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CHAI R PEGGY W LSON call ed the House Health, Education and Socia
Services Standing Conmittee neeting to order at 3:09:46 PM
Representatives WIson, Roses, Fairclough, Seaton, G ssna, and
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Gardner were present at the call to order. Representati ve
Neuman arrived as the neeting was in progress. Also in
attendance were Representatives Chenault and Edgnon.

3:10: 01 PM

Overview. Al aska Public School Funding Fornul a

CHAIR WLSON announced that the only order of business would be
an overview of Alaska's public school funding formnmula, comonly
known as the foundation fornula.

3:11:14 PM

EDDY JEANS, Director, Division of School Finance, Departnent of
Education and Early Devel opnent (EED), noted that the committee

packet should include the PowerPoint that he will review today
as well as docunent entitled, "Public School Funding Program
Overvi ew Updated January 2007." M. Jeans began by rem nding
the commttee that the current state public school funding
formul a was adopted under Senate Bill 36 in 1998 and is defined
in AS 14.17. He then explained that the average daily
nmenbership (ADM is based on enrollnment during the 20-school -day
count period ending on the fourth Friday of October. The

reports are due within two weeks after the end of the 20-school -
day count period and student projections for the upcom ng school
year are coll ected. The budget is based on the aforenentioned
proj ections. Those who qualify as a student are defined in
statute as a child who is six years of age prior to Septenber
1st and under the age 20, and hasn't conpleted the 12th grade.
Wth regard to the conpletion of the 12th grade, M. Jeans
expl ai ned that many students may conplete course requirenents by
the age of 17 or 18, but may not have passed one piece of the
hi gh school exit exam This [definition of a student] allows
the state to provide funding to the school district in order to
provi de renedi al sources and classes until such a student passes
the high school exit exam A child five years of age prior to
Septenber 1st, following the beginning of the school year nmay
enter Kkindergarten. A child with a disability and an active
| ndi vi dual i zed Education Program (IEP) may enter school at the
age of 3 and funding is provided up to the age of 22.

3:15:27 PM

REPRESENTATI VE NEUMAN nentioned that in sone schools the school
has a transient popul ation. Therefore, he inquired as to why
the ADMisn't calculated twice a year. He also asked if an ADM
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could be calculated [a second tine] and adjustrments [in funding
made] to reflect any changes.

MR. JEANS related that prior to the funding formula there was an
optional count for those school districts with an increase in
student popul ati on. The aforenmentioned allowed those school
districts the additional resources necessary due to student
popul ation increases. However, during the debate on Senate Bill
36, the Ilegislature elected to renove that option and a
statutory change would be required to do sonething else. Under
the current funding formula there isn't a nechanism for the
nmoney to follow students when they nove between districts. I n
further response to Representative Neuman, M. Jeans said that
tracking such would create an additional burden on the

depart ment. Al t hough the tracking of such students is possible
due to the state's student identification system additional
collection efforts throughout the year would be required. M .

Jeans clarified that the department does make nonthly paynents
to school districts and thus it's possible to nmake adjustnents.
Therefore, the question is how many tines would the |egislature
want to adjust a school's budget during the school year after
the district has already staffed based on that budget.

3:19:35 PM

MR. JEANS continued his PowerPoint and related that there are
five steps to adjusting the ADM The first step is to adjust
the ADM for school size, which requires review ng the student
popul ation within a conmunity. He related that a community with
an ADM of 10 through 100 is funded as one school in the
comunity. A community with an ADM of 101-425 is funded as if
there are two schools and the student population is divided

between grades K-6 and 7-12. For a comunity with an ADM
greater than 425, each school is admnistered separately and
adj usted independently. However, the ADM of an alternative

school with an ADM of |ess than 200 students is counted as part
of the school wth the highest ADM A charter school has to
have 150 or nore to be adjusted as a separate facility. 1In both
cases if the thresholds specified aren't net, that student
popul ation will be counted as part of the school in the district
with the highest ADM Therefore, the school doesn't receive the
benefit of goi ng t hr ough t he Si ze- adj ust nent tabl e
i ndependent | y. The ADM of schools with fewer than 10 students
is added to the snmallest school in the district. He related his
understanding that the aforenentioned was to provide the school
districts with as nmuch revenue as possible for those very small
school s. However, the first year after the passage of [Senate
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Bill 36] Kodiak Island had one school that barely had 10
students and another that had 7 or 8 students and when the two
were conbined no additional funding was received for those 7 or
8 students.

3:23: 06 PM

MR. JEANS infornmed the conmttee that he would utilize the None
Cty Schools through the entire calculation of the [public
school funding formula]. None has four schools wthin its
district, including the Nonme Youth Facility. Since the None
Youth Facility is a state detention facility, it's counted as a
separate facility for funding purposes as are all such detention
facilities. Basically, the state is working under a contract
with the school districts to serve those students.

3:23:41 PM

CHAIR WLSON described the situation in Wangell where the ADM
for the three schools in the district is wunder 450; the
[district] only receives funds for tw schools. Still, there is
a building supervisor in all three schools.

3:24:17 PM

MR. JEANS, in response to Representative Ci ssna, specified that
McLaughlin is a youth detention facility and the North Star
El ementary School and the school wthin APl are considered
alternative schools. In fact, [the departnment] has an agreemnent
with the Anchorage School District to count those under Wal ey
Center.

3:25:12 PM

MR. JEANS returned to his presentation and pointed out that
within the Nonme City schools, the Anvil Gty Science Acadeny, a
charter school, has fewer than 150 students and thus its ADMis
added to the largest school in the district, the None El enentary
School . The total ADM for the Nonme City schools is 965. M .
Jeans then drew attention to the school size adjustnment table
provi ded, which specifies that for schools of 10-20 students
there is a base allocation of 39.6. For every student above 20,
1.62 is added to the 39.6. However, as the school size
increases, the adjustnment is reduced in order to address
econom es of scale. The larger the student popul ation, the nore
efficient it should be to operate that school. M. Jeans
informed the commttee that the fornula restricts the revenue to
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school districts with fewer than 10 students in a school
Therefore, [the district] is encouraged to close the school. He
clarified that the state doesn't close the school. I n response
to Chair WIlson, he further clarified that a school with |ess
than 10 students doesn't have to close. In fact, often school
districts wll work with comunities with schools smaller than
10 students and allow the school a year to increase its student
popul ati on.

3:29: 30 PM
CHAIR WLSON interjected that in Naknek it's |ess expensive to

fly the students back and forth to attend a nei ghboring school
across the river rather than run the |ocal school.

3:29:51 PM

MR. JEANS, in response to Representative Seaton, recalled the
boardi ng school | egislation that passed last year, which
ultimately didn't include the provision to hold harm ess those
schools that fell below a population of 10. Again, M. Jeans

confirmed that the state doesn't mandate the closure of a school
with ess than 10 students, rather it's left for the district to
deci de. In response to Representative Fairclough, M. Jeans
rem nded the conmttee that under current statute the ADM of any
school that falls below 10 students is added to the snallest
school in the district. The belief, he related, is that the
next snmallest school in the district would have an ADM of nore
than 20 and thus there would be sone funding for the school with
a popul ation below 10 students. However, he enphasized that at
that level, it's not enough to maintain the school on an ongoing
basi s. In nost cases, the state does allocate sonme funds for a
school with a population of less than 10 students, although the
earlier exanple with Kodiak illustrates the rare situation when
no additional funds are received.

3:31: 58 PM

MR. JEANS continued his presentation by discussing the second
step in determning the district adjusted ADM which is to apply
the district cost factors. Senate Bill 36 required EED to
review the area cost differentials and nake recommendations to
the legislature for adjustnents. The departnent attenpted to do
so in 2001. However, the nethodology utilized to establish the
cost differentials was no longer valid and thus the departnent
performed an internal analysis that it ran by the McDowel |l G oup
who created the original cost differentials. The MDowel |l G oup
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concurred with EED that its methodology couldn't be used.
Therefore, EED asked the legislature to fund a study. The
| egi sl ature appropriated funds to the Legislative Budget and
Audit Commrittee to do so and it conmissioned a study with the
Anerican Institute for Research from California. There was a
| ot of debate over the results from the American Institute for
Research study, which resulted in the |egislature comm ssioning
anot her study with the Institute of Social and Econom c Research
(I'SER) of the University of Alaska Anchorage. The peer review
of the |ISER study said that the nethodol ogy was sound, but that
some of the data wasn't sound or applied appropriately. At that
point, the legislature contracted with ISER to use the sane
met hodol ogy, but change sone specific conponents in order to
devel op new cost differentials. The aforenentioned was done two
years ago and just |ast year the |egislature passed |egislation
that inplemented a quarter of the increase in the cost
differentials recommended by |ISER for a one-year period. The
cost of the aforenmentioned was approximately $24 mllion, which
was included in the governor's budget. However, it will be a
grant determned on the anobunt that the district received this
year. As currently proposed in the governor's budget, a schoo

district that benefited by $100,000 this year would expect to
recei ve a $100, 000 grant next year.

3:35:17 PM

MR. JEANS, in response to Representative Neunman, explained that
$24 mllion was for the cost differentials and an additional $11
mllion allocated for school inprovenent grants for a total of
$35 million. The $11 nmillion was the equivalent of an $81 grant
per child.

3:36: 00 PM

REPRESENTATI VE EDGMON inquired as to how the cost of fuel is
factored into the district cost factor.

MR. JEANS answered that heating and wutility costs are a
conponent of the cost factor. When the Anerican Institute of
Research did its nodel, it devel oped prototype schools and broke
[the costs] down by regions of the state. However, when | SER
conpared the aforenentioned cost nodel to the actual energy
costs of the state, there was a large difference. Therefore

the updated study |SER perforned used actual energy costs in
2004.

3:37:29 PM
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CHAIR WLSON nentioned that sone schools are better insulated
than others and the cost of fuel may vary.

3:37:47 PM

REPRESENTATI VE SEATON surmised then that in the governor's
budget the cost differential is a set dollar anount.
Therefore, if the base student allocation increases, those

percentages that were allocated to districts won't include any
rel ati onship to the new base student allocation.

3:38:26 PM

MR. JEANS said he believes Representative Seaton is correct.
M. Jeans then returned to his presentation and pointed out that
the cost factors, which are set in statute, are specific to each
school district. The district cost factors range from 1.00-
1. 736. The adjusted ADM is multiplied by the district cost
factor to arrive at the new adjusted ADM The next step in the
public school funding forrmula is to take the new adjusted ADM
and increase it by 20 percent for special needs.

3:39:12 PM

CHAIR WLSON related her wunderstanding that the district cost
factors are also used for day care centers to be paid by the
state for qualifying children. She recalled that the district
cost factors are utilized for other things as well.

MR. JEANS noted his agreenent that there are other prograns that
use these cost differentials, although he didn't know what
prograns those are.

CHAIR WLSON opined then that this formula is a factor in
fundi ng other aspects of the state budget.

3:40:16 PM

MR. JEANS returned to the special needs funding, which is a 20
percent block grant that is intended to help school districts
with special educati on, vocat i onal educati on, gifted and
tal ented education, and bilingual and bicultural education. To
qualify for the funding, school districts had to submt a plan
i ndicating how those services would be provided. Al'l  school
districts did so in 1999.
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3:41:16 PM

REPRESENTATI VE SEATON asked if the departnment follows up on
whet her the 20 percent block grant is utilized as specified.

MR. JEANS answered that there is followup in terns of
conpliance with the federal Individuals Wth Disabilities Act.
He pointed out that the departnent doesn't require the districts
to split the block in a certain way, but rather leaves it for
the | ocal school district to decide.

3:42:16 PM

CHAIR WLSON inquired as to what happens in those schoo
districts with nmore than 20 percent special needs children.

MR. JEANS replied that such a school district would need to
utilize other resources generated through the foundation
pr ogr am M. Jeans acknow edged that many believe that the 20
percent block for special needs isn't enough. However, he
poi nted out that on a statew de basis the 20 percent for special
needs provided $4 million nore than the previous funding fornula
that included categorical funding. On an individual school
district basis, sonme schools receive nore and sone less in this
cat egory.

3:43:18 PM

REPRESENTATI VE FAI RCLOUGH inquired as to whether the 20 percent
multiplier will help or hurt a larger urban district, such as
her district which includes Anchorage, Chugi ak, and Eagle R ver.
She indicated that Anchorage is nore of a hub for special needs
students fromrural areas.

MR. JEANS reiterated that many school districts don't believe

that the 20 percent is enough. As the session progresses,
typically the legislature determ nes how nuch additional funds
will be provided. M. Jeans said that he has done analysis on

this conponent regarding the result of placing the 20 percent in
the base student allocation or if the 20 percent is increased.
The result of either is practically a wash. Therefore, if the
| egislature has additional funds, it doesn't matter whether
those funds are added to the special needs funding or to the
base student allocation.

3:45: 06 PM
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REPRESENTATI VE FAI RCLOUGH asked if Anchorage gained or |ost
nmoney under the special education category when the process went
to a 1.2 nodel factor for the fornmula.

MR. JEANS offered to provide that information to Representative
Faircl ough. He then highlighted that under the previous formla
there were four different special education categories, which
were based on level of service. There were five categories for
bi i ngual and bicul tural students and one category for
vocati onal education. Under the old formula, there was a
relatively stagnant student population, although the bilingual
and bicultural category was increasing each year as well as the

speci al education category. The legislature didn't provide
additional funding through what 1is now the base student
al | ocati on. Therefore, there was a perception that districts

were | abeling children in order to generate revenue.
3:46:59 PM

REPRESENTATI VE FAI RCLOUGH conmmented that depending upon the
nodel for special needs education, it could cost nore or less to
serve students in rural Al aska.

CHAIR WLSON remarked that in sonme schools the students don't
speak English until the 3rd grade and thus those schools would
need 100 percent funding rather than just 20 percent.

REPRESENTATI VE NEUVAN hi ghl i ghted that although every school is
mandated to provide for special needs, not every community is
able to accommodate the special needs in the sane way.

CHAIR WLSON further remarked that whether the allocation is
fair or not depends upon who is l|ooking at the nunbers and
Si tuati ons.

REPRESENTATI VE SEATON informed the commttee that the state is
responsi ble for building the schools in rural areas. Therefore,
if there are schools that aren't up to the standards the state
woul d desire, it's the state's fault to sone degree.

3:51:34 PM

MR. JEANS rem nded the committee that this system is different
than the prior systemin which students were categorized and had
to receive services wthin those categories. However, under the
current system the 20 percent special needs funding is applied
across the board to all students after the school size and cost
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factor are determ ned. The analysis between the old fornula and
the new formula found that the new formula provides about $4
mllion nore.

3:52:21 PM

MR. JEANS hi ghlighted that the intensive services funding is the
only special education category that is broken out separately.
For a school district to receive funding under the intensive
services category, students nust receive services and the head
count is done on the last day of the 20-school -day count peri od.
The student also has to have an active |IEP identifying those
servi ces. An intensive services student generates $26, 900,
which is equivalent to five tines the base [student allocation].
Therefore, the intensive student count is nultiplied by five to
determ ne the nunber of intensive school [students], which is
added to the adjusted ADM In response to Chair WIson, M.
Jeans clarified that intensive services students are typically
those students requiring a one-on-one attention of a full-tine
ai de. He confirmed that such an aide can be difficult to
obtain, and the State Board of Education recently anended its
regulations to allow a ratio of three students to one aide. M.
Jeans noted that the intensive services students nust neet other
criteria, such as needing assistance in daily living skills in
two areas and need special transportation services. There are
Six to seven categories that nust be nmet in order to qualify for
the intensive services funding. In response to Representative
Faircl ough, M. Jeans clarified that for intensive services
students the formula uses a multiplier of five to account for
the high cost of these students. He reiterated that each
i ntensive services student generates an additional $26,900 to
account for the high cost of providing educational services to
t hese students.

3:55:49 PM
REPRESENTATI VE GARDNER surm sed then that each intensive needs
student is treated as though he/she is five students for funding

pur poses.

MR. JEANS replied yes. He then clarified that all the formula
is addressing to this point is the student count.

3:57:02 PM

MR. JEANS noved on to the final adjustnent within the student
count, which is the correspondence adjustnent. Each student
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enrolled in a correspondence program is funded at .80
Therefore, the nunber of correspondence students is multiplied
by .80 and then added to the adjusted ADM Al of the
af orenentioned results in the final district adjusted ADM At
that point the final district adjusted ADMis multiplied by the
base student allocation to arrive at the basic need entitlenent.
He then reviewed the forrmula with None as the exanple as
provided on the PowerPoint slide entitled, "NOVE  Summarized
District Adjusted ADM & Basic Need.™

3:59: 02 PM
MR. JEANS turned the commttee's attention to who pays for this

basic need after it is established. The follow ng three sources
of revenue are considered: the required local contribution for

muni ci palities, federal inpact aid, and state aid. He then
highlighted the slide entitled, "[Senate Bill] 174 Full & True
Val ue/ Local Effort Calculation.” Senate Bill 174 established

1999 as the base year and any increases in the full and true
val ue over the base year are only 50 percent of the base year
val ue. The state has been under the aforenentioned provision
for seven years. He nentioned that this proposal flew through
the legislature because it only anmounted to $3.6 mllion
st at ewi de. However, today the inpact of this provision is $50
mllion in fiscal year (FY) 08. He clarified that under Senate
Bill 174 communities that are growing comunities would only
count 50 percent of the growh while those conmmunities that
aren't growmng are still held at the 4 mll required I ocal
contribution. He characterized it as a taxpayer subsidy.

4:01:10 PM

MR. JEANS related that the property value in the Bristol Bay
area hasn't increased and thus a 4 mll levy is applied to it.
However, the Matanuska-Susitna Borough has been grow ng
tremendously, but only 50 percent of the increase has been
counted over the past seven years. Therefore, when one

calculates the required local contribution for the Matanuska-
Susitna Borough and conpares it to the borough's full and true
val ue as established by the state assessor, it contributes the
equi valent of a $2.8 mll contribution. He pointed out that a
mll on a $100,000 hone would result in $100 in taxes and thus a
$100, 000 honeowner in the Matanuska-Susitna Borough would pay

$280 to support education. However, in Bristol Bay a property
owner of a $100,000 honme would contribute $400 to support
educat i on. Additionally, this applies to newy incorporated

boroughs, but M. Jeans said he didn't know how to calculate a
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newly incorporated district's Jlocal contribution since it
doesn't have a base from 1999.

4:04: 02 PM

CHAIR WLSON opined that an area that is losing students
receives |less per student, while the local contribution to
education is higher than an area that is experiencing grow h.
Therefore, there are concerns regarding areas that don't pay the
full [local contribution] because the state is providing those
areas nore funds per student than other areas.

4:04:56 PM

REPRESENTATI VE GARDNER inquired as to the history that lead to
t he passage of Senate Bill 174. She also inquired as to whether
that | egislation passed the "red face test.™

MR. JEANS recalled that after the passage of Senate Bill 36,
there was an effort in the Senate to increase the required |ocal
contribution for the North Slope Borough, Val dez, and Unal aska.
The foundation program specifies that a |ocal comunity
contributes the equivalent of a 4 mlIl tax levy up to 45 percent
of basic need. The aforenentioned establishes a ceiling and
guarantees state aid above that ceiling. The Senate attenpted
to increase that ceiling for the aforenentioned three districts,
which proved to be difficult. M. Jeans opined that the
rationale may have been that if the ceiling for those three
conmunities couldn't be raised, then other conmunities shoul dn't
have to pay nore as property values increase. The $3.6 nillion
was a small dollar anmount at the tinme and thus noved through
with ease. However, it has a conpounding effect reflecting back
to 1999. In fact, it increased $10 nmillion last year and wl|
he predicted, increase to $15 nmllion from 2007 to 2008.

4:07: 00 PM

REPRESENTATI VE SEATON recalled that in sone areas there was nore
| ocal contribution than the required anount. He asked, " Now,
does that in any way conpensate or is it just the required
anount and the state pays everything above, even if the |oca
community is contributing nore than the required anount?"

MR. JEANS confirnmed that nost nunicipalities contribute above
the required local effort. However, this strictly deals wth
the required | ocal effort. In further response to
Representative Seaton, M. Jeans explained that basically the
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$50 mllion is a state subsidy on local contributions. | f
districts were required to contribute 4 mlls on the full and
true value today, there would be $50 nmillion less in the
foundati on program unless the legislature increased the base
student allocation to redistribute that noney.

CHAIR WLSON surmsed then that those [three] comunities are
getting by without paying the 4 mlls, but if they did the state
woul d save $50 million.

MR. JEANS pointed out that all nunicipalities are allowed to
make an additional local contribution above that which is
required. That additional |ocal contribution doesn't inpact the
comunity's state aid.

CHAIR WLSON surmsed then that |[the three aforenentioned
comunities] don't have to pay the 4 mlls, but they can pay
extra in other areas if they so desire.

MR. JEANS, in response to Representative Seaton, confirnmed that
the additional l|ocal «contribution allowed above the mninum
| ocal contribution is up to 23 percent.

4:09:49 PM

MR. JEANS related his concern with regard to uniformty and how
the [foundation forrmula] is being applied across the state. He
suggested that perhaps the solution is to return to a uniform
mll rate across the state. Furthernore, if the 45 percent is
too low, then the legislature needs to address that as well.
The playing field in relation to the required |ocal effort needs
to be |evel ed.

4:11:11 PM

REPRESENTATI VE ~ NEUMAN  opined that t he Mat anuska- Susi t na
Borough's 2.8 [contribution] is a bit deceiving. For instance

he related that he pays over $2,500 per year in |ocal
contribution for education whereas a resident of an unorganized
area who pays a 4 mll rate doesn't come close to paying that.
In response to Chair WIson, Representative Neunman stated that
the mll rate for property tax in the Matanuska- Susitna Borough
is 17.3, which includes the road service area.

4:12:51 PM
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CHAIR WLSON pointed out that the Al aska Minicipal League's
docunents provide a list taking into account sales tax and the
mll rate for property tax in order to relate what percent
cormmunities pay for education per capita. Chair WIson
highlighted that communities such as Ketchikan, Petersburg,
Wangell, and Sitka pay the 4 mlls and don't receive any inpact
aide and may not be as prosperous as the Matanuska-Susitna
Bor ough

4:14:34 PM

REPRESENTATI VE FAIRCLOUGH related her wunderstanding that a
particul ar geographic area is required to contribute a set
anount of noney to education. However, because of the ADM and
the land valuation, the state provides a specified anount of
nmoney back to the community [for education]. Therefore, sone
areas are receiving a deductive rate on the appraisal prices.

MR, JEANS noted his agreement that sonme conmunities are
receiving a deducted rate of property values that the state
pi cks up.

4:15: 49 PM

MR. JEANS the referred to the slide entitled, "Calculating
Nome's Full and True Value," which uses the state assessor's
full val ue. The state assessor's value is wused for al
communities and thus is applied uniformy across the state. I n

response to Representative Fairclough, M. Jeans confirmed that
the state assessor doesn't include any |ocal exenptions in the
full and true value of the property of an area. He then
continued reviewing the slide that illustrates that in order to
determine a community's education full and true value, the 1999
full value is subtracted from the 2006 full val ue. The result
of the aforenentioned is divided in half and added to the 1999
full val ue. Therefore, although the 4 mlls 1is applied
uniformy to every conmunity, an artificial full value has been
utilized. The fornula further specifies that the |esser of the
mnimum of 4 mlls of the education full and true value or 45
percent of the school district's prior year basic need is
utilized as the community's required local contribution for
educati on.

4:18: 01 PM

REPRESENTATI VE RCSES rel ated his understanding that once the ADM
is calculated a dollar amount s determned based on the
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foundation fornula, from which the mninmum |l ocal contribution is
subtract ed.

MR. JEANS noted his agreenent, but clarified that it's sinply a

deducti on. The noney doesn't cone back to the departnent,
rather it's a nmechanism through which the departnent determ nes
how much state aid a community will be provided.

4:18: 56 PM

MR. JEANS continued his presentation by informng the commttee
that the other revenue considered in the state funding fornula

is the inpact aid, which is under Title VIII. The i npact aid,
he explained, is basically the paynent in |lieu of property taxes
for federal | ands. He pointed out that the mlitary bases in
Anchorage and Fairbanks and the Coast CGuard base in Kodiak have
people Iliving on the bases, which are nontaxable |ands.
Therefore, federal inpact aid pays the school district a tax

effort for those students living on the base. The other |arge
factor in Alaska are the lands conveyed under the Al aska
National Interest Lands Conservation Act (AN LCA). Those
students that live on such |lands generate inpact aid dollars.
He clarified that school districts don't receive federal inpact
aid nerely because there is federal land within its boundari es,

the students nust actually live on the |ands. M. Jeans noted
that the federal law has a calculation that requires the
required local effort to be divided by the total |oca
contri bution. Ther ef or e, if a comunity is mking a
contribution over and above the requirenment, the federa

governnment wants that ratio extended to the federal inpact aid
and thus provide the sane benefit to the federal dollars. The
aforementioned is illustrated in the slides entitled, "Title
VIl Percentage" and "lInpact Aid." The inpact aid is subtracted
from the district's basic need just as is the required |oca
contribution, he explained. In response to Representative
Seaton, M. Jeans confirnmed that the inpact aid funds go
directly to the school district and don't flow through the
depart nment.

4:22:13 PM

REPRESENTATI VE FAI RCLOUGH returned to the assessed val ue. She
rel ated her understanding that in a community in which property
values are increasing from the values established in the base
year of 1999, the education formula is inpacted positively
because there isn't additional state aid. However, a conmunity
in which the population is decreasing [from the base year of
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1999], the conmunity will be maxed to the full 4 mlls loca
contri bution.

MR. JEANS stated his agreenent with Representative Faircl ough.
4.22:47 PM

REPRESENTATI VE SEATON pointed out that the situation isn't
necessarily based on student population but rather is based on
the valuation of the property in the district.

MR. JEANS concurred, and added that the valuation could grow
wi thout an increase in population due to industry entering a
comunity.

4:23:09 PM

MR. JEANS then returned to his presentation and inforned the
committee that school districts can receive additional funds
above basic need. Those additional funds are as follows:
additional local <contributions, quality schools grant, and
suppl enental funding fl oor. The additional local contribution
is the greater of 2 mlls of the tax base or 23 percent of the
district's basic need in the current year. M. Jeans told the
commttee that the additional local contribution factor for al
the school districts at the 4 ml|l local contribution |evel wll
be the 23 percent factor. In response to Representative Roses
M. Jeans clarified that the 23 percent is of basic need and
doesn't have anything to do with the valuation. M. Jeans
turned to the quality schools grant, which takes the adjusted
ADM and multiplies it by 16.

4:25: 27 PM

MR. JEANS then addressed the supplenental funding floor, which
was a hold harmess/transition provision ("floor") established
in Senate Bill 36. Therefore, the difference between the old
formula of state aid and the new fornmula state aid was provided
to the [district] as transition funds. Al adjustnments to the
funding floor are decreases and occur when there is an increase
in basic need or a decrease in ADM He noted that the increase
in basic need typically happens due to an increase in the
student population or an increase in the base student
all ocation. The second adjustnment occurs if the ADM falls bel ow
95 percent of the 1999 base school vyear. Very few school
districts have fallen into the aforenentioned category because
there have been increases in the base student allocation. In
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response to Chair WIlson, M. Jeans said that eight or nine
schools are wunder the [supplenmental funding floor]. What
happens wth the funding fornmula this year will determ ne how
many schools [continue under the supplenental funding formula].
If the legislature increases the base student allocation, he
said he expected the nunber of schools under the [supplenental
funding floor] to decrease to four. However, he nentioned that
it wll probably be a while longer before the Chugiak School
District or Pelican conpletely transition to the new funding
f ormul a. He then reviewed the slide entitled, "Establishing
None City School's Floor,"” which relates how Nonme went from the
old formula in 1999 to the new fornula in 2004.

4:29:56 PM

REPRESENTATI VE NEUMAN recalled that back in 1999 there was the
sentiment in the legislature that some school districts were
being paid too nuch, which is why the floor was incorporated
into the new fornula as it provided a transitional time period.

4:31:25 PM

REPRESENTATI VE SEATON interjected that if the legislature
i ncreases the base student allocation, there will be conplaints
that the legislature is only partially funding students in sone
areas, which is related to the decrease in transitional funds.
However, those areas are receiving nore noney than they woul d ve
in the prior year.

4:33: 06 PM

MR. JEANS noted that he has been through many education formula
funding rewites. Under previous rewites, the hold harnless
was calculated as it was in the first year under [Senate Bill
36] and was a very prescriptive ratchet down. He opined that
this particular provision has caused a lot of "heart burn,"”
whi ch he characterized as a lesson learned as he said he would
be surprised if the |egislature went that path again.

4:33: 53 PM
CHAIR WLSON surm sed that some of the schools would say that
they weren't receiving too nmuch and viewed [the ratcheting down

period] as penalizing them

4:34:12 PM
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MR. JEANS summarized that wth regard to the supplenenta
funding floor, it wll always decrease by 40 percent either due
to the increase in basic need or a decrease in student
popul ati on.

4:34: 30 PM

MR. JEANS informed the commttee that he has been adm nistering
t he foundation program since 1985 and the |egislature has al ways
fully funded the foundation program The program was even fully
funded in 1987 when CGovernor Bill Sheffield, due to declining
oil prices, instituted a 10 percent across the board reduction

However, if there were a reduction, the statute provides a
provision to prorate [the districts] equally.

4:35:38 PM

REPRESENTATI VE NEUVAN directed the conmmittee's attention to page
7 of the docunent entitled, "Public School Funding Program
Overview," which wutilizes the Nome School District as an
exanpl e. This is hel pful because nenbers can substitute the
information for their districts in order to determne the tota
state aid entitlenent.

4:36:43 PM

REPRESENTATI VE SEATON identified the eroding floor and the 4
mll requirenments as problematic. He asked if M. Jeans views
any ot her areas of the education funding formula as probl enmatic.

MR. JEANS opined that the legislature will continue to have
di scussions regarding area cost differentials. Since the
eroding floor is alnbst gone, it isn't quite the issue it once
was. However, he opined that the intensive needs students need
to be scrutinized as there have been clains that they don't neet
the departnent's criteria. As pointed out earlier, the |oca
effort provision needs to be reviewed, he said. M. Jeans
suggested that a hold harm ess for school districts experiencing
declining enrollnent should be devel oped because districts that
close a school are penalized, and furthernore it doesn't
encourage efficiencies. Therefore, a hold harm ess provision to
help districts transition to a new |level of service would be
hel pful, he opined. In fact, M. Jeans said that he has drafted
| anguage on such a provision and he offered to share it with the
comm ttee.

4:39:18 PM
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MR. JEANS, in response to Representative Seaton, said that the
[funding formula] does not include transportation and thus it
would be a different discussion. In further response to
Representative Seaton, M. Jeans clarified that wthin the
foundation fornula cost differentials, local effort, and a hold
harm ess provision for declining enrollnment should be revi ened.

4:39:52 PM

REPRESENTATI VE EDGVON turned to the special needs conmponent. He
related his understanding that some schools have nobre specia
needs students and the associ ated costs than other schools.

MR. JEANS said that the way to address that is to return to the
categorical funding and provide an adjustnent for students based
on the service provided. However, the legislature nade a
conscious decision to utilize the block grant because it felt
that districts were labeling children in order to generate
revenue. M. Jeans specified that he isn't advocating either

The distribution, whether the funds are put in the base student
allocation or placing it in the 20 percent [for special needs],
really isn't that different, he opined. M. Jeans related his
belief that block funding is a good approach because the schoo

districts know exactly the revenue source and it doesn't place
the departnent in a conpliance state. Furthernore, the block
grant allows school districts to work with the revenue and
budget for it accordingly.

4:42: 03 PM

CHAIR WLSON asked if M. Jeans can provide the conmittee with
exanples of invalid claims with regard to intensive services.

MR. JEANS explained that all intensive services students are
speci al education students, but they don't neet the seven
criteria in regulation for intensive services. He characterized
it as a definition issue between EED and what the |egislature
thought it was paying for with the intensive services category
versus what school districts view as a high-cost student. He
enphasi zed that school districts view a high-cost student as an
i ntensive student. However, unless that student neets the seven
criteria in regulation, the student doesn't qualify for the
addi tional funding. He offered to provide the conmttee wth
the list of the seven criteria for intensive service students.

4:43: 28 PM
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REPRESENTATI VE SEATON recalled a few years ago when there were
sone differentials such that sone school districts allow 4-year
olds to enter the school system and have them in kindergarten
for two years. Representative Seaton asked, "Is there any
w despread shoe horning of younger kids into school earlier
under this classification systen®"

MR. JEANS opined that the aforenentioned |oop hole has been
cl osed. Al though there are 4-year olds who enter kindergarten
those children have been assessed and it has been determ ned
that those children are ready to begin their educational career.

4:44: 23 PM

REPRESENTATI VE SEATON asked if school districts can classify
three-year olds as special education students and include them
in the base student count.

MR. JEANS answered that it's conceivable, although one nust go
through the |EP process. He pointed out that the federal
government requires school districts to find children wth
disabilities and provide services to those children at age
three. This isn't a problem he said.

4:45:16 PM

MR. JEANS, in response to Representative Seaton, said he could
provide the conmittee with a spreadsheet showing the difference
in the distribution if the $207 million in additional funds for

the Public Enployees' Retirenent System (PERS) and the Teachers'

Retirement System (TRA) goes through the foundation program
versus the district's anticipated liability. However, he
cautioned the commttee when thinking in terns of including
nmoney in the fornula for a specific purpose.

4:46: 37 PM

CHAIR WLSON related her understanding that including the PERS
and TRS [obligation] in the foundation fornula would increase
t he base student allocation by $1, 005.

4:47: 00 PM

REPRESENTATI VE ROSES opined that a disadvantage of putting the

PERS and TRS obligation into the fornula has to do with the
school districts that apply for additional grants. Furthernore,
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it would seem to boost the salary and benefit percentage to a
point at which many of them no longer qualify [for additional
grants].

MR. JEANS noted his agreenent, adding that at sone point there
is so nmuch noney allocated for salaries and benefits that the
eligibility criteria becones difficult to neet.

REPRESENTATI VE ROSES related his understanding that when the
PERS and TRS obligation was handled in the aforenentioned nmanner
for the university system the university system lost a
consi derabl e anobunt in grants for the aforenentioned reasons.

4:48:10 PM
ADJ QURNVENT
There being no further business before the commttee, the House

Heal t h, Education and Social Services Standing Comm ttee neeting
was adj ourned at 4:48:28 PM
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