HOUSE FI NANCE COWM TTEE
January 29, 2008
1:42 p. m

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 1:42:07 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

Eddy Jeans, Director, School Finance, Education Support
Services, Departnment of Education and Early Devel opnent;
Carl Rose, Executive Director, Al aska Association of Al aska
School Boards; Kate Burkhart, Executive Director, Al aska
Mental Health Board and Advisory Board on Al coholism and
Drug Abuse; Jerry Donahue, Juneau; Andy Story, Board
President, Juneau School District; Miry Francis, Executive
Director, Alaska Council of School Admnistrators; Mary
Hakal a, Coordi nator, G eat Al aska School s.

PRESENT VI A TELECONFERENCE

Anne Kil kenny, Matsu, Geat Al aska Schools; Dave Jones,
Assi stant Superintendent, Kenai Peninsula Borough School
District.

SUMVARY

HB 273 "An Act relating to school funding, the base
student allocation, district cost factors, and the
adjustnents for intensive services and average
daily nmenbership calculations; and providing for
an effective date."

HOUSE BI LL NO 273
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"An Act relating to school funding, the base student
all ocation, district cost factors, and the adjustnents
for intensive services and average daily nenbership
cal cul ations; and providing for an effective date."

REPRESENTATI VE M KE HAWKER, CHAIRVAN, JO NT LEQ SLATI VE
EDUCATI ON FUNDI NG TASK FORCE, spoke in favor of House Bil
273. He acknow edged the difficulty the State has had
regarding education funding for both the short and |ong
terns. At the end of the 2007 session, the House and Senate
passed Senate Concurrent Resolution 11, which created the
Joint Legislative Education Funding Task Force (JLETF). The
JLETF net and took testinony in various Al askan comunities
over the course of the sumrer. They delivered a report to
the Governor and the Legislature on Septenber 1, 2007 (Copy
on File, available along wth testinony and supporting
materi al s on t he JLETF website at
http://ww. housemaj ority. org/ cons/hl ef/hl ef_background. php).
The JLETF was specifically charged with eval uati ng proposal s
based on available facts and conclusions pertaining to
district cost factors, recommendi ng i nprovenents to the | aws
provi di ng education funding, and with taking public coments
on education funding and school district cost factors.

Representative Hawker explained that the JLETF agreed to
work within the existing school funding fornula and address
the issues that had resulted in a policy deadlock in the
Legi sl ature. The conclusions reached were by consensus,
al though dissenting opinions are also published in the
report.

1: 50: 27 PM

Representative Hawker indicated that the JLETF report 1is
prefaced on another piece of legislation, the retirenent
system funding, which had beconme a large portion of the
i ncreasing financial burden that school districts faced. For
sone years prior, the legislature had expected retirenent
costs to come out of increases it made to the Base Student
Al'location (BSA). Another nmeasure that was before the
Legislature in 2007, SB 125, proposed a cost-sharing formla
where the State funded a significant portion of retirenent
liabilities outside the BSA. That bill did not pass, but
affected JLETF s recommendati ons.

Representative Hawker not ed t hat t he JLETF made
recomrendations in several mjor areas. House Bill 273
enconpasses the financial recomendations. The JLETF has
i ntroduced other legislation not related to direct funding.
He highlighted JLETF s proposal that the House and Senate
create a standing conmttee dedicated to education to
address all the issues the JLETF could not reach consensus
on. Representative Hawker asserted that HB 273 effectively
addresses the nost divisive issues and beseeched the
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Conmittee to look at it as a whole rather than in
conponents. He described the bill as a thoroughly thought
out, well-discussed conprom se.

1: 54: 57 PM

Representati ve Hawker outlined the specifics of HB 273.
Section 1 addresses circunstances resulting from a steep
decline in enrollnent. Language has been drafted by the
Department of Education to provide for a three-year step-
down to assist districts in those circunstances.

Representative Hawker described the crux of the debate
before the Legislature as bal ancing intensive needs funding
and district cost factors. Students with special needs can
cost a district $250,000 or nore per student; the average
cost is about $70,000. The previous school funding fornula
multiplied the BSA by five. House Bill 273 raises that
multiplier fromfive to: nine tines the first year, 11 tines
the second, and 13 tinmes the last year. Sone testifiers
still felt it was not enough. The nunbers reflect a
conprom se. Intensive needs funding tends to be an urban
i ssue because the nedical facilities those students require
are in larger comunities.

1: 59: 22 PM

Representative Hawker addressed issues relating to rural
schools. District cost factors recognize the higher cost of
running schools in smaller comunities. The district cost
factors were initially inplemented in 1988 through SB 36
when the Legislature adopted the school funding formula and
have been substantially controversial ever since. The
formula conpares each district’s costs wth Anchorage’s
costs.

2:02: 13 PM

Representati ve Hawker said JLETF was convened to find a
conprom se proposal to stabilize school funding and
reconcile differences. The JLETF took the Institute of
Soci al and Econom c Research (ISER) cost differentials and
proposed phasing themin over a five-year period. House Bill
273 would phase in 50% of the additional noney in FY 09,
with the remaining 50% i npl emrented over the four subsequent
fiscal years. The JLETF also recommends establishing a
comm ssion to specifically re-determ ne these nunbers.

2: 05: 22 PM

Represent ati ve Hawker described the BSA as the foundation of
the school funding fornula. The JLETF recommended a m ni mum
$100 per year increase for the next three years. He strongly
enphasi zed that he views this nunber as a mninum in order
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to give districts an anmobunt to plan around. He believes the
$100 is the right nunber as long as the Legislature
continues to find a way to deal wth the retirenent
l[iability issue outside of the school fornmula.

2: 07: 38 PM

Representati ve Hawker noted he would introduce Amendment 1
at the appropriate tine. The amendnent includes the |ast
piece of funding recommended by the Task Force and
recogni zes the need to recalculate student transportation
fundi ng. The amendnent would update HB 273 to include 2007
audi t ed nunbers.

2:09: 25 PM

Co-Chair Meyer said HB 273 addressed his previous concerns
about rising costs in urban schools due to intensive needs
students and increasing costs in rural schools as set forth
by the | SER study recommendati on.

Representative Joule, a nenber of the JLETF, spoke in
support of HB 273 and said it was |ong overdue, especially
for rural schools. He referred to the “battle” of SB 36. He
remenbered the House mmjority |eader saying, “W need to
conme back and fix the cost differentials” because rural
schools were losing noney. He knew there wuld be
di sagreenent, but felt that progress was bei ng nade.

2:13: 56 PM

Representative Gara stated his intention to listen closely
to rural nmenbers to see if the legislation goes far enough.
He viewed the bill as a concession, which increases the
anmount to rural districts by only 60% of the anount
recommended by the |ISER study. He was glad the anmendnent
addressed transportation shortfall. He thought the heart of
t he debate woul d be what the funding increase should be.

2:16:29 PM

Representative Nelson referred to the 20% bl ock grant for
vocational, technical, special needs and bilingual. She
descri bed vocational/technical |earning as key to Al aska's
future because of mning projects and the gas |Iine.

Bilingual education is critically inportant to school
districts in her region where 11% of students speak no
Engl i sh.

2:18:41 PM

Represent ati ve Hawker assured Representative Nelson that the
JLETF had spent a substantial amount of tinme on the issues
she raised. He referred to page eight of the JLETF report
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and expl ained that the special needs block grant is a factor
within the fornmula giving a 20% increase for special
education, gifted and talented prograns and vocational
technol ogy as well as bilingual and bicultural prograns. The
bl ock grant approach was adopted to give schools latitude in
addressing their individual needs. The JLETF decided not to
change the block grant at this tinme, but did recomend the
structure of these grants be reconsi dered.

2:21: 36 PM

Representative Kelly requested the fiscal notes in order to
get the conplete picture including the breakout around
retirenent.

Co- Chair Meyer opened testinony to the public.

2:23:26 PM

EDDY JEANS, DI RECTOR, SCHOOL FINANCE, EDUCATION SUPPORT
SERVI CES, DEPARTMENT OF EDUCATION AND EARLY DEVELOPMENT,
provided nore information about the work of the JLETF. He
referred to DEED fiscal notes #1 and #2, which address the
JLETF recommendations: one for the foundation program and
one for the mlitary youth acadeny, whose funding is tied to
t he BSA.

M. Jeans reported that the JLETF had broadly di scussed many
i ssues, including:

Moore vs. State of Al aska school funding | awsuit;
i nnovati ve and best practices grants; and
pre-school prograns.

1. the special needs bl ock grant;

2. the separate conponent for vocational /technol ogy
pr ogr ans;

3. required local contribution in the current foundation
fornmul a;

4.

5.

6.

All the itenms were deferred to the standing commttees at
t he recomendati on of the JLETF.

M. Jeans reviewed the conponents covered by the JLETF

1. the BSA increase;

2. intensive needs funding going froma factor of 5 to a
factor of 13 by 2011;

3. district cost factors phased in over a five-year
period: 50% the first year and the remaining 50%
phased in over the remaining four years;

4. the hold harm ess provision with a step-down approach
for those districts experiencing declining enroll nent
or those districts inpacted by the foundation formula
as currently witten; and

5. the anmendnent to recalibrate pupil transportation.
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2:27:10 PM

M. Jeans observed that CGovernor Palin announced her
education funding plan at the State Board of Education
meeting in Decenber 2007 in Anchorage, and explained that
the BSA is the only difference between the Governor’s plan
and the JLETF s recomendations. The JLETF recommended the
BSA be $100 and the Governor $200 for each of three years.
He informed the Commttee that the Anchorage school district
passed a resolution supporting the $200 BSA (Copy on File).

Representati ve Hawker asked for clarification on the two-
year cost-of-living inflator in the Amendnent. He wondered
if that mrrors the ternms of the existing contracts. M
Jeans answered that the majority of the contracts have the
Anchorage consuner price index built into them which wll
assist districts each year when costs increase.

2:29: 26 PM

Representative Gara spoke favorably about the bill. He
expressed concern about the difference between the $200 and
$100 BSA proposals. He calculated that after the first year
the $100 increase on a $5300 BSA would be less than two
percent, causing school districts to fall behind inflation
in the second and third years. In addition, district costs
are even higher because of healthcare and fuel costs. He
t hought this might anmount to a decrease in funding in terns
of real, post-inflation dollars. M. Jeans agreed that the
$100 nunber does not keep up with inflation.

Representative Gara maintained that incremental changes in
education funding don’t nake a lot of difference. He
preferred to give enough of an infusion that the bigger
districts could reduce class size and the smaller districts
could make significant curriculum additions, such as world
hi story and nusi c.

2:31: 50 PM

Vice-Chair Stoltze wondered whether taking the retirenent
noney out of school budgets would affect the nunbers enough
to keep ahead of inflation. M. Jeans indicated that the
$200 mllion paid for the Teacher Retirenent System (TRS)
increase would exceed inflation. He pointed out that the
noney freed up in school district budgets by the
Legislature’s action to pay down the TRS was approxi mately
$77 mllion. The districts were able to redirect that nobney
to ot her purposes, which could be seen as an increase in the
BSA. However, at least $160 million of the $200 mllion was
clearly the result of increasing rate from26%to 54% There
woul d have been major layoffs across the state if the
Legi sl ature had not act ed.
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2:34: 21 PM

Co-Chair Meyer called for an analysis of how nmuch the TRS
noney saved the BSA and how that conpares with the JLETF
recommendation. He agreed with Vice-Chair Stoltze that the
action nore than offset inflation, which would otherw se
have cone out of the foundation formnula.

Representative Thomas questioned increasing funding to
intensive care needs, which would to urban districts, over
three years while nore slowy increasing district cost
factors to the rural conmmunities. H's district has 13 school
districts that have been shortchanged several mllions of
dollars for ten years. He didn't want his schools to have to
wait another five vyears. He called for fairness and
consi dered proposing an anendnment to nmake it three years and
three years. He asked M. Jeans to calculate the cost for
ei ther scenari o.

M. Jeans said that could be done if that was the will of
the Committee. Co-Chair Meyer asked Representative Hawker
how t he JLETF canme up with the arrangenent of the three vs.
five year inplenentation plans.

2: 36: 53 PM

Representati ve Hawker strongly urged | egislators to keep the
JLETF proposal intact. He described the proposal as a hard-
won conpronmise and a very delicate balance of interests
among legislators wth different constituencies and
different beliefs about how to approach the various factors.
He described the district cost factors as not solid enough
to get behind and said they should not be adopted as they
presently stand.

2:39: 27 PM

Represent ati ve Hawker asserted that individual amendnents to
the proposal in order to benefit particular constituencies
woul d reopen the entire debate. He believed that would
constitute a major step backwards. He rem nded the Conmttee
that the whole point of a cost factor comm ssion was to get
credible figures as soon as possible. He cautioned against
provinci alism

2:41: 52 PM

Representati ve Thomas wi thdrew his request. He described his
experience wth changing fuel costs and reiterated his
frustration with the sl owness of the process. Representative
Hawker described the diversity of the JLETF nenbership and
reiterated that none of them got all they wanted. The JLETF
attenpted to avoid an i npasse by setting differences aside.
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2:44:57 PM

Representative Gara revisited the question of whether the
$100 keeps up with inflation after the retirement
contribution is factored in. The State has to put a |lot of
noney into paying down TRS that is not going into the
classroomthis year like it did | ast year.

M. Jeans explained he does not consider the TRS liability
when tal king about inflationary adjustnments. He thinks nore
about increases in salary and fuel costs. Districts do have
to recognize the increased liability. He acknow edged t hat
buying down the TRS rate in FY 07 did have the effect of
increasing the BSA to around $300, but said that can't be
counted on every year. The noney was redirected in FY 08 but
it won’'t be new noney in FY 09.

2:47: 56 PM

Representative Gara asked for additional clarification. M.
Jeans responded that if the Legislature continues to deal
with the TRS requirenment like it did in FY 07 there will be
no new noney put into classroons in FY 09. Representative
Gara asked if that was the Governor’s proposal regarding
TRS. M. Jeans described the CGovernor as supportive of SB
125, which institutionalizes the TRS acti on.

Co-Chair Meyer the Committee to study the JLETF report.

CARL ROSE, EXECUTI VE DI RECTOR, ALASKA ASSOCI ATI ON OF ALASKA
SCHOOL BOARDS, spoke in favor of HB 173. He urged the
Commttee to look at the proposal as a whole, which puts a
BSA in place for three years that would provide both early
and forward funding. He referred to the anendnent to the
cost differentials.

2:50: 32 PM

M. Rose expl ained how the noney will be phased in. Schools
received 50% of the noney the first year and 12.5% every
year through 2013 until 100% is reached or until there is
better information and the anobunts can be reconsidered. He
said until that tinme HB 273 will provide guaranteed noney
t hrough statute.

M. Rose said his nenbership passed a resolution in favor of
a $200 BSA and a three-year phase-in. He acknow edged t hat
both issues could be deal-breakers. He said that they of
course preferred to get nore noney over less tinme but that
t hey val ued t he package enough to pass it into |aw. He urged
the Legislature to consider the package in its entirety. His
association is strongly in favor of institutionalizing what
t he JLETF has recommended. Their greatest fear is w nding up
with a cash grant that would not be institutionalized.
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2:54: 09 PM

Representative Gara expressed concern that M. Rose’'s board
had decided what was doable wthout consulting wth
| egi sl ative | eadership.

2:56: 22 PM

Representative Kelly asked for «clarification regarding
unfunded liability com ng fromoutside the fornula. M. Rose
explained that his nenbership had |ooked at the JLETF
findi ngs and passed a resol ution supporting the $200 BSA. |f
there is going to be a three-year phase-in of the intensive
needs they would like to see the sanme for the cost
differential. That was the extent of the discussion;
unfunded liability did not conme into play.

KATE BURKHART, EXECUTIVE D RECTOR, ALASKA MENTAL HEALTH
BOARD AND ADVI SORY BOARD ON ALCOHCLI SM AND DRUG ABUSE spoke

in support of the bill. She described education as a key
protective factor in mnimzing the likelihood that a child
wi ||l engage in high-risk behaviors such as drug and al coho

abuse. An “A’ average student is only six percent likely to
use drugs or alcohol; a child who is failing school has a
30% chance of wusing drugs or alcohol. She nuaintained that
investing in education translates to significant future cost
savings. She urged the Commttee to look at the bill in
totality and to act now.

3:03:24 PM

JERRY DONAHUE, SELF, JUNEAU urged the Conmttee to support
the $200 increase suggested by the Governor. He has two
daughters attending high school and is a nenber of the high
school site council. The school needs about $300 thousand to
repl ace old textbooks. The council also would like to see a
hi gher percentage of young people graduating from high
school and needs noney to fund drug prograns.

3:05:13 PM

ANDY STORY, BOARD PRESI DENT, JUNEAU SCHOCOL DI STRI CT spoke in
favor of HB 273 as a conprehensive package. She noted the
bill recognizes the high cost of providing intensive needs
funding. She infornmed the Commttee that alnost three
percent of Juneau students are designated to receive
I ntensive needs services. The cost of these services is far
hi gher than the current nultiplier, which dimnishes the
funds available for regular education. She supports the
phase-in and adjusting for local cost factors. The schoo
board supports the $200 BSA.

3: 08: 56 PM
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ANNE KI LKENNY, MATSU, GREAT ALASKA SCHOOLS (TESTIFIED VIA
TELECONFERENCE) spoke in support of HB 273. She recogni zed
the fragility of the conprom se proposed by the JLETF, but
would like to see the bill amended. She does not want the
old cost factors phased in over another period of five
years. She conpared that to the increasing price of oil
She thought the geographic cost factors should be phased in
nore quickly and that the BSA should be $200. The Matsu
school district could be provided with aides if the bill was
noved ahead a year. They have been operating wi th inadequate
resources on many fronts.

3:13: 25 PM

DAVE JONES, ASSI STANT  SUPERI NTENDENT, KENAI PENI NSULA
BOROUGH SCHOOL DISTRICT (TESTIFIED VIA TELECONFERENCE)
spoke in favor of the bill. He noted the results of the
Legislative funding for education | ast year. He
acknow edged the inportance of the work of the JLETF and
feels their proposal has addressed the needs for education
at this tine. He urged the tinmely passage of the bill inits
entirety.

3:18: 05 PM

Representative Gara asked about elementary school class
sizes across the Kenai Borough. M. Jones responded that
class sizes range from two elenentary students to 29. His
target nunber is 24-26

3:20:12 PM

MARY FRANCI S, EXECUTI VE DI RECTOR, ALASKA COUNCI L OF SCHOOL
ADM NI STRATORS, spoke in favor of HB 273. Her counci
represents all the superintendents, principals and business
officials in Alaska. She referred to the packet of
resolutions she brought to Legislators (Copy on File).
Resol uti on 16 gi ves full support of t he JLETF
recomendati ons, and asks for $200 BSA and three year phase-
in. She attended many of the JLETF neetings and described
the process as thorough and respectful.

3:23: 22 PM

MARY HAKALA, COORDI NATOR, GREAT ALASKA SCHOOLS, spoke in
favor of HB 273. She, along with other parents, would Ilike
to see the Legislature go back to the bottom line of a
stellar education for each child. She commended the JLETF
and supports the $200 BSA which will allow districts to neet
ri sing costs.

3:27:29 PM
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Co- Chair Meyer closed public testinmony. He referred to the
Amendnent and his intent to address it in a future neeting.

Representative Hawker notified the Commttee that two of the
conmponents of the JLETF s recommendati ons had passed out of
HESS (Heal th, Education and Social Service) Commttee.

3:30: 02 PM

Representative Hawker commented that the Commttee was
hearing much of the sane discussion the JLETF heard the
previ ous summer. He concluded his testinony by reading for
the record the summarizing comments on page 10 of the JLETF
report:

The JLETF recogni zes that achieving and sustai ni ng
t he education funding commtnents proposed in this
report presents significant challenges in |ight of
the economc reality of the State’'s declining oi
production. No matter how high the market price of
oil reaches, nor how great the level of state
i nposed taxation, the indisputable decline in
North Slope oil production inevitably results in
the State having less fiscal resources avail able
to allocate among all the conpeting needs for
public services, including providing a system of
publ i ¢ school s.

The det erm nation of state revenue and
appropriation pol icies Wil al ways ent ai

reconciliation of differing economc and social
phi | osophies anmong i ndividual policy nmakers.
Regardless of the dynamcs inherent in the
political process, the Al aska Constitution
requires the legislature to establish and nmaintain
a system of public schools and the legislature
nmust be commtted to neeting that responsibility.

The JLETF reconmmends the |egislature adopt the
proposals in this report and prioritize devel oping
the |l ong-range fiscal policy necessary to sustain
t hese conm t nents.

HB 273 was HELD in commttee for further consideration.
ADJ QURNVENT

The neeting was adjourned at 3:33 PM
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