SENATE FI NANCE COW TTEE
April 1, 2009
9:04 a.m

9:04:50 AM

CALL TO ORDER

Co-Chair Stedman called the Senate Finance Comm ttee neeting
to order at 9:04 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co-Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice-Chair
Senator Johnny Ellis

Senat or Donny O son

Senat or Joe Thomas

MEMBERS ABSENT

None
ALSO PRESENT

Jody Sinpson, Staff, Senator Charlie Huggins; Eddy Jeans,
Director, School Finance and Facilities, Department of
Education and Early Devel opnent; Brenda Taylor, President,
Academic Policy Conmmttee, Juneau Community Charter School;
Katie Koester, Staff, Representative Paul Seaton; D ane
Bar r ans, Executive Director, Al aska Conmm ssi on on
Post secondary Education, Departnment of Education and Early
Devel opnent and Executive Oficer, Al aska Student Loan
Corporation; Charlene Mrrison, Chief Financial Oficer,
Al aska Conmi ssion on Postsecondary Education, Departnment of
Education and Early Devel opnent .

PRESENT VI A TELECONFERENCE

Ki ki ~ Abrahanmson, Teacher, Fireweed Acadeny and Al aska
Charter School Association, Honer; Lee Donner, Managing
Director, First Southwest Conpany.

SUMVARY

SB 57 "An Act relating to charter school funding."
CS SB 57(FIN) was REPORTED out of Conmittee with a
"do pass" recommendation and with attached fi scal

note by the Departnent of Education and Early
Devel opnent .
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HB 109 "An Act relating to eligibility for the Al aska
suppl enental education |oan program and to the
interest rate for a loan nmade under the Al aska
famly education |oan program and providing for
an effective date."

HB 109 was HEARD and HELD in Committee for further
consi derati on.

#hb172

CS HB 172(FIN
"An Act relating to an investnent in the education
| oan  fund; relating to authority for the
conm ssioner of revenue to enter into a bond
purchase agreenent and letter of credit with the
Al aska Student Loan Corporation; and providing for
an effective date."

CS HB 172(FIN) was SCHEDULED and not HEARD.

#sb57
SENATE BILL NO. 57

"An Act relating to charter school funding."

9: 05: 36 AM

Senator Joe Thomas, Sponsor, explained that the |egislation
corrects a flaw in school funding law as it applies to
charter schools with fewer than 150 students, which he
called the “charter school penalty.” He read parts of the
Sponsor Statenent (Copy on File):

Current law results in these charter schools receiving
30 to 45 percent less state funding than nei ghborhood
schools of their same size. SB 57 funds these charter
schools at a per-child rate closer to that of average,
urban el enentary school s.

Charter schools are public schools that provide
val uabl e education options to Alaska famlies. They
increase |earning opportunities and encourage parent
and community involvenent in our schools. Charter
schools are designed and nanaged by parent-elected
boards, under contracts with |ocal school districts.
They create school choice within the public school
system The process of choosing engages parents and
gives them a feeling of ownership, which encourages
student achi evenent.

In 1995, the legislature passed Alaska' s initial
charter school law. SB 57 solves the funding problemin
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an equitable, fiscally responsible manner. It wll
support our schools and districts as they carry out the
| egislature’s intent in creating the charter school
I aw.

The root of the problem is the way the foundation
formula calculates the “adjusted student count” for
charter school s versus nei ghborhood school s.

Charter schools with an enrollnment of less than 150
students are not treated as separate schools for the
pur pose of the adjusted student count cal cul ations. The
i mpact of this system on charter schools is shown in
the attached graph. The consequences are that the |aw
provi des an inadequate amount of noney for charter
schools with fewer than 150 students to survive, and
there is dramatic decrease in funding when a charter
school’s enrollnment drops from 150 to 149 students.
School districts can be penalized for allow ng schoo

choi ce.

SB 57 states that charter schools wth fewer than 150
students will have their student count adjusted by the
sanme per-student rate as nei ghborhood schools with 400
students. It also contains a one-year, hold-harnless
provision for charter schools that are either in their
first year of operation or who had nore than 150
students the previous year. These schools w Il receive
95 percent of the per-student rate of neighborhood
schools with 150 students.

9:09: 04 AM

Senator Huggins MOVED to ADOPT Anmendnent 1, 26-LS0238\E.2
M schel, 4/1/09:

Page 1, line 1, followng "charter":
Insert "and alternative"

Page 2, following |line 6:

I nsert a new subsection to read:

"(e) If an alternative school has a student count
of nore than 120 but |less than 175 for the current year
and is in the first year of operation, or had a student
count of 175 or nore in the previous year of operation,
the adjusted student count for the school shall be
calculated by multiplying the student count by 95
percent of the student rate for a school that has a
student count of 175."

Rel etter the followi ng subsection accordingly.

Page 2, line 7:

Senat e Fi nance Committee 3 04/01/09 9:04 A M



Delete "(c) and (d)"
Insert "(c) - (e)"

Page 2, line 10:
Delete "AS 14.17.905(b)"
I nsert "AS 14.17.905"

Page 2, follow ng line 10:
Insert new material to read:
"Sec. 14.17.905. Facilities constituting a school.
(a) For purposes of this chapter, the determ nation of
the nunber of schools in a district is subject to the
fol | ow ng:
(1) a conmunity with an ADM of at |east 10
but not nore than 100, shall be counted as one school;
(2) a conmunity with an ADM of at |east 101,
but not nore than 425, shall be counted as
(A one elenmentary school, which
includes those students in grades Kkindergarten
t hrough si x; and

(B) one secondary school, whi ch
i ncl udes students in grades seven through 12;
(3) in a comunity with an ADM of greater than

425, each facility that is admnistered as a separate
school shall be counted as one school, except that each
alternative school with an ADM of |ess than 175 [200]
shall be counted as a part of the school in the
district with the highest ADM"

Co-Chair Stedman OBJECTED for di scussi on.

Senat or Huggins described past experience wth charter
schools in the WMatanuska-Susitna (Mat-Su) Valley. He
cormented that the original charter school law was put in
place in a different era and the provisions can cause
schools to lose significant funding when the |oss of one
student changes the count from 150 to 149. He has been
supportive in the past of financial correction to the
situation and he wanted the change to be put into statute.

Senat or Huggins described simlar issues for alternative
schools and noted a resolution from the Mat-Su Borough
School District (“Resolution No. 09-002,” Copy on File). In
the sane way charter schools nust have a mninmm of 150
students, alternative schools mnust have a m ninmum of 200.
Al ternative schools suffer fromthe same funding problens if
they | ose a single student below the m ninum The anendnent
woul d address the issue for alternative school s.

9:11:24 AM

JODY SIMPSON, STAFF, SENATOR CHARLIE HUGE NS, SPONSOR
addressed the mechanics of Amendnment 1. She explained that
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the threshold for alternative schools would be | owered from
200 to 175 students. Alternative schools that consistently
have fewer than 175 students will continue to be funded as
if their students attended the largest in the district, and
will not get the 1.18 rate that SB 57 gives to charter
schools. The amendnent al so puts in place the one-year hold-
harm ess provision for alternative schools with nore than
175 students the previous year or schools in the first year
of operation. Alternative schools will receive 95 percent of
the per-student rate for the 175 count. Alternative schools
will have to submt a plan for the hold-harm ess year and
work with their school board to determ ne a course of action
if enrollnment projections are not nmet and the school no
longer qualifies for the hold-harmess provision. She
stressed that the nmeasure is a legislative priority for the
Mat - Su School Board.

EDDY  JEANS, DI RECTOR, SCHOOL FINANCE AND FAC LITIES,
DEPARTMENT OF EDUCATI ON AND EARLY DEVELOPMENT, expressed
support for the anendnent. He pointed out that the anendnent
addresses the problemthat occurs when an alternative school
falls bel ow the 200 student mark.

9:14:16 AM

Co- Chair Hof f man asked how many schools woul d be covered by
the bill before the anmendnent and how many schools had
between 175 and 200 students. M. Jeans answered that the
original bill addressed four charter schools wth student
counts below 150. The anmendnent would address one
alternative school. A total of five schools would be
af fect ed.

Senator (O son requested the Sponsor’s opinion of the
amendnent. Senator Thomas replied that he was supportive of
t he amendnent .

Co-Chair Stedman W THDREW his OBJECTION to Anmendment 1.
There being NO further OBJECTI ON, Arendnment 1 was adopt ed.

9:15: 43 AM

M. Jeans referred to the fiscal note and enphasized that
page 2 lists the four charter schools that would qualify for
the additional funding for small schools. The schools wth
enrol | ment under 150 would be funded at the 1.18 rate. Page
3 of the note shows the fiscal inpact of the amendnent. One
school would generate an additional $600,000. The total
fiscal note is $1, 314, 300.

Co-Chair Stedman asked if the fiscal note would change from
the draft version. M. Jeans did not expect a change.

Co- Chair Stedman opened public testinony.
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KI KI  ABRAHAMSON, TEACHER, FI REWMEED ACADEMY and ALASKA
CHARTER SCHOOL ASSCCI ATI ON, HOVER (testified vi a
tel econference), testified in support of the |egislation.
She enphasi zed the inportance of providing equitable funding
for educational alternatives.

9:18: 22 AM

Senator Ellis thought the |egislation addressed unfinished
busi ness and stated support for the inprovenents to the
bill.

Senator Huggins infornmed the commttee that his wfe was
enpl oyed by the Mat-Su school district.

Senator O son spoke for constituents in his district who
support the bill, particularly the None Charter School.

Senator Ellis noted the presence of Juneau charter school
students in the audience.

9:19:52 AM AT EASE
9:20:31 AM RECONVENED

BRENDA TAYLOR, PRESI DENT, ACADEM C PCLI CY COW TTEE, JUNEAU
COVMUNI TY CHARTER SCHOOL, introduced four students who were
present in the room The group supported the |egislation.

Co-Chair Stedman commended the students for taking part in
the legislative process. Ms. Taylor told the commttee that
the students were representing other students who wanted to
be there but were unable to attend.

Co-Chair Stedman cl osed public testinony.

Senator Thomas MOVED to report SB 57 out of Commttee with
i ndi vi dual recommendati ons and the acconpanying fiscal note.
There being NO OBJECTION, it was so ordered.

CS SB 57(FIN) was REPORTED out of Committee with a "do pass”
recoomendation and wth attached fiscal note by the
Departnment of Education and Early Devel opnent.

#hb109
HOUSE BILL NO._ 109

"An Act relating to eligibility for the Al aska
suppl enent al education | oan programand to the interest
rate for a | oan made under the Al aska fam |y education
| oan program and providing for an effective date."

9:22: 36 AM
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KATI E KOESTER, STAFF, REPRESENTATIVE PAUL SEATON, SPONSOR
explained that the legislation would allow the Al aska
Comm ssion on Postsecondary Education (ACPE) to sell bonds
to generate noney for student loans in the current fisca
climate. House Bill 109 was brought to Representative Seaton
and the House Education Conmttee by D ane Barrans, the
director of ACPE. The legislation requires a borrower to
have either good credit or a co-signer with good credit in
order to get a student |loan fromthe state of Al aska.

Ms. Koester noted that the requirenent only applies to state
| oans called alternative education |oans. The restrictions
would not apply to federally guaranteed |oans such as
Stafford loans. Currently, a borrower can get an Al aska
student loan as long as they do not have bad credit, which
means they can get a loan with no credit. In the current
fiscal climate, investors are not willing to back the | oans.
The comm ssion cannot use |loans as currently structured for
collateral. Wthout the change, ACPE will either be forced
to stop lending to Al aska borrowers or the state will have
to directly fund the program with $40 to $50 nmillion in
general funds.

Ms. Koester added that HB 109 nmakes a change to the Famly
Education Loan (FEL). Through the FEL program a famly
menber can borrow on behalf of other nenbers. The current
interest rate for the loan is set in statute at 5 percent;
HB 109 would allow the student |oan corporation to set the
rate to not exceed 8.25 percent. She explained that the FEL
rate would be set in the same manner as the Al aska student
loan is currently set.

Senator Ellis queried the feedback the legislation was
receiving from students and student organizations across
Al aska. Ms. Koester reported that there have been sonme phone
calls fromthe student community. She explained that in the
current fiscal climate, the loans are viewed as sub-prine.
The state will have to address the issue if it wants to
conti nue borrow ng.

Senator Ellis asked if the legislation would self-correct
when the econony got better. Ms. Koester replied the change
woul d be permanent until the |egislature addressed the issue
agai n.

9:27: 24 AM

Senator O son asked how many students would not be able to
go to college if the bill did not go through. M. Koester
replied that there has never been an assessnent of the
credit standard of | oan appl i cants. She bel i eved
hypot heti cal scenari os had been run.
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Senator O son asked when the funds would be available for
eligible students if the legislation were to pass. M.
Koester replied that it would take a fiscal year for the
changes to take effect. She referred to HB 172, which woul d
provide for a bridge loan from the state to the Al aska
Student Loan Corporation and enable the comm ssion to offer
| oans during the upcom ng acadeni c year.

Co-Chair Stedman asked if young citizens from famlies
wi t hout good credit would be excluded fromthe program Ms.
Koest er acknowl edged the possibility of exclusion of sone
people. She stated that statistical analysis of the 2008-
2009 academic year reveals that the only 24 percent of
Al aska student |oan applicants are under 21 years of age
O der applicants usually have had other ways to establish
credit. An applicant would be limted if they were too young
to establish credit, did not have a famly with good credit,
and were unable to find soneone else to sign. However, the
federal loan would still be available to those individuals
and had been increased.

9: 30: 59 AM

Senator Ellis comented that students he had spoken to
t hought the | oan would nmake life nore difficult, especially
for students with lowincome famlies. He asked that the
sponsor be informed of the Alaska Achievers Incentive
Program [ SB 33], legislation designed to nmake college nore
affordabl e for Al askan students. He acknow edged that | oans
outlined by HB 109 nmay be necessary, but noted that Al aska
ranks poorly regarding college affordability. G aduation
rates are not great and the state |acks a strong needs- based
financial aid system M. Koester replied that she would
give the information to the sponsor and added that Senator
Seaton was | ooking at legislation to hel p students.

Senator Thomas stated concerns about «credit for ol der
students, since people tended to go back to school when the
econony i s struggling.

9: 33: 38 AM

DI ANE BARRANS, EXECUTIVE D RECTOR, ALASKA COWM SSION ON
POSTSECONDARY EDUCATI ON COVM SSI ON, DEPARTMENT OF EDUCATI ON
AND EARLY DEVELOPMENT, and EXECUTI VE OFFI CER, ALASKA STUDENT
LOAN CORPORATI ON, echoed the urgency of the situation

Co- Chair Stedman queried other possible solutions that would
not exclude lowinconme famlies. M. Barrans replied that
the federal guaranteed education loan is available for |ow
income famlies without credit. Parents can borrow on behal f
of students through the Stafford and Federal PLUS | oan
prograns, which have a very nodest adverse credit review
Federally guaranteed loan limts have been increased. An
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i ndependent student can borrow $9,500 in their freshman
year. The anmount increases up to graduate |evel, when over
$20, 000 per year can be borrowed.

Ms. Barrans added that another way to serve |owincone
famlies would be for Alaska to create a state guaranteed
| oan program Followng the federal nodel, Al aska would
guarantee repaynent of any |oan the borrower did not repay.
She stated a proposal could be nmade to the legislature if
there was interest.

9: 36: 38 AM

Senator Ellis asked how interest rates were determ ned. He
reported that students he had spoken to had nmany questions
about interest rates conpared to other financing nmechanisns.
He also wondered if there should be a self-correcting
mechani sm i nbedded in the [ FEL] program

Ms. Barrans explained that historically the rate was set by
statute at 5 percent. The current rate is tied to the state
alternative loan rate, which is capped at 8.25 percent. The
rate is set by factoring in the cost of funds and of
adm nistering the program The base rate is the federal rate
plus 50 basis points or 0.5 percent. Currently the interest
rate is 7.3 percent, the lowest rate in the country for an
alternative loan. The only loan rate |lower would be an
equity | oan.

Senator Ellis asked if the Al aska Student Loan Corporation
could be available on various canpuses to discuss financial
issues affecting students. M. Barrans replied that the
conmi ssion had nmet with students regarding the |egislation.
She agreed that a forum would be helpful. She expressed
di ssatisfaction with the change that was needed.

9:40: 26 AM

Co-Chair Stedman asked what other states were facing
regardi ng student |oans and how other states had responsed.
Ms. Barrans replied that every state is facing the
situation. In sonme states the non-profit entity stopped
maki ng education loans. In other states, the state has
stepped in and purchased the bonds sold by the issuer at a
negotiated rate that was beneficial to the issuer. Sone
states, such as New York, are creating a new alternative
| oan program a pre-funded guaranteed |oan. She added that
in each case, good credit criteria are in place. States are
intervening to assist with the current lack of liquidity and
with the ability to finance things in the market, not to put
a program in place that is wdely available. Al aska's
program even with the nodest credit criteria in place since
1998, is an anomaly in terns of how w dely available the

Senat e Fi nance Committee 9 04/01/09 9:04 A M



loan is. She estimated that 13 to 15 other states have taken
sone sort of action.

9:42: 37 AM

Senator Thomas requested the default rate on the student
loans in Alaska. M. Barrans responded that the seasoned
rate after aging the loans into repayment for several years
is over of 11 percent.

Co-Chair Stedman asked if the default rate was changi ng. Ms.
Barrans answered that the default rate has vastly inproved
since the first decade of |ending; one of the things that
pronmpted the 1998 credit review was default rates
approaching 30 percent. The conmm ssion hoped that adding
credit criteria would be sufficient. She opined that the
program woul d have gone forward if it had not been for the
meltdown in the credit markets and the change in posture by
rating agencies and investors with respect to the underlying
| oans. However, the effect of the econony in the past year
and a half has permanently changed the ways rating agencies,
banks, and investors view underlying assets for |oans.

Senator O son comended the comm ssion for bringing the
default rate down and asked what kind of |osses the state
has had to cover

9:45: 02 AM

Ms. Barrans responded that the conmm ssion continues to
aggressively collect on default |oans. She noted that
students at snaller debt |levels usually default, especially
students who did not conplete school. The average default
debt is less than $20, 000.

CHARLENE MORRI SON, CH EF FI NANCI AL OFFI CER, ALASKA
COMWM SSION  ON POSTSECONDARY  EDUCATI ON, DEPARTMENT  COF
EDUCATI ON AND EARLY DEVELOPMENT, reported that the dollar
val ue of the comm ssion’s loans in default is $46 mllion in
princi pal .

Co- Chair Stedman asked for the definition of default status.
Ms. Morrison replied that a loan is in default when a
borrower is over 270 days past due on their current
repaynment pl an.

Co-Chair Stedman wondered if the statistics included anyone
who was outside their original repaynent schedule, which
woul d i nclude restructuring.

9:48: 28 AM

Senator O son asked how nuch borrowers were in default. M.
Morrison answered approximately $40 mllion as of 12/31/2008
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[Note: Ms. Mrrison changed the default nunber to $82
illion at the end of the neeting].

Senator O son asked how many borrowers in default have been
witten off conpletely. M. Mrrison replied that the
comm ssion wites off |oans after a student has been
delinquent for seven years. Prior to that time the
collection process can be used. The total principal plus
interest to be witten off is approximately $5 nmillion.

Senator (O son queried the forecasted default rate for
students who will be inpacted because of the proposed credit
rating. Ms. Morrison replied that they expect the rate to be
| ess because of nore co-signers. She could not give a dollar
anmount .

Senat or Thomas wondered how many i ndividuals are represented
in the $40 million default total and asked the process of
collections. Ms. Morrison answered that she did not know how
many individual borrowers were in default, but said she
woul d get the information

9:51:29 AM

Ms. Barrans explained the collection process, which begins
at 15 days past due and includes rem nder notices on nonthly
statenents, phone calls, and counseling borrowers on ways to
avoi d being delinquent or in default. Once a borrower is 180
or nore days past due, there are collection |levers that can
be wused, including garnishnent of wages or the permanent
fund dividend and liens on Al askan property. After a year
the commssion will transfer the borrower to a collection
agency.

Co- Chair Stedman opened public testinony.

LEE DONNER, MANAG NG DI RECTOR, FIRST SOQUTHWEST COWPANY and
ADVI SOR, ALASKA STUDENT LOAN CORPORATION (testified via
tel econference), explained that the market for securities,
the proceeds of which are used for alternative student
| oans, has changed dramatically in the |last year and a half.
A recent review of current market conditions and the status
of alternative |loan prograns around the country revealed
that there have only been three tax-exenpt fixed-rate
alternative |oan financings executed by state agencies, or
tax exenpt issuers in the category of the student | oan
corporation. Most of the progranms require a FICO (or credit
quality) score for the borrower or co-signer of 670 to 720.
The current standard for wup-front fees to offset |osses
ranges from4 to 7 percent of the face anobunt of the |oan

dependi ng on whether there is a co-signer. For alternative
loan progranms wth very good default history and a
significant duration of good history, the rate ranges from
7.5 to 8 percent. For prograns with bad default history or
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new start-up prograns, the rate ranges from 8 to over 9
percent.

M. Donner referred to a recent conparable exanple in the
mar ket place: Sallie Mae, or the Student Loan Corporation

did a $1.5 billion financing. To obtain an investnent-grade
rating, Sallie Mae had to over-collateralize the transaction
by al nost 50 percent. The average FICO score for the |oans
i nvol ved was 726 and the interest rate on the debt they sold
ranged over three nonths from 425 to 750 basis points
because it was for alternative | oans.

M. Donner stated that the provisions in HB 109 were prudent
and necessary, and as restrained as realistically possible
for refinancing in current market conditions.

9: 56: 58 AM

M. Donner strongly recomended passage of the bill as
advisor to the state and to a nunber of other student | oan
entities struggling with the same market conditions.

Ms. Morrison corrected her earlier total of |loans in default
from%$40 mllion to $82 mllion

9:58:15 AM RECESSED
3:09: 28 PM RECONVENED
#

ADJ OURNVENT

The neeting was adjourned at 3:09 PM
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