabilities to perform an
essential supportive role to National Defense and grow ng
conmer ci al aerospace, high-technology industries in Al aska.
The hi gh speed communi cations via a new fiber optic project,
bet ween Kodi ak Island and the Kenai Peninsula, expands the
capabilities for the University of Al aska, Tel enedicine and
Honel and Security, as well as KLC current and future
customers. The construction and installation of the Range
Safety and Tel enetry System has been conpl eted, which all ows
the KLC to perform on the sanme or higher |evel of rocket
data gat hering capabilities.

Since the initial investnent, AADC has been totally self-

supporting, primarily through |launch contracts. Doi ng
business in the aerospace and defense industries brings
chal | enges. Al though working wthin a very capita
intensive industry, AADC provides its own payroll,

retirement, enployee benefits, as well as a very costly
annual mai nt enance  of the sophisticated and highly
t echnol ogi cal equi prrent required to  support [ aunch
i nfrastructure. The financial inpact on Kodiak has been
significant as well as support to the University of Al aska
and Fairbanks with devel opnent of earth stations and Poker
Flat research projects. The Board did establish a
scholarship program in partnership wth the University of
Al aska Foundation to enable high school seniors seeking a
Bachel or’s degree in math, physics, engineering, business or
a technical field such as conputer science, the opportunity
to apply for schol arshi ps.

AADC also supports the Challenger Learning Center and
nationally recognized Space Explorers Program bringing
interactive science materials for students from K-12. The
Board views all of these as vital dividends to Al aska
resi dents.

2:19: 00 PM

Ms. Anderson reviewed AADC financials, which is where the
basi ¢ business nodel differences began between AADC and
ot her independent State corporations. AADC does not provide
long-term loans or rents that secure revenue over |ong
periods of time that can be used to cover expenditures of
the organization and enable them to provide a stable
dividend to the State. In early years, AADC conducted
comercial |aunches, but currently has only one custoner,
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the Mssile Defense Agency (MDA) in support of the G ound-
based M dcourse Defense program The problem with relying
on revenues from launches is that scheduling is totally
unpredi ctable and not guaranteed creating a challenge in
predi cting year to year revenues.

She pointed out that AADC has very strict demands to
maintain a high Ievel of readiness both from the
intell ectual and personnel skill base but also with the
conplicated electronic hardware and software, fiber
conmuni cat i ons, vehi cl es, | arge netal buildings wth
integral cranes, a high tech clean room for satellite
processing, and nultiple HVAC systens. Due to these
expensive preventative maintenance costs, which vary from
year to year, daily operating cash anmounts nust be
mai ntai ned at a hi gher |evel than nost organizations.

Ms. Anderson added that revenues nust al so be reinvested for
future capital expenditures. To expand and diversify AADC s
custoner and revenue base, a third |launch sub-orbital |aunch
pad i s necessary. Continuous funding for various quantities
of launch support equipnent is required, as they are
reaching the 10 vyear mark, others require repair or
repl acenent. The current draft KLC | nprovenent
Moderni zation Plan totals over $16 mllion.

Ms. Anderson stated that the AADC Board of Directors has
every intention of providing the State a dividend as soon as
it is financially practical. However, to provide a dividend
using the proposed HB 218 nodel w thout having the ability
to set aside appropriate funding for capital repair,
repl acenent, and expansion, would not be financially w se
and woul d have serious negative affects on the ability to
sustain the KLC. The Corporation is working to inprove the
infrastructure and capabilities.

2:23: 24 PM

Represent ati ve Hawker asked when the State could anticipate
a dividend. M. Anderson replied that when the third | aunch
pad is in place and there is an account |arge enough to
mai ntai n and sustain mai ntenance, then AADC wi |l be ready.

Representative Hawker commented that it was “troubl esone”
that a corporation that has been in existence for sixteen
years can not yet pay back. He wanted to see a business
plan, noting that the only client AADC has at this tine is
the federal governnent. Ms. Anderson recogni zed that AADC
only has one custoner; however, pointed out that ADDC has
brought science, nodern technology and high paying jobs to
the State. Representative Hawker was di sappointed that the
presentation did not include all information. M. Ladner
interjected it was included in each nenber’s packet.
Represent ati ve Hawker stood corrected.
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2:26: 25 PM

Co-Chair Meyer inquired if AADC receives State dollars. M.
Ladner replied that they do not receive any General Fund
dollars, only funds from custoners. He added that there is
a marketing plan in place and that all their insurance and
Publ i c Enpl oyees Retirenment System (PERS) costs are paid in
house. He guaranteed that the conpany is not standing
still,

Co- Chair Meyer asked about the State owned road going out to
the launch site. M. Ladner commented that there is a road,
whi ch also continues to the bay where there are hones and
cabi ns. He pointed out that when a l|aunch is happening,
approximately 150 people visit the area for an extended
period of tinme.

Co- Chair Meyer asked about the length of the road. M.
Ladner replied that fromthe airport, the road extends forty
one mles. Co-Chair Meyer maintained that there had been
State assistance in building and maintaining the road. M.
Ladner pointed out that the Larand Coast Guard station also
exi sts on that road.

2:29: 58 PM

Representative Gara inquired how a dividend could work as he
knew it could not be renoved froma federal grant. He asked
about the general breakdown for funds received.

M. Ladner offered to provide a witten outline of all
contracts and the anobunt associated with each. Each | aunch
is a separate task order and depending on the contract, AADC
receives 8% if it is less risk up to 11% if it is a high
risk venture, which is how the inconme is derived.

Ms. Anderson conmented that in 2006, |aunches totaled $16.8
mllion dollars; operating expenses totaled $20.2 million
dollars with a net operating loss of $3.3 mllion dollars.
Fees are |imted by federal regulation & capital
contributions and grants through the National Guard total ed
$15.8 mllion dollars.

Representative Gara asked for a |aunch fee breakdown. Ms.
Ander son responded that there was only one entity using the
service at this time, the Mssile Defense Agency (NDA).

2:34: 13 PM

Representative Hawker stated that a conplete financial
annual report should include an audited financial statenent.
He worried about audit assurances. M. Ladner noted that
they could provide the audit reports to the Commttee.
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2: 35: 37 PM

Vice Chair Stoltze stated that the statute was specific and
| engthy with regard to the reserve fund and asked how it had
been incorporated into the AADC financial report. M.
Ladner expl ained that they had never used the reserve fund.
He added that their annual report is distributed and
expenses are revi ewed.

Vice Chair Stoltze asked about the video. M. Ladner
explained that the video explains the difference between
Kodi ak and distances all the way to Vandenberg, Germany; it
is showmn to all potential clients to market AADC.

2:39: 26 PM

Representative Crawford appreciated the video. He pointed
out that the road had been in place before the |aunch was
built and that there is a Departnent of Transportation &
Public Facilities station in place to maintain it. He asked
about future projects. M. Ladner explained that the
facility was built in order to protect viewers from the
i ncrenent weat her, by providing an i ndoor environnent.

2:42: 16 PM

M. Ladner addressed safety distances that are essential to
mai ntain. He thought that a third pad would entice entities
that want to use a big pad. Al aska Aerospace Devel opnent
Corporation continues to request federal funds. There are
potential custoners out there. Everyone knows that safety
and environnment are inportant.

Representative Crawford pointed out that one launch pad is
locked in, while the rest are in developnent. M. Ladner
agreed and observed that MDA has contracted for three
| aunches each year but because of delays, usually only one
happens.

2:44: 56 PM

Representative Gara inquired if it was possible to take a
di vidend from federal funds. Co- Chair Meyer requested the
guestion be held.

JEROVE SELBY, (TESTIFIED VIA TELECONFERENCE), MAYOR, KODI AK
BOROUGH, spoke in opposition to the |egislation. He urged
that the noney be mmintained and that opportunities for
future launches be retained. He maintained that a dividend
would reduce AADC s capital funds. He addressed
schol arships currently offered by AADC He spoke to the
road and noted that it had been paid for by federal funds,
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reducing the State’s contribution. M. Sel by stressed that
the road is now being used for increased recreation.

2:49: 59 PM

Vice Chair Stoltze noted that the statute provides for an
assessnent of local & municipal taxes; he questioned what
ot her contributions had been nmade. M. Sel by enphasized the
econonmi c positive inmpact of $15 to $25 million dollars a
year in salaries and the nunber of visitors that come for
| aunches. The econom c inpact has been “huge” to that
conmuni ty. He reiterated the benefits of having a paved
road and the schol arshi ps of fered.

Representative Gara observed that the facility does not pay
property taxes to the Borough. He questioned if the State
gives the Borough any funds in lieu of taxes. M. Sel by
noted there were no paynents nade by the State.

2:53: 36 PM

JOHN W LLIAMS, (TESTIFIED VIA TELECONFERENCE) MAYOR, KENA
PENI NSULA  BOROUGH, testified in opposition to the
| egi sl ation. He pointed out that Section 2 assunes that
some of the dividend may be appropriated to the Teacher
Retirement System (TRS). He pointed out the prohibition of
dedi cated funds. He did not think AADC should be conpared
to the Al aska Housing Finance Corporation (AHFC) & Al aska
| ndustrial Devel opment and Export Authority (Al DEA). They
have entirely separate m ssions and do not contribute to the

econony in the same manner. It is inmportant to recognize
the federal requirements for accounting restrictions and
al l ocation of funds. Al'l  AADC noney has been federally

earmarked for mssile defense since 1993.

M. WIlianms pointed out that AADC is a high tech operation
and mai ntained that they need nore tine before dividends are
di scussed. He noted the benefit of their location in
relationship to polar orbits. He spoke to the ability of
providing a dividend from federal funds.

The unrestricted funds are being kept in reserve for |ong
term nmai nt enance and continued operations during the |aunch
cal endar. That cal endar does not require “day by day”
financi ng but other aspects of operation do.

M. WIlians spoke to the comunity contribution aspect of
t he Board. The Chall enge Learning Center was built as an
adjunct to the AADC, it was built with federal funds as part
of athird wheel to the launch facility. He maintained that
AADC has contributed to the schools and has brought in funds
from other groups that have contributed heavily to other
ar eas. He reiterated the scholarship fund contributions &
observed that many funds have cone to fruition as a result
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of AADC. He concluded that a high tech industry has been
created for the State of Al aska. He warned agai nst taking
di vi dends.

3:01:59 PM

ERI CK CAMPBELL, (TESTIFIED VI A TELECONFERENCE), CPA, ALASKA
AERCSPACE DEVELOPMENT CORPORATI ON (AADC), ANCHORAGE, spoke
against the Corporation’s ability to pay a dividend, noting
that his determ nation was based on a June 30", 2006 audit,
i ndicating that AADC had $15 nmillion dollars in cash & and
of that anount, $12 mllion dollars was deferred revenue,
bel onging to the federal governnment until spent on approved
proj ects. There is another $1.7 mllion dollars of
l[iabilities not included the Public Enployees Retirenent
System (PERS) obligation, which leaves $1.4 mllion dollars
for operations. Operating expenses for the past two years
averaged around $20 million dollars.

M. Canpbell summarized at this tinme, there is approxi mately
one nonth reserve for operations. He recommends that at a
mninmum there are three to six nonths reserves built up.
To pay a dividend would make it difficult for AADC to neet
it reserves.

3:03:47 PM

Representative Hawker questioned when the Conmttee could
anticipate recei vi ng a dividend payment from the
Corporation. M. Canpbell stated that woul d depend upon the
mar ket i ng success and when the third | aunch pad is finished.
Federal dollars can not be used for State dividends.

Representative Kelly interjected that the obligation could
be “turned out” and asked if the debt could be assessed
agai nst the federal governnment. M. Canpbell explained that
expenses are normally required to be directly related to the
contract.

3: 05: 39 PM

Representative Kelly continued to question if a subsidiary
coul d pay back the parent. M. Canpbell felt that repaynent
could cone later in the year. Representative Kelly noted
the State has invested over $20 mllion dollars,
recomrendi ng that a 5% payback should occur at $1 mllion
dollars, or three tines the scholarship value. He asked if
AADC coul d make such a paynent. M. Canpbell did not know.

3:10: 03 PM

EM L NOITI, COW SSI ONER, DEPARTMENT OF COVWERCE, COWUN TY
AND ECONOM C DEVELOPMENT, observed that the Agency received
$15 mllion dollars for construction costs and the State
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paved 20-miles of the road, costing an additional $20
mllion dollars. Conm ssioner Notti agreed that the agency
should pay the State a dividend, but observed that the
question is when. He maintained that an exam nation by the
Legi sl ative Budget and Audit (LBA) could provide direction.
In response to a question by Co-Chair Meyer, Conm ssioner
Notti clarified that there is no audit request at present
tine.

3:11: 54 PM

Vice Chair Stoltze acknowl edged the need for  Dbetter
accounting and direction through |egislative discussion.

Representative Hawker referred to the enabling statutes and
gquestioned if the wentity would ever be economcally

profitable. He observed that the statutes are within the
University of Alaska portion and affiliated by the
Uni versity. The statutes prohibit termnation if it is

detrinmental to the University. He questioned if AADC shoul d
be put under the University' s purview. Commi ssi oner Notti
did not have an opinion regarding such a change.

3:14: 42 PM

PUBLI C TESTI MONY CLOSED

Ms. Anderson responded to the issue of taxes. She clarified
that as long as the federal governnment is the custoner of
AADC, the governnent does not allow for paynent of taxes

Any funds would have to come out of the profit of the
cor poration. Interest on debt is not allowed. She
reiterated the inportance of a third | aunch paid.

Co-Chair Meyer noted his intent to hold the bill in
Comm ttee.

Representative Gara questioned if there is anything in
statute that would preclude AADC seeking private funding
M. Ladner advised that there is nothing in statute, which
precl udes that.

3:18:10 PM

In response to a question by Representative Kelly regarding
the State’'s obligation on the road, M. Ladner explained
that before paving was done with funds from the federal
governnent, a portion of the road on a school route; was not
mai nt ai ned. He noted that AADC bought a grader and has

taken care of the road maintenance and will continue to
provi de that service. He addressed the use of federal
funds, using a debt docunent, a copy of the |oan. That

grant docunent could be provided and it would not qualify as
a | oan docunent.
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3:20: 35 PM

Representative Kelly summarized that if there was going to
be a dividend, it would have to conme though the private
sector contracts. M. Ladner was uncertain about that.
Representative Kelly enphasized that the intent was to find
a way to bring funds into the State from their initial
i nvest nment .

Co-Chair Meyer added his intent to maximze all the State’'s
investnments. Co-Chair Chenault pointed out that sone State
fundi ng had been used for the road.

HB 218 was HEARD and HELD in Committee for further
consi derati on.

3:22:51 PM
#HB72
HOUSE BILL NO 72

An Act relating to the district cost factors for state
fundi ng of public education; providing for an effective
date by repealing the del ayed effective date of sec. 6,
ch. 41, SLA 2006; and providing for an effective date.

3:24: 26 PM

REPRESENTATI VE M KE CHENAULT, SPONSCOR, stated that HB 72 was
witten to enact the cost differential factors for State
school fundi ng. HB 72 inplements 100% of the Institute of

Soci al and Econom ¢ Research (I SER) Study. He stated that
if the ISER nunbers are correct, it would nmean $10 million
dollars a year for the Kenai District. The | ack of those

funds has caused a terrible discrepancy.

Co-Chair Chenault commented his school district was being
unfairly represented by the current avai |l abl e cost
differential nunbers. He addressed sone itens that woul d be
lost in his school district’s funding which were not net.
His district is the 4" largest in the State & while they do
have many elenmentary schools, they do not have a nurse or
drug prevention specialists. Kenai has smaller schools but
also has a larger |and nmss. Since SB 36 was put into
effect, the district is in drastic need. He hoped that HB
72 would provide an effort to nmove forward & offered to
answer questions of the Commttee.

3:29:47 PM

Co-Chair Meyer pointed out that Anchorage is used as the
base level to determine the Base Student Allocation (BSA)

He inquired if the legislation passed, would Anchorage' s
fundi ng be reduced. Co-Chair Chenault responded that if the
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BSA was raised with an increase to the cost differential,
then Anchorage would not be affected. If the funds were
taken from the current cost base and no new nonies were
added, then Anchorage woul d be reduced.

Representative Gara addressed a lack of achievenent
occurring in the Anchorage schools. After basic courses

the elective options are grim The needs in big school
districts are not as bad as the other & that he supported
nmoving forward to address cost differentials. He asked if
HB 72 was inplenmented and the PERS/TRS rate was paid down,
woul d all school district’s BSA be at $77 million dollars.

Co-Chair Chenault replied that it would depend on how the
nunbers were noved around. If the Public Enployees
Retirement Systeni Teacher’s Retirement System (PERS/ TRS)
issues were addressed, then the larger districts would
receive nmore by noving the funding outside the formula.
Currently, with the funding inside the foundation fornmula,
the nunbers are dispersed according to the cost
differential. He objected to that nodel, conmmenting that
t he nunmbers shoul d change. He encouraged that the entire
concept be addressed including the PERS/ TRS i ssue.

3:33: 38 PM

Co-Chair Meyer infornmed those waiting online that there
woul d be no public testinony at this neeting. He indicated
that an arranged tine and date would be selected to discuss
the matter.

Representative Thomas comented he represented 12 school
districts and thought the bill could provide mllions of
dollars for the past eight years. Over that period, the
total amount was over $90 million dollars.

Vice Chair Stoltze |ooked forward to continued discussion
He realized it was not an option for sone small school

districts, while the larger ones |ike Kenai, have nore
opti ons. He represents the 1% and 2" largest school
districts in the State. He questioned the options for

districts smaller than Kenai, who opt for smaller schools
and the “trade-offs” associated with those choices.

3:39: 08 PM

Co-Chair Chenault advised that smaller schools were the
District’s choice with four high schools. The distance
between those schools is vast; sonme are 75-mles apart.
They could consolidate but the parents want to see their
children at schools closer to hone with less traveling tine.
Smal | er distances build comunity and not having the funding
has made the school district nore responsible. He
guaranteed that there are no excess dollars in that district
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& congratul ated his borough. The community has funded to
the cap all owed. He urged raising the BSA, stressing that
his district should no | onger be penalized.

3:44:32 PM

Representative Nelson added her gratitude to Co-Chair
Chenault for the bill. She pointed out that 3% of the |ISER
study would anpbunt to $72.5 million dollars. The full
i mpl erentation of the I SER study would be a little over $97
mllion dollars. She encouraged school districts to put

forward their additional energy costs since the study was
comm ssioned. The air study was released in 2003 based on
2002 prices. The |ISER study was released in 2005 based on
2004 prices. She thought that the “loaf” had grown even
nor e. Wen SB 36 was witten, the price of crude oil was
$12. 31 dollars per barrel, and today it is at $57 dollars
per barrel.

Co- Chair Chenault said he could not speak to the fuel issue
& pointed out that the other % of the | oaf was placed in the
operating budget. He realized that fuel & energy costs have
i ncreased throughout the State.

Representative Kelly inquired if there was an option to cap
some districts. He worried about a double junmp. Co-Chair
Chenault addressed capping, noting that the bill was
introduced at 100% of the |SER Study. The nunber is not
known as they have not been able to settle on what should be
consi der ed. He hoped to get 100% but did not know if that
was the correct nunber. The process is intended to help
districts address their cost factors and PERS/TRS; it is
hoped to settle upon a nunber to provide school districts
with the opportunity to nove forward

3:50:19 PM

Representative Kelly stated for the record that sone
districts are too small for the funding that they receive.
He voi ced serious concern with future increased funding, yet
agreed that the current systemis not adequately worKking.

3:51: 57 PM

EDDY JEANS, DI RECTOR, SCHOOL FINANCE, EDUCATION SUPPORT
SERVI CES, DEPARTMENT OF EDUCATION AND EARLY DEVELOPMENT,
of fered to answer questions on the fiscal note or queries on
how the State got to where it is.

Co- Chair Meyer addressed the BSA and how t hose nunbers woul d
af fect Anchor age.

M. Jeans observed that one would have to go back to SB 36,
in which the McDowel|l G oup nmade it clear that those nunbers
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wer e based on the manner that school districts were spending
at that tinme. The MDowel |l G oup reconmended that the issue
be revisited in a couple years. The Legislature assuned
that burden and conm ssioned the study and then asked | SER
to do a peer review Based on the peer review, the
Legi sl ature took those recomrendati ons & asked | SER to rerun
t he nunbers. There were two areas of great concern, the
first being how the air group cal culated the energy portion
of the index. They used a lot of criteria for adjustnent.
| SER recormended going back to the financial statenents and
using what the districts are currently spending as the
nmeasure. He noted that the |argest conponent was addressing

t he teacher conpensation conponent. | SER recomended nmaki ng
an adjustnent for |longevity, experience and teacher
t ur nover.

3:56:13 PM

M. Jeans noted that in the peer review, |SER was clear
about the adjustnments that were needed. The Legislature
paid for those adjustnents. Everyone thought they went too
far the other way, which he agreed with. M. Jeans pointed
out frustration with the cost differentials. The total
package needs to be a conplete rewite. He did not support
a 100% cost differential as the correct fornmula. He |ooked
forward to a dial ogue on the issue.

3:57:34 PM

Co-Chair Meyer reiterated concerns and worried about a
possi ble cut to Anchorage. M. Jeans explained that if the
cost differentials were adopted and not funded, there would
be redistribution and Anchorage would get |[|ess; however,
funding the cost differentials, Anchorage would not | oose
any funding. It will be a correction to the formula, which
needs to be mmde.

3:58:24 PM

Representative Joule referenced teacher salaries and
questioned the benefit of offering a single bargaining unit.
Co-Chair Meyer interjected that was not an appropriate
guestion at this tine. M. Jeans added that sone states
have a built in a salary schedule the State is willing to
pay and that anything beyond that is picked up at the | ocal
| evel .

3:59: 27 PM

Representative Gara requested a chart indicating the affect
to each school district if the bill were passed. M. Jeans
offered to provide that. Co-Chair Meyer agreed and

suggested several different scenarios shown in the chart
with the PERS/ TRS outside and then one with it included in
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the formula, one with the cost differential inplenented and
t hen not funded.

Representative Kelly questioned the Departnent’s |egislative

ef ficienci es. M. Jeans noted the Statute requires the
Department to look at cost differentials and then nmake
recomrendations to the Legislature. The Departnment has

requested funds to do that; the Legislature elected to take
on the task to define cost differentials. He said he sat on
the Legislative Budget & Audit (LBA) Subconmttee, which
defined the areas.

Representative Kelly asked if the Departnent’s nethodol ogy
would reflect less than 100% of the application to the
formul a. M. Jeans said he did not believe the 100% | SER
cost differentials were the real nunbers nor did he believe
that those were the accurate differentials, and thought it
was | ess.

4:02: 58 PM

Representative Hawker nentioned the anount of public
testinmony taken during the LBA Cormittee and concerns voi ced
by adopting the |ISER results. M. Jeans agreed that was a
fair representation.

4:04: 29 PM

PEGGY COWMAN, SUPERI NTENDENT OF SCHOOLS, JUNEAU BOROUGH
SCHOOLS, CTY & BOROUGH OF JUNEAU, stated that the proposed
legislation is critical to the Juneau School D strict and

Juneau students. The Juneau comunity funds education to
the maxi mum allowed & | ooks to the Legislature for neasures
of adequacy and fairness. Since 1998, everyone has |ived

with the rates established in SB 36, |oosing ground in terns
of educational prograns provided. The |ISER study may not be
perfect but the SB 36 rates are flawed. She urged that the
Legi sl ature take action. Each conmmunity has different needs
& educational funding should do the sane.

4:06: 37 PM

Vice Chair Stoltze requested information on what the
bargai ning units have obligated their legislators to do. He
worried how the request would fit into the overall, State
budget priorities.

HB 72 was HELD in Commttee for further consideration.
#
4:07:37 PM

ADJ OURNVENT
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The neeting was adjourned at 4:07 P.M
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