ALASKA STATE LEGQ SLATURE
SENATE SPECI AL COVM TTEE ON EDUCATI ON
March 14, 2008
8:01 a.m

VEMBERS PRESENT

Senator Gary Stevens, Chair

Senator Charlie Huggins, Vice Chair
Senator Bettye Davis

Senat or Donal d O son

Senator Gary W/ ken

MEMBERS ABSENT
Al'l nmenbers present
COW TTEE CALENDAR

SENATE BI LL NO 290
“"An Act relating to school construction and nmgjor naintenance
grant applications; and establishing a single set of priorities
and a project funding schedule for school construction and ngjor
mai nt enance grants and bond debt rei nbursenent funding."

HEARD AND HELD

PREVI QUS COW TTEE ACTI ON
BILL: SB 290

SHORT TI TLE: SCHOOL CONSTRUCTI ON FUNDI NG
SPONSOR(s): SENATOR(s) HOFFMAN

02/ 19/ 08 (S) READ THE FIRST TIME - REFERRALS
02/ 19/ 08 (S) SED, FIN
03/ 14/ 08 (S) SED AT 8:00 AM BUTROVI CH 205

W TNESS REG STER

JOHN VEI SE

staff to Senator Lyman Hof f man

Al aska State Capitol

Juneau, AK

PCSI TI ON STATEMENT: Conmented on SB 290 for the sponsor.

EDDY JEANS, Director

School Finance and Facilities Section
Departnment of Education and Early Devel opnent (DEED)

SENATE SED COW TTEE -1- March 14, 2008



Juneau AK
PCSI TI ON STATEMENT: Opposed SB 290.

SAM KITO, |11, Facilities Manager

School Finance and Facilities Section

Depart ment of Education and Early Devel opment ( DEED)
POSI TI ON STATEMENT: Comrented on SB 290.

ACTI ON NARRATI VE

CHAIR GARY STEVENS called the Senate Special Commttee on
Education neeting to order at 8:01:08 AM Present at the call to
order were Senators Donald O son, Charlie Huggins, Bettye Davis,
Huggins, Gary Wl ken, and Gary Stevens.

SB 290- SCHOOL CONSTRUCTI ON_FUNDI NG

8:01: 51 AM
CHAI R STEVENS announced consi deration of SB 290.

JOHN WEI SE, staff to Senator Lyman Hof fman, sponsor of SB 290
poi nted out that the nenbers’ packets should contain copies of
the bill, the sponsor’s statenment, a sectional summary by
Legislative Legal Services and a report by the Departnent of
Education and Early Devel opnent (DEED) on the funding for the
past 29 years, starting in 1980. He said he is prepared to speak
nostly fromthe summary page of that DEED grant and bond funding
report and asked how Chair Stevens would like himto proceed.

CHAI R STEVENS asked himto explain what the bill does and why it
is nore equitable than the present system

He recogni zed Senator Donald O son

MR. VEISE explained that Alaskan schools are funded by two
nmet hods; districts in the unorgani zed areas receive 100 percent
grant funding and districts in the organized areas go out to
their voters for bonding; if approved by the voters they cone to
the state of Al aska and under current statute, are approved for
ei t her 70 percent r ei mbur senent (if they follow state
guidelines). If they choose not to follow state guidelines, they
can receive up to 60 percent reinbursenent. The argunent
presented in SB 290 is that districts with wealth are receiving
a higher percentage of funding from the state, which is unfair
and inequitable. The wording in the bill renpoves reference to
the grant process and calls it a “fund.” It asks that all of the
schools be placed on a need priority basis by the DEED and
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funded in that order. For exanple, if one school was grant-
funded and another was bond-funded, and the grant-funded schoo
was ranked nunber 2 by the DEED and the bond-funded school was
ranked nunmber 1, if the bond-funded school went out to bond, it
woul d be funded because it was ranked nunber 1. However, if the
situation was reversed and the bond-funded school was ranked
nunber 2, SB 290 intends that it could not receive state funding
ahead of the grant-funded school.

8:05:40 AM

CHAIR STEVENS asked him to show the conmttee where the
| egislature has been wunfair to students and where, after
removing the anmount paid by the |ocal communities, l|less funding
has gone to students in wunorganized areas than in organized
ar eas.

MR. VEISE directed their attention to the chart that sunmarizes
all of the DEED s grant and bond funding from 1980-2008. Near
the mddle of the page is a colum called the “Annual O ganized
Percent,” which displays the percent of funding received by the
organi zed areas for that year. In 1980, organized areas received
100 percent of the funding. On the right side of the page it
shows that the wunorganized schools received zero percent that
year.

CHAI R STEVENS asked if he was saying that in 1980, of all the
school s funded, 100 percent went to organi zed areas.

MR. VEISE replied yes. The chart indicates that over the past 29
years, an average of 75 percent of the funding has gone to the
organi zed areas and only 25 percent to the unorgani zed areas.

CHAI R STEVENS stated that it is not based on a per student, but
just a dollar anpunt.

MR WEISE confirmed that is correct.

CHAI R STEVENS asked if he had translated that into per student
figures.

8:07:41 AM
MR. VEI SE replied that he had not.

CHAI R STEVENS asked if that isn't the point — showing that it’'s
unfair. He said he’d like to know that percentage at sone point.
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MR. VEISE responded that clearly it’s wunfair for wunorganized
areas to receive zero percent funding in any year; in 5 of those
29 years they received zero-percent funding.

SENATOR WLKEN comented that they received funding in 24 of
t hose years.

MR. WEI SE acknow edged that was correct and added that in 12 of
the 29 years or 41 percent of the time, the unorganized areas
received less than 7 percent of the funding. He said the DEED
| ooked at this issue and said that wunorganized areas should
receive 30-40 percent of the total funding, as they have during
nost of the last 10 years. So, the departnment thinks the
situation has corrected itself despite the five years of zero
f undi ng.

8:10: 07 AM
CHAI R STEVENS asked if he agreed that 35 percent is a good
aver age.

MR. VEISE replied that the 35 percent in the last 10 years is
better than zero; but it may still be inequitable if the schools
that are nost in need of funding are not being funded.

SENATOR HUGGE NS | ooked at the annual wunorganized percentile
colum, which showed that nine years that were significantly
hi gher  spendi ng. He asked why the percentage junped so
dramatically.

MR. VEISE replied that he could only guess that those were the
years when the | egislature funded them on need.

SENATOR HUGGE NS pointed out that the percentages since 2005 are
dramatically higher than 25 percent; and the trend for the past
4 years is pretty positive.

MR. VEI SE agreed that the trend is positive now, but the problem
still exists. Knowing that the |egislature funded unorganized
areas at 0O percent for five years and below 7 percent for seven
additional years indicates that the problem could reoccur. He
said they are asking for protection through SB 290 so that
schools in the unorgani zed areas will receive consideration

SENATOR OLSON renarked that the trend now is positive; but the
sponsor’s goal is to make sure of equitable protection.
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SENATOR HUGA NS asked if the downturn in the econony m ght have
sonmething to do with it.

MR. VEISE replied there has always been noney to spend. The
organi zed area columm shows that they have received funding
every year

SENATOR COLSON asked when the departnent nade the recommendati on
t hat 30-40 percent funding would be equitable for the
unor gani zed ar eas.

MR. VEI SE replied that report was dated February 1, 2006.

8.16: 33 AM
CHAI R STEVENS asked whether he thinks the 35 percent average is
fair.

MR. WEI SE replied yes; however they maintain in their bill that
fairness is everyone being placed on a priority list and being
funded by need.

SENATOR OLSON asked M. Wise how many tinmes schools that are
bonded were placed in front of those unorgani zed areas.

MR. WEISE replied that wherever the chart shows O percent or
under 7 percent for a given year; anytinme funding was |ess than
30-40 percent, they were stepped over. He pointed out that
funding was in that range in only 10 out of the |last 30 years.

SENATOR WLKEN asked M. Wise for an exanple of when an
unor gani zed school was stepped over because did not think it was
true. He said one could assert that, but he had not seen any
proof of it. He asserted that those lists are held in high
esteem and unless there is sone proof that people have taken
advantage of the list, he hoped they would not allow it to go on
the record unchal |l enged. Senator Wl ken also said he wasn’'t here
to atone for the sins of people who were here 30 years ago; he
is interested in what has happened over the past 10 years.

8:20: 20 AM

SENATOR W LKEN continued that the legislature has responded.
Back in the late 90s, the Kasayuliecase was filed [1997] because
some people thought that wunorganized Al aska was being taken
advantage of. The judge’'s prelimnary decision stayed the case
to find out what the legislature was going to do. Wen they
| ooked at that in early 2000, they found that the Attorney
CGeneral had given the judge years 1997-1999, the three worst
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years, and he was handed his hat over that one; but the effect
of that case lingered. The legislature did focus on unorganized
Al aska; it has spent hundreds of mllions of dollars in the |ast
10 years and has aligned itself with what the departnent thinks
is an appropriate and fair level. He said, he does not think
it’s tinme to pull out the fire hose because he doesn’'t think
there is a problem

He counseled that they renenber a little bit of history and that
peopl e haven’'t been abused and “stepped over;” the legislature
has responded to the needs of unorgani zed Al aska.

SENATOR HUGGE NS said that could explain the high near-term
figures.

CHAI R STEVENS asked M. Wise to respond to Senator WIken' s
coments on “stepped over,” to first define what he neant by
that termand then give exanpl es.

MR. WEI SE responded that he didn't have exact lists with him
but his wunderstanding is that schools that are placed on a
priority list are nostly those in the wunorganized areas. The
organi zed area schools really don’t have a list; they just go up
for bonding and once they get voter approval, they cone to the
State of Al aska for reinbursenent at either 70 or 60 percent. In
fact, as this report fromthe DEED shows, a lot of the districts
with wealth are choosing to by-pass state guidelines and be
rei nbursed at 60 percent rather than 70 percent. They are using
their wealth to get nore school s.

CHAI R STEVENS said he sensed sone unfairness there because his
district has often voted down school bonds and so is left wth
an inadequate high school that, by anyone’'s standards, needs
considerable work. He felt that also needed to be taken into
consi deration; some local comunities don’'t think they are rich
enough to pay for schools.

MR. VEISE replied that the contention in SB 290 is that everyone
should be on a |list and when your community chooses to bond, it
shoul d only be funded if the need is established by the DEED.

SENATOR HUGA NS said he felt very wunconfortable wth the
rural /urban conversation. H's neighbors are in mutiny over the
property taxes they are being asked to pay for bonding and a
nunber of the bonds are not succeeding; so it’s not a clear path
just because potentially you mght have the noney to build
school s.
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CHAIR STEVENS said he also has a concern because, when he was
Chair of Community and Regional Affair, they studied the areas
of the state that chose not to becone organi zed when they could
afford to be, because they would have to pay for their schools.
They are not stepping up to the plate as many other responsible
citizens do, to pay property taxes to support their schools

SENATOR WLKEN said it is not an urban/rural thing at all, and
the wealth thing is vapor also. The people of St. Miry's and
Tanana are two organized areas that cone to mnd;, there are
areas of the state that are far wealthier than those fol ks but
are not paying for their schools. Those folks aren’t wealthy,
but still give a local contribution of 4 mls.

The disconnect with SB 290 is that it prioritizes those that
have the capacity to help with their schools, but refuse to
accept that responsibility over those that have the capacity to
help with their schools and accept that responsibility through
organi zed Alaska. He referred M. Wise to a report done in
2003, which was controversial because it showed four areas of
the state that have far nore capacity to help pay for their
school s than sonme others but refuse to do so.

8:27.:47 AM

SENATOR W LKEN said his point is that, before they start talking
about rich versus poor, urban versus rural, they should talk
about responsibility. If there is a gate a community has to pass
through to prove they are not capable of funding schools in
their area and that puts you on sone sort of a list, then Ckay
let’s talk about that; but for a comunity to say well I'm
unorgani zed and |I’m going to stay that way and require the state
to pay for their schools before the folks in Fairbanks have an
opportunity, when the people in Fairbanks want to pay for their
schools out of their own checkbook, that’s the unfairness in
this concept. He said:

W are not passing over the areas of the state that
need schools — Wiite Muntain. W junped imrediately
when they needed a school. And we’ve done over the
last 10 years. W’ ve spent hundreds of mllions of
dollars to build schools in unorganized Alaska. It’'s
not wealth; it’s not fairness; it’'s not urban/rural;
it’s just sinple responsibility. And this bill doesn’t
even address this and it's where this bill should
start. Thank you.
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MR. WEI SE responded that the Constitution of the State of Al aska
says that people may organize so it doesn't require it. That is
a separate issue from the issue of whether or not children in
Al aska who have the greatest need should or should not receive a
school that is funded in whole or in part by the state. “W
believe that it should be based on need.” He said that recent
court cases have said that it is inequitable to fund schools
based on a fornmula that relies on districts wealth. It is
improving for the unorganized areas. It appears the Departnent
of Education has found a conprom se in the 30-40 percent range;
however they still believe schools should be funded based on
need and not the wealth of a district.

8:30:10 AM

SENATOR W LKEN responded that within the last year the More
versus State court case gave the state’'s system of funding
education a clean bill of health.

CHAIR STEVENS said the state forced his district to becone a
borough and it hasn’'t worked out too badly.

SENATOR OLSON wanted to respond to sone of the issues that were
rai sed. He commented that one reason people choose to not becone
a borough is that if they organized, they would never get any
school s because of their inability to raise the 40 percent
mat chi ng funds.

MR, WEISE reiterated that there is a problem wth how school s
are funded in this state and the present situation is not fair
or equitable to the children of Al aska.

8:34: 00 AM
CHAI R STEVENS asked M. Jeans to cone forward and offer his
position or answer sonme questions.

EDDY JEANS, Director, School Finance and Facilities Section,
Department of Education and Early Devel opnment (DEED), said they

understand the bill sponsor’s concerns. Currently he said,
municipalities are allowed to submt applications for grant
projects; the first projects on both lists happen to be for

muni ci pal school districts. The departnent’s analysis for the
report was based on grants versus debt, not unorganized versus
muni ci pality; so the 30-40 percent range was a recomrendati on of
grant funding versus debt funding and obviously there wll be
some nunicipalities in those grant projects.
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MR. JEANS opined that if they went to a single list as proposed
by SB 290 there is no way a nunicipality would issue debt; it
would sit right there and wait for the state to pay for it
through grants. So there may be sonme unintended consequences
here, where nunicipalities would no |onger use that debt
mechanismthat is available to themin the current system

CHAI R STEVENS asked how the timng wuld wrk with a single

list; would bonding still be workabl e.

MR. JEANS answered that, as he sees it they would still need two
lists — one for school construction and one for mjor
mai nt enance. He reiterated that the first projects on both of
their lists for the current year are nunicipal projects; both

are in the governor’s budget to receive grants. He didn’t know
if the sponsor intended for those two projects would have to go
out for bonding. He said his point is that, if he were nunber 1
on the project list he would sit there and wait for a grant even
if he had bonding authority, because they couldn’'t go down the
list until they funded his project.

SAM KITO I'll, Facilities Engineer, School Finance and Facilities
Section, Departnment of Education and Early Devel opnent (DEED),
said the way the bonding works now, a district applying for a
bond project can submt an application at any time during the
year. The departnment reviews that application approves it,
denies it or requests additional information. Both debt and
grant projects have to be submtted by Septenber 1st of each
year and be put on the list. The list comes out in Novenber and
is finalized sonetine in February and then the legislature
considers the grant list. During that tinme, he did not know if
they would be able to consider authorizing bond projects. They

woul d have to wait until the legislature finished considering
grant projects; so bond projects could only be considered over
the summer for the fall. If a district wanted to bond for a

project, they would have to be at least 12 nonths or nore ahead
of that schedule in order to get on the list and be approved for
bonds.

SENATOR HUGA NS recall ed that the nunber 1 school on the list is
Susitna Valley, which burned down. They are working out of
portables while they find out if there is insurance noney and
ot her kinds of things, which neans the clock on when dirt is
turned is still ticking. He asked if this would be a show
st opper for those projects below themon the list.
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MR. KITO answered that under the proposed |egislation a project
on the top of the list wouldn’t stop any other projects; but if
a project that was nunber five on the grant list and project
nunber six was eligible for debt, project nunber six couldn't
happen until the |egislature funded project nunber five.

CHAI R STEVENS asked if M. Kito could address the question of
whet her students in unorganized areas are being treated
unfairly.

MR K TO replied that the Departnent of Education doesn't
control the level of funding in either the grant or the debt
lists. It creates the priority list. For the debt program it’s
how many communities cone in and request debt, and at this point
there is no ceiling on the anount of debt. So departnent does
not control the anmount of debt that can be expended for the
school construction projects, neither does it control the anmount
that the |egislature appropriates for the grant projects.

8:42: 04 AM

SENATOR HUGA NS said it looks like the trend line is relatively
positive; in 2008, 70 percent of the funding goes to unorganized
areas. He asked M. Kito if that trend is a phenonenon or there
is sone explanation.

MR. KITO comented that 2008 is an anomaly because all of the
bond requests have not been authorized. \Wen those are added, it
brings the percentage down to about 50 and there are still four
months left in the fiscal year. Applications conming into the
departnment indicate nore pressure at the nunicipal level not to
spend an excessive anmpbunt of noney on bonds. At the sanme tine,
the legislature has been responding with grant projects so it
has remai ned at about the 35 percent |evel.

SENATOR HUGA NS said that is an interesting phenonenon of self-
| evel i ng.

SENATOR OLSON reflected on what he thinks is the sentinent of
the bill’s sponsor. History repeats itself and those who don’'t
learn from it will repeat the sanme m stakes. He thought what
they were seeing is a concern that, while the pendul um has swung
the other way, it will swing back to single digits Iike they saw
in the 90s. The unorgani zed boroughs don’t ever want to go back
to zero funding.

8:45: 06 AM
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CHAI R STEVENS asked if the state is in a different place than it
was before the Kasayulie Case occurred on conplying with court
ordered responsibilities of education.

MR. JEANS responded that the Kasayulie case had two pieces; one
was on the funding nechanisnms for school construction and major
mai ntenance in the state and the second was dealing with the
Public School Trust Fund and if it was adequately capitalized.
That particular piece is still being decided right now, in fact,
the Departnent of Law is working with the plaintiffs on trying
to resolve that particular issue. Once the trust issue 1is
resol ved, he believed the courts would issue a final decision;
but he believed the recent funding history would influence the
court’s final decision. He said the courts found inequity in the
system at the tine the lawsuit was decided. Cearly the
| egi sl ature stepped up to the table and has provided funding to
the grant program for the past nunber of years. He thought the
price of oil helped; in the |lean years there wasn't a whole |ot
of grant funding goi ng on anywhere.

CHAI R STEVENS asked if he understood that the departnent would
be unconfortable with a single list.

MR. JEANS replied that the departnent is very confortable wth
its current process of prioritizing projects. Hs concern is who
woul d make the determ nation which projects have to be debt-
funded versus grant-funded. If all projects are required to go
on a priority list, a nunicipal district at the top of the I|ist
could just hold out for grant funding; that is the part he is
unconfortable with

SENATOR OLSON said there are different categories for funding

schools - mjor nmaintenance, school construction and the
operating budget. He wanted to know which of those categories
the More case was addressing and what court found - because
this bill has to do only with school construction.

MR. JEANS replied that the More case was based on school
operating expenditures and Judge d eason did find that the state
is providing adequate funding for school districts’ operations.

SENATOR OLSON said that is different than construction
MR. JEANS agreed he is correct; the construction lawsuit was the
Kasayulie lawsuit. The judge’'s initial decision found an

inequity in the funding schene of debt versus grants, but the
court hasn’t issued a final ruling on that.

SENATE SED COW TTEE -11- March 14, 2008



SENATOR OLSON said that is the point he wanted to make — this
bill deals with school construction and not with the broad idea
of adequat e fundi ng.

8:51: 09 AM
CHAI R STEVENS said this has been a fascinating discussion and he
would hold the bill in commttee. He asked M. Wise if he

wi shed to make any cl osi ng comments.

MR. WEISE offered in closing that one possible solution to the
concern that a district mght vote not to bond is that the
| egi slature could decide to fund the first 10 schools on the
list at 70 percent |level and appropriate the funds and whet her
the municipality decided to bond or not would determ ne whether
t hose state funds woul d be used.

There being no further business to conme before the committee
Chair Stevens adjourned the neeting at 8:52: 09 AM
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