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SUMVARY
HB 278 EDUCATI ON: FUNDI NG TAX CREDI TS/ PROGRAMS

HB 278 was HEARD and HELD in conmmttee for
further consideration.

#hb278
HOUSE BI LL NO. 278

"An Act increasing the base student allocation used in
the formula for state funding of public education;
repeal ing the secondary student conpetency exam nation
and related requirenents; relating to high schoo

course credit earned through assessnent; relating to a
coll ege and career readi ness assessnent for secondary
student s; relating to charter school application
appeal s and program budgets; relating to residential
school applications; increasing the stipend for
boarding school st udent s; extending unenpl oynent
contributions for the Alaska technical and vocationa

education program relating to earning high school
credit for conpletion of vocational education courses
offered by institutions receiving technical and
vocational education program funding; relating to
education tax credits; making conform ng anendnents;
and providing for an effective date.”

1: 39: 20 PM

Co-Chair Stoltze discussed the neeting agenda. He noted
there would be a separate conversation related to the
Teachers' Retirement System (TRS). He asked the departnents
to comment on the conmittee substitute [Wrk Draft 28-
GH2716\ G .

M CHAEL HANLEY, COWM SSI ONER, DEPARTMENT OF EDUCATI ON AND
EARLY DEVELOPMENT, wal ked through the changes in the CS. He
began with the "testing out" conponent on page 2 of the
bill. He detailed that the House Finance Conmittee had
reinserted the governor's |language that would allow
students to test out [of courses] and identified specific
subj ect areas that would apply. He believed limting the
subject areas was |less burdensone on districts. He
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supported the change. He pointed to |anguage on page 4
requiring districts to include information regarding
students in mlitary famlies in an annual report to the
Department of Education and Early Devel opnent (DEED). He
referenced the state's large mlitary presence and opined
that the provision was appropriate.

Co-Chair Stoltze interjected that the conmttee could
potentially deal wth the subject in another piece of
| egi slation (HB 318).

Comm ssioner Hanley continued to address the bill. He
believed several changes to the bill's charter schoo
conponent still nmet the governor's intent for equity and

integrity in the charter school application process. He
spoke to a self-inposed rule that presented an additiona
challenge for smaller communities specifying that if
charter school enrollnment fell between 120 and 150 the
school would receive 95 percent of the funding. Language
suggested by the governor had been renoved that would have
decreased the nunber of students to 75 and allow for ful
funding. The admnistration felt the governor's | anguage
was inmportant; it did have a fiscal conponent because it
incorporated a few additional schools that would receive
full funding as opposed to partial funding.

1: 44: 20 PM

Comm ssioner Hanley noved to page 9 of the bill that
included an additional conponent for the board report to
the legislature. He believed the conponent enpowered the
state board to engage directly with the legislature. He
trusted that the term "method of education spending” was
used intentionally. He noted that typically the state board
of education was a policy and practice board (with a focus
on pedagogies on strategies for education) and did not
usually delve into how noney was spent; however, he
believed the |anguage provided flexibility on where npbney
was spent.

Comm ssioner Hanley spoke to residential stipends on page
11. The language that allowed an annual open application
period had been maintained in the CS; whereas the boarding
stipend had been renoved. He relayed that the previous year
the legislature had passed legislation allowing for a
vari abl e-term boarding school program As a result, an
application period had been opened and four new schools had
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been added to the existing four residential schools. The
departnment believed the additional stipend represented true
costs or near true <costs for housing students. The
department also believed the situation was a challenge for
school districts; the state was not fully neeting the cost
to room and board the students; however, the bill did not
remove the funding. There were four progranms currently
working with the funding.

1:46: 36 PM

Comm ssi oner Hanl ey addressed a funding change on page 14
of the bill. He referred to testinony by David Teal,
Director, Legislative Finance Division, related |egislative
intent associated with education funding. He believed the
intent was to renove the top tiers in the chart on page 14.
He pointed to |line 19 pertaining to schools wth 750
students and above; the multiplier was 0.84. He noted that
the multiplier decreased as school size increased due to
econom es of scale (schools were funded |less as their size
grew). Schools with 400 to 750 students would be funded at
0.92. He relayed that previously schools with 250 to 400
students were funded at 0.97. The CS renoved the top two
tiers and funded schools (that had previously received |ess
funding) at 0.97. He detailed that the change allowed
funding to go to districts wth larger schools wth

particul ar chal | enges t hat wer e not traditionally
recogni zed in funding formulas. The change represented an
increase of $13.5 mllion; $12.5 mllion of the anount

would go towards Anchorage, Fairbanks, and WMat-Su; the
remaining $1 mllion would be split between eight districts
that had at | east one |arge school

Comm ssioner Hanley turned to page 15 where teacher tenure
had been changed from three years to five years. He opined
that an adm nistrator should have the ability to determ ne
a teacher's effectiveness within three years; however, the
bill expanded the opportunity for teachers to prove
thensel ves before receiving tenure. He looked at a
provision on page 16 that would allow for the review of
teacher tenure every five years. He observed that the
review woul d keep teachers fresh and effective. He pointed
to language that a district my termnate tenure. He
wondered about the mnmeaning and wondered if clarification
may be needed. He was not concerned about the issue, but
believed clarity may be necessary.
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Co-Chair Stoltze noted the comment.

Comm ssioner Hanley anticipated that the provision would
bring legal challenges at the local level if tenure was on
the line. He suggested clarity related to |anguage: "the
teacher did not adequately assist the school district with
the inplenmentation...” (page 15). He relayed that typically
teachers had a longer tenure than school principals; he
wanted ensure that the teachers were adequately assisted

with the school. He thought clarity was needed on the
i ssue.
1:51: 09 PM

Comm ssi oner Hanl ey spoke to the repeal of Section 48 that
spoke to Bureau of Indian Affairs schools; it was no | onger
in effect when school districts joined. He observed that
the Hi gh School G aduation Qualifying Exam (HSGQE) had been
renoved from the bill. He believed it was the intent to
recogni ze that other bills may contain relevant education
provi si ons.

Co-Chair Stoltze comented that the |anguage would have
been taken out if the bill was "stopping in this body."

Comm ssioner Hanley relayed that the admnistration would
like to see the HSGXE renoved [from |law]. Co-Chair Stoltze
believed it was the will of the commttee. He referred to
the commttee' s passage of HB 220.

Commi ssi oner Hanley turned the discussion over to
Comm ssioner Bluner to address the Technical Vocational
Educati on Program ( TVEP) conponent of the bill.

1: 52: 12 PM

DI ANE BLUMER, COW SSI ONER, DEPARTMENT OF LABOR AND
WORKFORCE DEVELOPMENT, addressed Section 28 and relayed
that the departnment would like to see a |onger sunset date
[than June 30, 2017] for certainty and stability for TVEP
reci pi ents.

Co-Chair Stoltze noted that the shorter sunset date had
been included and no other changes had been nmade to the
program He asked if she would prefer the shorter sunset
date or to open the programto a "free-for-all."
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Comm ssioner Bluner relayed that the departnent would |ike
to see a longer sunset, but did not want to open the
program up for a free-for-all. She reiterated that the
department would |ike a longer sunset to allow the
reporting structure to be inplenented related to new
articulation | anguage. She pointed to |arge projects on the
horizon including the potential LNG project, mning, and
infrastructure. She asked the <commttee to reconsider
reinstating the 20 percent provision wthholding funds for
recipients that did not report fully or in a tinely manner;
it was the only mechani sm the departnment had to enforce the
requirenent.

Co-Chair Stoltze intended to reinstate the item as an
anendnent; the change had been made erroneously.

1: 54: 26 PM

ANGELA RCDELL, COW SSI ONER, DEPARTMENT OF REVENUE, spoke
to the tax credit changes beginning in Section 36, page 22.
She relayed that the |anguage enconpassing the tax changes
was the sane for each type of education opportunity credit.
There was one nmmjor change that included the addition of
the Science, Technology, Engineering and Math program
provided by a nonprofit agency or school district. The
department did not object to the change. She pointed to
item 10 and noted that childhood early |earning prograns
were provided by a nonprofit organization; for-profit
| anguage had been renoved. The administration was fine with
t he | anguage. She wanted to ensure there was consistency in
t er m nol ogy rel ated to nonprofits (e.q. agency,
organi zation, or corporation); she noted there was a
defined term for a nonprofit "organization" under Section
47, page 33.

Co-Chair Stoltze wanted the | anguage to work. Conmm ssioner
Rodel | replied that the departnment also wanted it to work.

Co-Chair Stoltze asked about the Base Student Allocation
(BSA) conponent of the bill. Conm ssioner Hanley noted that
the governor had included an increase of $85 to the BSA
The CS increased the $85 by $100 for a total of $185 for
the current year. There would be an annual increase of $58
for the subsequent two years.

Co-Chair Stoltze remarked that the increases would be $185
[in the current year], $243 [in the second year], and $301
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[in the third year]. Comm ssioner Hanley responded in the
affirmative.

1:57:48 PM

Representative Gara thanked the department for providing
the BSA nodel. He stated that Fairbanks was facing an $8
mllion deficit; the proposed increase would raise
approximately $6.5 mllion for the district. Juneau was
facing a $4 million deficit; the proposed increase would
raise just under half of the deficit. Kenai was facing a
$4.5 mllion deficit; the proposed increase would raise
$3.3 million for the district. He thought the increase
would nmean another year of layoffs in the nentioned
districts. He asked if he was incorrect.

Co-Chair Stoltze asked the departnent to addendum the
bracketing as noney that would go to the districts.

Comm ssi oner Hanl ey replied t hat accordi ng to
Representative Gara's nunbers the districts would not have
full funding and would require the districts to nmake cuts.
Based on conversations with districts over the past year he
believed nunbers were constantly changing. He had not
spoken to districts recently about their specific needs,
but he had heard generally across the state that districts
were facing cuts.

Representative Gara remarked that the increase appeared to
roughly match the deficit of approximately $23 nmillion in
his Anchorage district in the first year, but the increase
of close to $4.3 mllion in the second and third year was
not close to what the district would need to hold even. He
asked if DEED was confortable with the decision.

Conmi ssioner Hanley replied that the governor had put in
$85 as a starting point; the governor trusted the
legislature to determne the necessary BSA nunber. He
detailed that the governor had communicated that in the
past three years he had been entrenched in the idea that
nmoney would not be put into the BSA and that funds would be
targeted; however, he had changed his strategy and was
willing to put noney into the BSA

2: 00: 43 PM
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Representative Gara understood that the state was facing
budget deficits; however, there had been three years of
cuts. Districts were facing additional cuts in future
years. He pointed to teacher, guidance counselor, and
curriculum cuts. He wondered how schools would nove forward
under the circunstances.

Comm ssioner Hanley replied that the ball was in the
|l egislature's court. He reiterated his earlier statenent
that the governor had put forward an increase of $85 to
start the conversation.

Representative Gara asked if the department was bl am ng the
| egi slature for comng up with a higher BSA nunber than the
department had presented. Conmi ssioner Hanley replied in
the negative. He elaborated that the governor had used the
$85 figure as a starting point.

2:02:47 PM

Representative Costello asked about one-tine funding from
recent years. She wondered if DEED or another entity
tracked how districts spent the one-tine funding.
Comm ssioner Hanley replied that the funds had been
distributed in the past few years through the fornula's
Adj usted Average Daily Menbership (AADM. He noted that the
funding did not go into the BSA Wthout clear intent
| anguage specifying the departnent to do so, it had not
tracked the funding. He pointed to $25 mllion provided to
districts to address energy costs and explained that it was
up to the districts to determ ne how the funding was used.

Representative Costello asked if the departnment would need
specific direction from the legislature to track the
funding. She was interested to know how the funds were
spent and noted that it was not easily determ ned.
Comm ssioner Hanley replied that DEED would follow the
legislature's intent; it did not want to insert itself in
places it should not. He relayed that at tines the
department had been given direction on how noney should be
distributed and other tines there had been accountability
measures to report out.

Representati ve Costello under st ood t hat when t he
| egislature allocated mnoney it was distributed to the
districts; whether it was special needs, intensive special
needs, geographic differential, AADM or one-tine funding
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the districts had conplete control and autonony on how the
dollars were directed. She believed the decision was solely
up to the local school district. Conm ssioner Hanley
replied that her wunderstanding was accurate generally
speaki ng.

Representative WIson spoke to the renoval of the top tiers
[ page 14] and efficiencies that may have been in schools
with enroll nent above 400 or 750. She asked whet her econony
of scale still existed when the enrollnment nunber was
reduced to 250 students and every student counted for at
| east 0.97. She nentioned itens such as broadband that were
based on sonet hing separate fromthe student.

Comm ssioner Hanley replied in the negative. The conponent
was relatively new and the departnent had not foll owed
through on identifying efficiencies. The change allowed for
addi ti onal funding for schools that had a smaller
multiplier. He could not speak to the direct inpact at
present .

2: 06: 16 PM

Representative W/Ison addressed teacher tenure on page 16.
She asked Comm ssioner Hanley to reiterate the departnent's
concerns.

Comm ssioner Hanley did not have a concern about reopening
the issue. He thought clarification was needed related to
the tenure term nation |anguage. He explained that current
| anguage read that a teacher's tenure could be term nated,
but it did not necessarily nean the enployee would |ose
their job. He wondered where that l|eft the enployee. He
asked if an enployee could earn the tenure back after a
probation period or if they would start fromthe begi nning.

Representative WIlson asked for verification that a teacher
could transfer their tenure from one district to another.
Comm ssi oner Hanley believed so. He would follow up on the
guesti on.

Representative WIson believed that each district had the
option to decide differently on the issue.

Representative GQuttenberg asked about page 16, line 19. He

pointed to a deletion and observed that the sentence no
| onger made sense grammatically. Comm ssi oner Hanl ey
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replied that the figure changed from 12.56 percent to 32.56
percent (included on line 32).

2:09:20 PM

Representative GQuttenberg asked about teacher tenure on
page 16, line 9. He believed that the bill |anguage
essentially meant that there would be no teacher tenure

Under the section if a teacher did not adequately assist a
school district with an inplenentation of a school-w de
change to the instructional nodel it was grounds for tenure
term nation. He remarked that a teacher may not be invol ved
in the specific curriculum He believed the provision was
arbitrary.

Conmi ssi oner Hanl ey agreed; he believed the |anguage needed
clarity. He questioned whether a teacher inplenenting the
strategies in a classroomwas sufficient.

Representative Quttenberg |ooked at the change in formula
on page 14. He assuned that increasing the multiplier for
| arge schools neant there were few efficiencies based on
school size. He wondered about the basis of the change to
remove the top two tiers. He wondered what it had done for
ot her schools and what inefficiencies existed for snaller
school s.

Comm ssioner Hanley <could not speak to the specific
| anguage.

2:12: 02 PM

Representative Guttenberg wondered where a person doing the
research would go to determne the cal cul ati on. He wondered
how a person woul d cal cul ate where efficiencies existed.

Co-Chair Stoltze asked if the question was about the val ue
of a student.

Representati ve Gut t enberg di sput ed t he remar k and
reiterated his question related to value, efficiencies, and
school si ze.

Comm ssi oner Hanl ey answered that the departnent could help
soneone with the pursuit, but it was necessary to | ook back
at where the nunbers in the bill had originally come from
He believed the intent was to recogni ze econom es of scale.
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He did not know why 750 had been selected related to the
nunber of students. He believed it represented the nunber
and size of schools in the state and how to adequately fund
them The actual nmultipliers did become a term of val ue.

Representative Costello thought school districts were
struggling to find ways to increase efficiency and that
they had reached a point where cutting teachers was their
only solution. She spoke to the Anchorage School District
cutting 200 teachers. She commented on the district's
diversity and famlies noving from smaller to |arger
districts in order to take advantage of opportunities. She
bel i eved the question had been asked and the districts had
answered that nore efficiencies could not be |ocated and
districts were now cutting into the marrow of the purpose
of education. She had received calls from constituents who
were upset that their child was not counted as one [a whole
student].

2:14: 27 PM

Vice-Chair Neuman discussed TVEP. He nentioned federal
wi t hhol di ngs rel at ed to t he Wor ker s’ Conpensati on
Enpl oyment Act. He spoke to training individuals in order
to help them find enploynment to support their famlies. He
| ooked at changes in the CS and noted that there was one
full page of new recomendations on how to regulate $11
mllion for TVEP. He did not believe the change was
streanlining the process. He believed a new division would
be needed to look at the provision [due to the workload it
woul d create]. He pointed to |anguage pertaining to data
collection on page 18, line 10 related to the percentage of
former participants who had jobs, the nedian wage, forner
partici pants who were enployed, and other. He wondered why
the data was needed and how it would be used. He opined
that the data collection would be a full-tine job. He
thought it would be easier to include |anguage that the
conmi ssioner shall make a determination to ensure that the
funds were distributed in an equitable fashion that
addressed enpl oynent needs statew de. He believed the state
tried to overregulate and provide over accountability. He
asked the Departnment of Labor and Wrkforce Devel opnent
(DLWD) to provide conment on the issues.

2:17:11 PM
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Conmi ssioner Blunmer clarified that the funds cane out of
t he Unenpl oynent |nsurance Trust Fund from the enployees’
portion. She comruni cated that the nunmbers 1 through 5 of
the criteria had been set in 2009. The TVEP funds were set
out to keep individuals from being on unenploynent and
drawing from the fund. The articulation agreenent
conponents had been added to encourage regional training
centers to work with the local school districts to equip
the state's youth wth enployability skills after high
school. She highlighted that nationally students were
under equi pped for the workforce after hi gh  school
graduati on and sonme two-year degree programs. The intent of
the articulation agreenent was to provide students wth
dual credit and to give them technical education experience
to help them nove nore quickly into the workforce. She
addressed whether the reporting structure could be put on
the DLWD conmm ssioner to increase efficiency. She believed
criteria was needed because the noney was designhated by the
| egislature and fornula funded, she thought cl ear
guidelines were needed for the reporting structure. She
noted that the 20 percent nechani sm she discussed earlier
was the only way the departnent could have any |everage to
receive the information. She reiterated that the departnent
already did items 1 through 5; therefore, she did not
believe adding the two additional conponents would require
new staff.

2:19: 27 PM

Vice-Chair Neuman noted that the funds cane out of a
person's f eder al wi t hhol di ngs t hr ough t he Feder al
Enpl oynent Conmpensation  Act. He wondered what t he
i nformati on woul d be used for.

Comm ssioner Blumer replied that the departnent provided
the data to the legislature annually. She detailed that the
department was working to identify sone of the itens it
wanted regional training centers to look at to ensure that
trainees were noving into enploynent. Mst of the neasures
had been inplemented in 2009; only the articulation
agreenent had been added in the bill.

Vi ce-Chair Neuman would continue to work wth the
conmmi ssi oner to provide additional streamnlining.

Representative Munoz pointed to the change in enpl oyer rate
from 12.56 percent to 32.56 percent. She noted that the
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bill allowed conpensation through the fornula to reinburse
the school districts, but it did not direct reinbursenment
to other TRS enployers including DEED. She detailed that
the inpact was estimated to be around $700,000 to DEED. She
asked for comment fromthe departnent.

Comm ssi oner Hanl ey deferred the question to others.
Representative Minoz noted that there would also be an
impact on the University of Alaska and other affected

agenci es.

2:22: 07 PM

Representative Gara spoke to the revenue generated by the
BSA including $22 nillion for Anchorage and $6.9 mnillion
for Fairbanks for the first year. He asked for verification
that the funds would only be available if the additional
$25 mllion to be distributed through the BSA formula
remai ned in the operating budget.

Conmi ssi oner Hanl ey would follow up on the question.

Representative Gara was bothered that the comm ssioner did
not know the answer. He pointed to page 11 and spoke to the
current public education fund that distributed noney to
school districts, boarding schools, correspondence study,
and for transportation (itens the BSA was used for). He
noted that the bill included a provision that the funds
could be spent on TRS. He was concerned that the funds
would be taken from classroons. He wondered if the
department shared the concern.

Comm ssi oner Hanley believed that the intent was for noney
to be placed into and withdrawmn fromthe fund for TRS; the
portion of TRS currently paid by the state would be paid by
school districts. He deferred the question to David Teal
for further detail.

Representative Gara wondered if the committee would hear
from soneone else related to the Public Enployees’
Retirement System (PERS)/TRS portions of the bill.

Co-Chair Stoltze replied that the bill was associated
primarily with TRS, but there were sone PERS el enents.
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Representative Gara pointed to new | anguage associated with
the educational <credits on page 22 that Ilet conpanies
receive tax credits by putting noney into private nonprofit
el enentary or secondary schools (line 27). He wondered if
the provision applied to private or religious schools. He
surmsed that it would allow state noney to go to private
school s.

Comm ssi oner  Rodel | replied in the affirmative. She
el aborated that the provision mrrored the federal
deduction that was currently in place. She agreed that the
provision could allow for a donation to a private nonprofit
that may have a religious affiliation.

Representative Gara noted that it was allowable under
federal |aw, because there was no ban under federal |aw on
public noney being used for private or religious schools

but there was a ban under the Alaska State Constitution. He
wonder ed how the provi si on did not violate the
constitution.

Comm ssi oner Rodell deferred the question to the Departnent
of Law.

Representative Costello asked if the education tax credits
were transferable.

ROBYNN W LSON, AUDI T SUPERVI SOR, TAX DI VI SION, DEPARTMENT
OF REVENUE (via teleconference), replied that the education
tax credits were not transferrable under existing l|law or
under the bill.

Vi ce-Chair Neuman discussed the education tax credits. He
relayed that if a conpany owed the state corporate taxes it
woul d receive nontransferable tax credits if it gave nobney
to a private nonprofit for a vocational education purpose.

2:27:56 PM

Representative Quttenberg asked about the recomendations
for reports from the state (page 9). He noted that
curriculum and information relevant to efforts nmade to
i mprove the education system were already included under
items 2 and 3. He asked for clarification on the addition
of item 4 pertaining to recomendations for changes in the
met hod of education spending, district cost factors,
efficiencies, and other.
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Comm ssioner Hanley replied that he was not sure of the
intent of item 4. He observed that the conponent i ncluded
recommendations to the legislature as opposed to previous
conponents that only reported on the state board's actions.
He believed it was broad enough to incorporate all of the
conponent s.

Representative Quttenberg asked for verification that there
was not currently an annual report of reconmmendations.
Conmi ssioner Hanley replied that an annual report was
presented to both education committees.

2: 30: 08 PM

Representative Cuttenberg surm sed that an assessnment of
the district efficiencies and cost factors (e.g. heating,
mai nt enance, transportation, and other) was an intensive
report to conduct annually. He wondered if the information
was already included in the report.

Conmi ssioner Hanley replied that the information was not
currently included in the report. He detailed that the
report included work the state board had conducted in the
areas, but it did not include recomendati ons. Cost factors
fell under the purview of local school districts and were
not typically included in the report.

Representative Quttenberg asked for verification that the
district cost factors were accurmulated at the district
school board |evel. Comm ssioner Hanley replied that the
cost factors were accunul ated at the |ocal |evel.

Representative Quttenberg asked how the cost factors were
accunul ated into a calculation for state funding. He noted
that currently a fornula determ ned anounts to be received
by district based on need. He understood that no two
districts were equal. He wondered whether there was
oversight to determ ne whether the nmethod was accurate.

Comm ssioner Hanley replied that the geographic cost
factors associated with revenue were determned by the
| egi sl ature; however, the actual district cost was driven
by conversations between the districts and the |egislature.
The actual costs at the local level were not nonitored by
t he state.
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Representative GQuttenberg stated that the gasoline in
Kivalina was over $13 per gallon. He wondered how the
increased costs for communities were reflected in the
overal | forml a.

Comm ssioner Hanley replied that the geographic cost factor
was designed to reflect costs in a comunity; however, he
doubted that it would reflect the annual changes in fuel
costs. The idea of the geographic cost factor was to
recogni ze and conpensate for the increased costs in rura
ar eas.

2:32:42 PM

Co-Chair Stoltze referred to the bracketing change rel ated
to the large school students. He asked what percentage of
the total student population the large school students
conprised. Conm ssioner Hanley replied that the large five
school districts accounted for slightly over 80 percent of
the state's students.

Co-Chair Stoltze remarked that the provision inpacted above
80 percent of the state's students. He pointed to the
significance of counting the students as whol e students.

Representative Edgnon asked about smaller schools and
unknown expenses. He stressed that the cost structure in
rural Al aska was exponentially higher than in urban areas
that had natural gas and other efficiencies. He was not
opposed to the change in Section 17. H's district included
a portion of 10 school districts and he was troubled that

the costs would increase for small schools wth fewer
students. He appreciated the additional BSA funding, but he
was worried that the bill did not recognize the expenses.

He wondered if the departnent kept a handle on the various
cost structures in smaller schools conmpared to |arger
school s.

Comm ssioner Hanley replied in the negative.

Representative Guttenberg asked for verification that DEED
woul d be tracking the data as a result of the new | anguage
on page 9 of the bill. Comm ssioner Hanley did not read the
provision in that way. He surmsed that the board would
present recommendations for changes in the nmethod of
education spending. He did not believe the board was being
asked to specifically recomend where to direct funds. He
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t hought the provision outlined a nethod of spending (e.g
t hat noney shoul d be f ocused on t he cl assroom
infrastructure, teachers, or other). He was unsure the
board had the capacity to address the issue on a deeper
| evel .

Representative GQuttenberg surm sed that the change woul d be
included in a fiscal note. Conm ssioner Hanley replied that
the department had not intended to generate a fiscal note
on the item

Representative Quttenberg thought that that intent of the
provi sion may need clarity.

Representative WIson understood that districts needed to
provide significant information through audits and other
met hods. She noted that DEED had extensive information on
its website. She observed that the website did not include
a specific form that included information on energy. She
wondered if the departnent had considered including a form
on its website wth nore clarifying information. She
wondered if it would be possible for DEED to conpile the
information without creating additional work for districts.

Conmi ssioner Hanley replied that DEED had not pursued the
i dea because it was a burden on districts. He questioned
how rmuch information was really needed. He added that the
departnment could pursue the issue if the information was
needed. He communicated that districts needed the
flexibility to nove funds around as energy costs increased.
The departnment had not felt the need to nonitor districts
t hat cl osely.

Representative WIlson clarified that she did not want to
monitor districts that closely. She detailed that the
education task force had |ooked at drivers of the formnula
and it was difficult to determ ne needs; a $25 mllion one-
time increment had been provided to address rising energy
costs; however, costs continued to rise. She did not know
how the legislature would address the entire formla
wi thout the information. She believed it would be hel pfu
if the departnent could provide the cost driver information
in one place.

2:40: 21 PM
AT EASE
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2:48:19 PM
RECONVENED

Co-Chair Stoltze discussed the intent to address TRS.

DAVI D  TEAL, DI RECTOR, LEG SLATI VE FI NANCE DI VI SI QON,
addressed three cost drivers including Mdicaid, education,
and retirement; HB 278 dealt with education and retirenent.
Under the legislation, K-12 <costs would increase by
approxi mately $900 nmillion to $1 billion over the upcom ng
10 years. He shared that TRS retirenment costs would be
approximately $4.3 billion during the upcom ng 10 years. He
detailed that the governor's plan would decrease the TRS
costs to approximately $4.2 billion during the sane
timeframe; the TRS costs would decrease to $3.3 billion
under HB 278. He comunicated that essentially the $900
mllion in savings under the HB 278 TRS plan offset the
education increase in the bill. Ofsetting the education
i ncrease was inportant due to annual deficits of $2 billion
to $2.5 billion under a no-growth scenario. The state's $15
billion in reserves were estimted to be depleted by 2024.
He believed the no-growh scenario was optimstic because
Medi caid costs were projected to increase by approximtely
$2 billion during the upcomng 10 years.

M. Teal relayed that the state was | ooking at consuning $2
billion for Medicaid, $1 billion for education, and anot her
$3 billion or nore for retirenment in the upcom ng 10 years,
whi ch represented roughly one-third of the state's savings.
He enphasized that the figures did not factor in PERS. He
relayed that action by the legislature was not required if
the state <could afford the current TRS paynents. He
detailed that if the state nmaintained the current TRS path,
the TRS problems would be fixed within 25 years. He
believed the appropriate question was whether the state
could afford to nmake the current TRS paynents. He stated
that the goal was to extend the |ife of the reserves, which
would be acconplished with HB 278, but not wth the
governor's proposed plan. He added that over the upcom ng
10 years the governor's plan spent alnost the same anount
on TRS as the current paynent plan.

2:53: 04 PM

M CHAEL BARNHI LL, DEPUTY COW SSI ONER, DEPARTMENT  OF
ADM NI STRATI ON, believed the legislature was owed a deep
debt of gratitude for its assistance to TRS since 2008. He
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detailed that since 2008 the |egislature had appropriated
about $1.7 billion to TRS. He believed the |evel of support

was i npressive. He pointed to other states where
muni ci palities were going bankrupt under the pressure of
unfunded liabilities from defined benefit systens. The
department appreciated the additional $1.4 billion proposed
in the CS and believed it was needed; it was nore than the
governor's $1.1 billion proposal. However, the departnent

did not know where the noney would cone from

Co-Chair Stoltze asked where the departnent thought the
nmoney would come from He noted that the governor had a
fund source. He asked if the departnent thought the
|l egislature had a different fund source. M. Barnhill
replied that if the funding source was not different than
the governor's that helped clarify the issue. Co-Chair
Stoltze replied that it was not.

M. Barnhill addressed the conplexity of the (retirenent
and education) issues. He relayed that the governor
respectfully believed that the two issues should be treated
separately. He pointed to simlarities between the
governor's plan and the Legislative Finance Division (LFD)
plan presented in the CS. Both plans sought an
appropriation in excess of $1 billion and both had a

certain anount of nobney on a go-forward basis from FY 16
nmoving forward that would be used in the form of state
assi stance alongside the BSA fornula. The issue cane down
to philosophy, where there was a significant difference
between the governor's plan and LFD plan. He detailed that
LFD plan contenplated the possibility that the TRS trust
fund would exhaust in the early 2050s. He el aborated that
the type of plan could be referred to as a "pay-go" plan.
Wereas, the governor's plan proposed fully funding the TRS
trust fund in order to secure promses nmade to defined
benefit teachers. He stressed the inportance of the
phi | osophi cal difference. He communi cated that the governor
was unwilling to contenplate the possibility that the state
could run the TRS trust fund dry in the future; therefore,
he had put forward a plan that from an actuarial
perspective would fully fund the system Under the
assunptions nmade, there was not a risk that the trust fund
would run dry. He noted that the admnistration found it
probl ematic that under the bill's plan there could be an
economc downturn at any tinme that would threaten the
econom c security of the TRS trust fund; the governor's
plan did not begin with that assunption.
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2:59:18 PM

M. Barnhill comrunicated that nmany people were inpacted by
TRS;, currently there were approximately 6,500 active
defined benefit teachers across the state and close to
12,000 defined benefit TRS retirees. Wen dependents were
factored in there were over 30,000 people inpacted by
current decisions on TRS. The adm nistration did not want
to send the nmessage that it would be okay to let the trust
fund exhaust prematurely.

Co-Chair Stoltze asked if the admnistration had useful
information to provide the commttee. M. Barnhill replied
in the affirmti ve.

Representative Gara asked for clarification on the docunent
bei ng di scussed.

M. Barnhill was addressing version G of HB 278. He | ooked
at pages 11 and 12 that nmde changes to the AADM formula
The admnistration believed the intent was to provide
funding for the increased enployer contribution rate for
school district enployers. He explained that under existing
| aw the school district enployer contribution rate had been
capped at 12.56 percent of payroll; the bill would increase
the cap to 32.56 percent and would provide funding for the
increased rate through changes to the AADM on page 12,
lines 17 through 25. The formula would provide funds to the
school districts to make the increased paynent. He turned
to Section 21 on pages 14 and 15. Wen the noney was
appropriated through the anended AADM fornmula to the Public
Education Fund, the DEED conm ssioner could wthhold the
funds from school districts and pay the noney directly to
t he Departnent of Revenue (DOR) for investment. The purpose
of the section was to capture the full-tine value of the
funds for investnent at the beginning of a year as they
were invested at present.

M. Barnhill relayed that the TRS actuarial rate was high
(it would be over 70 percent in the comng year); the
difference between 72 percent of payroll and the enployer
contribution rate cap of 12 percent was 60 percent.

Currently t he | egi sl ature appropri ated t he entire
difference through state assistance in the operating
budget ; the funds were sent to the Departnent of

Adm ni stration and were then provided to DOR for immediate
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investment. He relayed that by routing an additional 20
percent through the school districts there was a concern
that the funds would conme back to the state in equal
install nents over a 10-nonth period and that DOR woul d | ose
the ability to invest the funds over the 10-nonth period.
He detailed that the provision resolved the issue by
designating that the noney would be given directly to DOR

3:04: 50 PM

M. Barnhill noved to Section 25 on page 16 where the
enpl oyer contribution rate cap was increased from 12.56
percent to 32.56 percent. The bill also included an

alternative rate on lines 23 to 27. The Legislative Finance
Division had explained to the admnistration that the
alternative rate (pension benefits divided by salary) would
not take effect wuntil 2050. He addressed an earlier
guestion from Representative Gara about how the rate
increase would inpact the state (the state and the
University of Alaska were both nmenbers of TRS). Based on
information collected by the Division of Retirenent and
Benefits, state assistance had been paid on behalf of the
state in the ambunt of $2.3 nillion and $16.2 mllion on
behalf of the wuniversity in FY 13. He detailed that
approximately one-third of the total would need to be
included in each of the two entity's budgets under the
| egislation (approximately $700,000 for the state and $5
mllion for the university).

3:06: 52 PM

M. Barnhill addressed Section 27 on page 17 that would
i npl ement the pay-go provision. The section anmended AS
14.25.085 that was originally enacted into law in 2008 as
part of SB 125; the section had provided that for TRS the
state could appropriate the difference between the
actuarial rate and 12.56 percent in the form of state

assi st ance. To date the appropriations anmounted to
approximately $1.7 billion. Under changes proposed in the
bill no appropriation would be nade if the balance of the

trust funds (the anobunt appropriated to the trust fund
appropriated from the reserve account established by the
bill) and enployee and enployer contributions were
insufficient to pay anticipated benefits for the upcom ng
year. He believed the change was fairly radical. He
reiterated that the section contenplated a pay-go approach
to TRS.
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M. Barnhill addressed Section 33, page 19, lines 21 and 22
that established the Al aska Retirenent Managenent Board
(ARMB) as the trustee of a new Teachers' Pension Reserve
Fund (created in Section 35 and established as a sub-fund
of the general fund). Section 34 anended AS 37.10.220
related to the powers of ARMB. Page 31, lines 5 and 6
removed the power of ARMB to conduct past service liability
rate making, which the board had done since 2005. Page 22,
lines 7 and 8 authorized ARMB to manage the Teachers

Pensi on Reserve Fund.

3:09:52 PM

Co-Chair Stoltze wondered whether bond raters would have
concern about the state's pension reserve even if the state
was nmaking the paynents and had a record of nmaking
paynent s.

GARY BADER, CHI EF | NVESTMENT OFFI CER, TREASURY Dl VI SI ON,
DEPARTMENT OF REVENUE, deferred t he guestion to
Comm ssi oner Rodel | .

Co-Chair Stoltze requested that DOR enable M. Teal on
behal f of the House and Senate to nake inquiries of sone of
the state's bond rating agencies. M. Bader deferred to
Conmi ssi oner Rodel | .

Co-Chair Stoltze asked if M. Bader could foresee a problem
with the request. M. Bader replied in the negative.

Co-Chair Stoltze asked that M. Teal act as a fact checker
to help the | egislature make an i ndependent determ nati on.

Representative WIlson did not appreciate the admnistration
insinuating that the commttee did not take teacher
retirement seriously because it did not agree with the
governor's plan. She believed the legislature was taking
the issue nore seriously because it was working to put the
paynment pl an in statute. She wondered where the
adm ni stration planned to obtain $500 million annually for
the fund and how many years the annual paynents would be
needed.

M. Barnhill replied that the governor's plan called for

$343 nmillion for TRS annually from FY 16 to FY 36. He
referred back to his testinony that the |legislature was
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owed a huge debt of gratitude for the commitnment it had
shown TRS.

Co-Chair Stoltze referred to M. Barnhill's testinony that
there was not a gulf of disagreenment between the governor
and the | egislature.

M. Barnhill believed the statenent was fair. He detailed
that the amount of noney wunder the legislative plan
beginning in FY 16 was $157 mllion grading up over tine;
whereas, the governor's plan was $343 million. He stated
that the difference was small in terns of nunbers, but the
phi |l osophy was significantly different. He concluded that
there was a respectful disagreenent between the governor's
and | egislature's proposals.

Representative WIlson asked where the admnistration
believed the $343 mllion would cone from M. Barnhill
deferred the question to the Ofice of Mnagenent and
Budget .

JOHN BOUCHER, SENI OR ECONOM ST, OFFI CE OF MANAGEMENT AND
BUDGET, OFFICE OF THE GOVERNOR, answered that some of the
cost drivers the admnistration was working to address
(e.g. retirenent, Medicaid, growi ng prison populations, and
investnment in infrastructure) would be challenges for the
adm nistration going forward. In the inmmediate future the
general fund (primarily through petrol eum revenue) would be
the driving force in addition to the state's reserves. The
adm nistration believed that the conbination of the two
fund sources would cover the costs until gas production
began.

3:13:43 PM

Representative WIson stated that she did not hear an
answer to her question. She equated the plans to taking out
a honme nortgage. She detailed that one plan |ooked at the
state's ability to afford a 15-year loan or a 40-year | oan
based on its revenue. She opined that selecting the 40-year
pl an did not nean she took the debt |ess seriously; it just
used what she believed the state could afford. She believed
that if the state chose the 40-year debt option it could
continue to make mmjor paynents; the plans would be very
simlar if the $343 million could be infused annually. She
was interested in an apples-to-apples conparison. She
wonder ed i f t here was anyt hi ng preventing t he
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adm nistration from using the 40-year plan while providing
$343 million installments to reduce the debt quicker.

M. Boucher replied that the bill did not prohibit extra
noney from going to the fund should the |egislature or the
governor propose it. He believed the admnistration just
had a different target in terns of where it would like to
be in 25 years related to a healthy, in-tact reserve fund
(versus exhausting the funds). He stated that there was a
downside to not having a trust fund in place to pay down
t he ongoi ng debt.

Representative WIson understood that the governor's plan
used a shorter tinmefrane. She surmsed that HB 278 would
requi re an annual infusion of $343 million in order to nake
its tinmefranme shorter. She asked for verification that the
pl ans woul d get to the sane pl ace.

M. Boucher answered that the governor's plan to allocate
$343 nmillion to TRS was based on the $1.2 billion
appropriation in the first year; if a higher nunber was
used the $343 million figure would drop. He referred to the
home nortgage scenario and explained that a l|arger down
paynent would change the ongoing |evel paynent . He
explained that by short-funding the fund the nodels
indicated that the trust would be exhausted. He concl uded
that if the trust fund were to go bankrupt the only ongoi ng
revenue woul d be contributions from enpl oyers.

Co-Chair Stoltze asked if bankrupt was the correct word.
M. Boucher clarified that exhausted was a nore appropriate
term

Representative WI|son surmsed that the fund would only be
exhausted if the $343 million was not paid in. She shared
that she had purchased a car based on her husband's
projected overtime paynments; subsequently, he had not
received as nuch overtinme as planned and they had to cut in
other areas to account for the car paynent. She wanted to
ensure that the state was paying what it could afford
(accounting for Medicaid, education, and other). She hoped
that the legislature could find the $343 mllion for annual
infusions that would pay the debt off in a quicker
timeframe. However, until she knew where the noney was
comng from she did not want to give the appearance that
the funds woul d be avail abl e one year and not avail able the
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next. She opined that the funds nmay not be as easy to cone
by as believed.

Co-Chair Stoltze referred to another one of the governor's
bills (SB 138). He wondered where the funds would cone
from

3:20: 00 PM

M. Barnhill noted that Representative WIlson nade a fair
poi nt about different terns used to anortize the unfunded
liability; sonetimes the unfunded liability was |ikened to
a home nortgage. The administration had considered various
anortization terns (20 to 40 years); it had selected the
term because it believed the state could afford it. He
pointed to another option of anortizing a debt through an
interest-only loan where the interest was paid off at the
end of the loan term and the borrower was faced with paying
the principal in-full or foreclosing on the property. He
beli eved the proposal by LFD was closer to an interest-only
loan than it was to a fully anortizing |oan under any
particular term The admnistration had submtted the
nunbers to its actuary and was waiting for the judgnent. He
believed it queued up a policy discussion about whether the
state wanted to address the issue with an interest-only
approach where the entire principal would be due at the end
of the | oan period.

Representative Gara was unconfortable taking everyone's
interpretation of the bill. He discussed that at the
beginning of the year the governor had proposed a $3
billion pay-down of PERS/TRS (roughly $2 billion would be a
pay-down and $1 billion would be the annual paynent). He
understood that the idea was to put a substantial sum down
in order to reduce future annual paynents. He thought the
proposal had covered both PERS and TRS. He expressed
confusion in relation to the current debate about TRS.

Co-Chair Stoltze clarified that the proposal in HB 278
woul d bifurcate the $3 billion between PERS and TRS. He
added that it would appropriate nore to the TRS si de.

Representative Gara asked for verification that the
governor's original plan had not split PERS and TRS
paynents (roughly $2 billion would be a pay-down and $1
billion would be the annual paynment). M. Barnhill replied
that the sunmary was roughly accurate. He detailed that the
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governor's plan was $3 billion with $1.88 billion allocated
to PERS and $1.12 billion to TRS. Each allocation
enconpassed the FY 15 paynent that was due. Under the ARM
| evel dollar nmethodol ogy, $900 million of the total would
be the FY 15 paynent. Under the previous percentage of pay
nmet hodol ogy $703 million would be the FY 15 paynent.

Representative Gara wondered when the PERS and TRS debt had
been split up. M. Barnhill replied that the change had
occurred in the new CS.

Co-Chair Stoltze noted that there had been an awareness of
di scussi on.

M. Barnhill added that there were different ways of
addressing PERS and TRS. He relayed that the enployer
contribution rate cap in TRS was intended for the state to
pay nearly the entirety of the past-service liability.

Co-Chair Stoltze equated it to a single-payer system M.
Barnhill replied that the current structure reflected an
under standi ng that the debt was the state's liability.

3:25:21 PM

Representative Gara believed that all presentations to-date
had involved a conbined way to address PERS and TRS
t oget her.

Co-Chair Stoltze replied that there had not been a
governor's bill to analyze; there had been a budget
subm ssi on

Representative Gara referred to the discussion about the

governor's plan to put $343 nmillion into TRS and the plan
in HB 278 to put $157 mllion into TRS. He thought the
governor's only plan had been the $3 billion budget plan.

He wondered where the governor's plan had been related to
the $343 mllion into TRS.

M. Barnhill replied that the governor's plan was as he had
described earlier in the neeting. The governor had proposed
a $3 billion payment to PERS/TRS and to appropriate $500
mllion annually ($157 million to PERS and $343 million to
TRS) fromFY 16 to FY 36

House Fi nance Conmmittee 26 04/01/14 1:39 P. M



Representative Gara wondered whether the PERS and TRS
sections in the bill would inpact the BSA in any way. M.
Barnhill <clarified that the bill contained no provisions
related to PERS. He replied that the change in the capped
rate from 12.56 percent to 32.56 percent also included a
change to the AADM fornula that was intended to provide the
difference in funding (it was intended to hold the school
di stricts harn ess).

Representative Gara asked for the section where school
districts would be made whole by the funding. M. Barnhill
directed attention to Section 16, page 12, lines 17 through
25. Co-Chair Stoltze noted that the adm nistration was not
a proponent of the approach, which he believed added to the
veracity of M. Barnhill's statenent.

Representative Gara | ooked at page 11. He stated that there
was currently a public education fund for the types of
things the BSA was used for. He pointed to |anguage that
would allow the fund to be used for BSA-type classroom
itens, transportation, or TRS (without specifying an
amount). He wondered what would prevent the funding from
going entirely to TRS so that |ess noney went to school s.

3:31:32 PM

M. Barnhill pointed to Sections 15 and 21. The change to
the AADM was intended to provide funding to schoo
districts to make up the 20 percent difference (from 12.56
per cent to 32.56 percent). When t he | egi sl ature
appropriated the noney it would go to the Public Education
Fund. Under Section 21 the DEED comm ssioner could provide
it directly to DOR for investnent. As he understood, the
intent was to protect the tinme-value of the funds by
investing them at the beginning of the year (as they were
currently) rather than sending the funds to school
districts and bringing the noney to DOR in 10 equal
install nents over the course of a year.

Representative Gara did not see anything limting the
anount of noney that could be taken out of the public
education fund for TRS. M. Barnhill did not believe it was

the intent to take any nore funding out above the 20
per cent .

Representative Gara understood the intention, but wanted to
ensure the bill clarified the intent.
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Co-Chair Stoltze stated that the bill recognized retirenent
as a «cost driver of education. He stated that the
| egislature had intent and a track record of holding the
school districts harmess. He believed the itens were
i ndi sput abl e.

M. Barnhill believed the comments were fair

Co-Chair Stoltze discussed that the conmmittee would hear
fromM. Teal.

Representative Minoz stated that through the formula the
| egi sl ation included reinbursenent for the additional cost
to districts, but did not address additional costs to the
uni versity, DEED, the Southeast Regional Resource Center,
or the Special Education Services Agency. She believed a
better understanding of the total costs was needed. She
stated that the costs would clearly have an inpact on
future operating budgets. She stated that in the current

year the wuniversity had taken an $11 mllion cut; she
surm sed that the bill would nean an additional $5 mllion
to $7 mllion cut. She was concerned that under the bill's

plan the payoff would increase from 20 years to 40 years

but at the end of the 40 years the trust funds would be
gone and the obligation would renmain. The benefit paynments
were estimated to be around $3.5 billion for PERS and TRS

She wondered how to contenplate covering future costs
wi t hout the benefit of the trust funds.

M. Bader replied that when the trust funds were exhausted
the contribution rate (based on payrolls at the tine)
should be sufficient to cover benefits. The trust fund
woul d essentially go to zero, but the enployer contribution
rate should be enough to cover benefits. He added that if
the contributions were not sufficient, the state would have
m ssed an opportunity to have earnings of the trust fund
pay the benefits. The crux of the governor's proposal was
that benefits would be paid out of earnings and not solely
from enpl oyer contributions after the initial deposit into
t he fund.

3:36:31 PM

Representative Minoz asked what the trust funds had earned
in the past year. M. Bader replied that the funds had
earned 18.7 percent in the past cal endar year.
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Representative Minoz asked about the dollar anmpbunt of the
earnings. M. Bader responded that he would need a
calculator to provide the dollar amunt. He detail ed that
the earnings were substantially higher than what was
anticipated in the ARMB earnings assunpti on.

Co-Chair Stoltze asked about the fund's historic earnings.
M. Bader answered that historic earnings depended on the
specific tinme period. He detailed that returns for the TRS
fund over 20 years were about 7.9 percent. Returns for a
period of 3 years were nmuch higher than the 8 percent
earnings assunption. Wereas, returns were significantly
lower in 5-year period that included 2008. He el aborated
that the administration believed the governor's proposal
that would put noney into the trust fund for investnent
over a long period of tinme was preferable way to obtain
earnings due to volatility that existed in investnent
returns. He explained that investing the noney on an annual
basis (instead of over the long-term ran the risk of a
significant market decline.

Representati ve Minoz wondered what the approach did to the
state's creditworthiness and how it would inpact the
state's ability to seek financing for a gasline.

Comm ssi oner Rodell believed the plan before the conmttee
woul d raise flags with ratings agencies. She noted that the
agencies may just flag the change in a report initially.
She believed it would cause credit concerns because the
change would be viewed as a backing away from a conm t nent
made by the state; therefore, there was concern about how
the change would inpact the state's ratings in the |ong-
term She opined that agencies would take sone time to
react because they would watch to ensure that the issue was
on-going as opposed to sonething that may be corrected.
Placing itens in statute led to a nore inmediate concern
from ratings agencies. She relayed that DOR had envisioned
that the state was taking care of current liabilities so
that in 2018 the state would be in the best financial
position possible (to nake the nost flexible and | owest-

cost decisions) when it |looked for a final investnent
decision on the gasline. She was concerned that actions
considered under the bill would tie the state's hands and

would elimnate its flexibility to nmake the best decision
for the gasline and other decisions due to a deferred
liability.
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3:41: 05 PM

Co-Chair Stoltze requested that DOR enable M. Teal on
behal f of the House and Senate to nake inquiries of sone of
the state's bond rating agencies.

Comm ssi oner Rodel | replied that DOR could set up
conversations with ratings agencies. She offered to invite
state analysts as well. She provided the caveat that

rati ngs agencies were operating under a stricter regulatory
environment and would not necessarily respond to direct
proposal s. For exanple, it was unlikely the agencies would
provide an answer if they were asked whether they would
downgrade the state's rating if it took certain actions.
However, it was possible to obtain good information about
how the agencies viewed liabilities, pensi ons, debt
capacity, and other.

Co-Chair Stoltze asked Comm ssioner Rodell to work with the
committee on the issue. Comm ssioner Rodell was happy to
facilitate any conversati ons.

Co-Chair Stoltze asked for verification that DOR woul d not
be an inpedinent to the agencies' ability to provide
i nformation. Comm ssi oner Rodel | replied in t he
affirmative.

Representative Munoz referred to a prior conversation where
Conmi ssioner Rodell had discussed her experience in the
Commonweal th of Virginia, Chicago, and possibly Puerto
Ri co. She recalled the conm ssioner's coment that sone of
the jurisdictions had inplenmented a system simlar to the
one under consideration by the commttee. She believed the
conmmi ssi oner had stated that the system had been
unsuccessful. She asked for further detail.

Comm ssioner Rodell replied that she did not work directly
with Puerto Rico, but was famliar with the case history.
She detailed that Puerto R co had closed its defined
benefit systemin 2000; it had subsequently run into budget
problenms and began to rely on the trust fund to pay
benefits. At present the trust funds for the public
enpl oyees were 4.5 percent funded. For a variety of other
reasons Puerto Rico had to borrow funds on a regular basis
to manage its own cash liquidity needs; its credit rating
was currently at BB (junk-grade). The rating neant that
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bond funds were no longer allowed to buy Puerto Rico's
debt. She detailed that Puerto Rico had recently sold debt
the sane week as the State of Alaska. Alaska had sold a
one-year note at 0.001 percent; Puerto Rico had to sell 30-
year debt with a termmaturity for one year of cash at 8.78
percent .

3:46: 01 PM

Comm ssi oner Rodel | provided a second exanple that
pertained to the State of Illinois. She detailed that
II'linois had an open benefit plan; its issue related to

over extension and not funding pensions as a mechanism to
fund other state priorities. Due to the actions, the
state's wunfunded liability had grown considerably, which
inpacted the state's ability to borrow, its rating was
currently an A- (specul ative grade). The state was | ooking
at cutting benefits. She believed Al aska had been given
significant credit for continuing to fund pensions even
under revenue volatility.

Representative Minoz asked about an actuarial analysis of
the proposal. Conmi ssioner Rodell replied that Buck, the
ARMB actuary was in the process review ng the proposal. She
hoped to receive the results shortly.

Co-Chair Stoltze asked about the size of Puerto Rico's
per mmnent fund, earnings reserve, and statutory and
constitutional budget reserve accounts. Commi ssioner Rodel
replied that Puerto Rico's accounts were at zero.

Co-Chair Stoltze surmsed that the lack of funds could be
part of the reason for Puerto Rico's BB rating.
Comm ssi oner Rodel | agreed.

3:48: 04 PM

Representative Costello spoke to her understanding of the
adm nistration's proposed plan that would have the state
make |arger contributions of $343 mllion per year for a
shorter period of tinme. She believed the plan neant the
state would coast on earnings. She stated that under HB 278
the state would nmke a larger wupfront contribution and
contributions would pay for the liability. She asked how
coasting on earnings was nore reliable and secure than a
statutory commi t ment to pay t he liability W th
contri butions.

House Fi nance Conmmittee 31 04/01/14 1:39 P. M



Comm ssioner Rodell replied that she was nore confident in
putting noney in the trust fund and providing it with 10 to
20 years to earn the needed noney and to deposit additional

contributions. She relayed that the strategy equated to
forward funding. She had nore confidence in the ability of
the trust funds to have and earn the noney under ARM
managenent. She was concerned that under the contribution
scenario the needed contributions could conpete with other
funding itens. She believed a system where earnings were
generated renoved the subject from future politica

di al ogue about what to fund.

3:49: 57 PM

Representative Costello observed that the admnistration
had not commented on the interest earning reserve account
established in the bill. She wondered if it was
insignificant fromthe adm nistration's perspective.

M. Bader replied t hat $100 mllion was never
insignificant, but conpared to the scale of +the total
proposal it did not match the inportance of the phil osophy
behind the other conponent in the bill. He el aborated that
the bill contenplated that the state would invest noney in
a way that would generate the required rate of return to
fund the system The funds <could not be invested
identically to the trust funds because the departnent would
have to consider that the legislature may call on the funds
at sonme point. He believed the legislature would be
di sappointed with the departnent if there were long-term
illiquid funds that were inaccessible. He added that the
funds could be invested to earn close to what the ARMB
bel i eved the other funds woul d nmake.

M. Boucher added that when neutral parties |ooked at
things |like the reserve fund that they did not allow the
accrued interest in the nodels due to the risk of
reappropriation for other purposes. He stated that if the
primary goal was to address the unfunded liability it would
be no different than having the $100 nillion in the
constitutional budget reserve fund from the actuary's
perspective. He agreed that the noney would earn, but it
would be difficult to convince any actuary that the noney
or the earnings were dedicated towards paying the unfunded
liability.
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Representative Costello stated that wunder the governor's
proposal the $343 million would be offered as a budget item
that woul d conpete against all other demands on the genera

fund including the operating and capital budgets, cash
calls for the gasline, education, and Medicaid; whereas,

the HB 278 plan would include the funding in statute. She
asked for wverification that Conmm ssioner Rodell saw the
pl an under HB 278 as | ess certain option.

Comm ssioner Rodell replied in the affirmative. She stated
that the legislature had a history of funding the itens and
recognizing the inportance of the requests. She was
concerned that if the legislature wote it in statute that
"it mght have needed to be sonething different."

M. Boucher wunderstood that in the current proposal the
anount dedicated to TRS (outside of the education fornmnula)
would be approximately $156 mllion and would grow
annually. He surmsed it wuld be a built-in annua

increnment until at |east 2050. He believed the item would
grow to over $600 million. Although the governor's plan was
nore expensive upfront, it would remain at $343 mllion
annually. From a budgetary standpoint, the admnistration
believed that a nore predictable, stable, and higher
paynent that would ultimately fully fund the trust fund was
a better alternative.

3:54: 57 PM

Representative Costello saw the two proposals being couched
as philosophical in nature. She believed the conversation
was about whether the legislative or the admnistrative
branches provided bond raters with nore assurance. She
| ooked at the challenge in light of other chall enges facing
the state. She understood that under ideal circunstances it
would be best to pay down nore upfront to shorten the
payoff period; however, the state had other budgetary
concerns as well, which nade the pay-as-you-go plan
appealing instead of a plan that was based on earnings. She
believed that both plans had risk. She opined that it was
not possible to address a $12 billion unfunded liability
w thout risk. She asked for wverification that under the
governor's plan it was conceivable that additional paynents
may be necessary even after the schedul ed end-date.

M. Boucher replied that there was the risk. He spoke to
the difference between the two approaches. He discussed
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that a world with the trust fund was simlar to a current
situation with the constitutional budget reserve fund;
there were ongoing bills that were paid and incom ng cash
flow A trust fund to pay benefits provided a nuch |ess
risky situation than relying on enployers to consistently
make payrolls and contributions to pay benefits on a
nmont hl y basi s.

3:57: 26 PM

Co-Chair Stoltze asked M. Teal to address the commttee.
He noted that itens highlighted by Representative Munoz had
cone from an LFD docunment. He noted that the itens would be
included in a fiscal note.

Representati ve Munoz requested to hear from the university.
She believed the anmpbunt in the [LFD] neno was |ower than
the university's estinate.

Co- Chair Stoltze asked for verification that Chris
Christensen |II1, Associate Vice President for State
Rel ations, University of Alaska was present on a | obbying
function.

CHRIS CHRISTENSEN 111, ASSOCI ATE VICE PRESI DENT FOR STATE
RELATIONS, UNIVERSITY OF ALASKA, replied that he was
representing the university. He relayed that the bill would
have an inpact of approximately $7.2 nmillion on the
university (the amount was higher than the $5 mllion

mentioned earlier in the neeting). He highlighted that the
FY 15 operating budget had received a $15.9 mllion
unal | ocated reduction; the budgets covered |ess than 40
percent of fixed cost increases the university would have
in the comng year for items such as pay raises and the
opening of four new buildings. He comunicated that the
university would need to reallocate $28 million internally
through cuts to operations, existing progranms, or by
rai sing new revenue. He comented on the large size of the
figure. He stated that under the bill's proposal if TRS was
unfunded it would create a hole of $35 mllion that the
university would have to begin covering on July 1, 2014. He
did not know where the funds would cone from The
university had created a defined contribution Optional
Retirement Plan (ORP) in 1990; 16 vyears prior to the
creation of other state defined contribution plans. He
detailed that the plan was optional but nmany faculty
menbers had opted in over the years because they wanted a
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portable plan they could take el sewhere, which was why the
i mpact would only be $7.2 mllion. He comunicated that it
had always cost the university and state |ess noney for
university enployees to be enrolled in ORP as opposed to
TRS or PERS; the state had saved approximately $90 nmillion
since the plan's creation. He detailed that 24 years
earlier the Board of Regents had decided to start getting a
handl e on the university's retirenent costs. The university
requested funding for the rate increase if adopted.

Co-Chair Stoltze requested that the university keep the
| egislature involved in the conversation in the future. He
appreci ated having the informati on on the record.

4:01: 33 PM

M. Teal spoke to the fiscal note. He communicated that
there were two issues with the university's funding |evel
There was no intention for there to be a reduction to
university funds. The bill's intention was to include
fiscal notes that restored funding to the four agencies in
addition to school districts. He stated that the formnula
addressed school districts; there were four agencies that
could not be affected by the fornmula. He relayed that a
couple of ways to get funds to the entities included using
current statutes to pay off their share of the unfunded
liability and to leave the rate the sanme. He stated that
there were ways to get the entities noney to pay just as
was done for school districts. He did not know what option
the commttee may choose, but it was not a new issue. He
knew that the university was preparing the fiscal note.

4:03:45 PM

M. Teal recognized that M. Bader, M. Boucher, and M.
Barnhill all understood the issue. He addressed the
testinmony that the governor's plan secured prom ses and
that the trust fund would not be exhausted prematurely. He
believed the statenents inplied that the plan under HB 278
did not secure retirement. He understood existing concerns
about the retirement plan. He reassured the conmittee that
any plan under consideration was intended to pay benefits
when due. He stressed that the benefits were not in danger.
The pl ans used the sane nunbers with di fferent
phi |l osophies. He believed the governor's plan was solid
because in intended to pay benefits when due, but no
| egi slation had been proposed to change the schedule of
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paynent s. He paraphrased earlier testinmony that the
adm nistration did not want the plan in statute and wanted
to have flexibility. He believed flexibility inplied that
the administration wanted the ability to pay |less than the
$343 million or the statutory rate. He relayed that w thout
a change in statute the state would owe the full statutory
rate. He detailed that paying $343 million did not conply
with statutes. He explained that under the governor's plan
the legislature could always choose to reduce the anount
paid; if the state needed liquidity for a gasline or other
projects it could choose to reduce paynents to statute. He
believed there was protection built in under the plan in HB
278; the rate was set in statute. He believed the nortgage
analogy wused by the <committee was appropriate; t he
| egi sl ature could choose to pay nore.

Co-Chair Stoltze asked M. Teal to respond to the proposa
in the CS.

M. Teal replied that the flexibility of having the rates
in statute was that state assistance was relatively |ow
The legislature could choose to pay higher annual paynents
than the anount the bill would set in statute. He relayed
that paynents did go up with payroll, but $600 mllion in
2050 was less than the $150 million to $160 nmillion that
woul d be paid at present; the cost rose with inflation. He
el aborated that the nunmbers in real terns would remain at
the $150 mnmllion to $160 mllion level. The second
protection was a cash infusion plus contributions on an
annual basis that should pay benefits until the state could
move to a pay-as-you-go plan. Additionally, the bill
created a reserve fund as another backup; if the trust fund
was insufficient noney would be transferred from reserves.
He confirmed that from an actuarial perspective the trust
fund woul d not be counted as part of the system reserve. He
asked how annual appropriations could be counted as a
given. He did not believe there was any guarantee that $343

mllion would be paid annually under the governor's pl an.
4:09:46 PM

M. Teal opined that using reserve was not essential; it
was a hel pful buffer, but was not the underlying issue. The
bill included a provision that made the state the payer of

|ast resort. He disputed the admnistration's testinony
that the trust fund could run out of noney prematurely. He
el aborated that the fund would run out of noney when
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benefits could be paid strictly with contributions at a
rate of 32 percent or |lower. The state would becone a payer
of last resort if anything happened; there were several
| ayers of protection built in for the trust fund and future
benefits. He disagreed with the adm nistration's conparison
of the bill's plan to an interest-only |Ioan. He stated that
unfunded liability nmade sense in a big-bal ance approach to
the system which neant having a large trust fund and using
earnings to make the paynents. He opined that there was
not hi ng wong wi th the approach.

M. Teal addressed relying on contributions rather than
earnings. He stated that the big balance related to the
timng of contribution paynents; it was possible to nmake
paynents at present, to build up a balance and then coast
or to pay them | ater when benefits were due. Under the pay-
go plan there was not a balance, which resulted in an
unfunded Iliability. He contended that it was a nonsense
nunber because there was a plan to pay the benefits wth
contributions, not with the trust fund. He reiterated that
the plans constituted a difference in philosophy; one
coast ed on ear ni ngs and t he ot her assuned t hat
contributions were nore reliable. He stated that the latter
was nore stable and predictable. He relayed that there
would be a balance of $10 billion or nore if the state
relied on earnings; reliance on an 8 percent return neant
that the state could pay benefits as long as it earned $800
mllion per year. He stressed that if there were zero
earnings in one year the state would be $800 mllion short,
which neant a contribution from the state would be
required. He questioned where the noney would conme from
The nunbers in the plans were very simlar because costs
were very simlar. He reiterated that one plan required
significant noney upfront and coasting versus what he
characterized as the nore affordable route of |ower
contributions. He did not believe there was a great
difference between the plans. He relayed that the plans
becane identical if the legislature chose to allocate $343
mllion annually instead of the required anmount. He
guestioned how bond rating agencies would react if the
state fell off its schedule.

Co-Chair Stoltze hoped the conmmttee would get to discuss
the issue with bond raters. M. Teal hoped to have the DOR
comm ssioner involved in a conversation wth the bond
rater. Co-Chair Stoltze replied that it was the intention.
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M. Teal <concluded that both plans under consideration
woul d work. The choice pertained to which plan was nore
af f or dabl e.

4:14:53 PM

Representative Gara referred to PERS. He did not believe
t hat ei t her pl an under consideration was bad. He
communi cated that he had supported a plan simlar to the
governor's in the past. He opined that one of the benefits
of infusing an extra $2 billion cash infusion (plus another
$1 billion that was already owed) the state's annual
paynents would be significantly lower. The cash infusion
woul d bring annual paynents down to $500 million for 20
years. He believed the plan would |eave nobney to fund
infrastructure, children's services, and other inportant
itens. He surmsed that if nothing was done the annual ARVB

recommended paynents would be well over $1 billion per
year, which neant |ess noney for other itens. H's concern
with the bill's plan was that it began with a |ow paynent

of roughly $100 mllion for TRS;, however, the PERS
conponent would also need to be paid. He referred to
earlier testinony that in the future the TRS portion would
exceed $600 nillion per year and paynents would go on for a
| onger period. He noted that in the nortgage world people
preferred to take out shorter nortgages if they could
afford it. He surmsed that the governor's plan left nore
noney on the table to address the state's needs over the
| ong-term

M. Teal chose not to address the PERS issue because it was
not included in the bill. He confirned that the bill called
for TRS paynents that escalated over tinme; however, he
stated that the payments in real dollars did not escal ate
by much. He added that they would increase due to increases
in payroll and inflation. He stated that in real dollars
$600 mllion 40 years out was worth less than $160 nillion
in current dollars. He argued that the governor's plan took
$343 mllion off the table every year; whereas the bill's
plan left $200 mllion nore per year on the table (which
woul d decline over tinme). He explained that the whol e point
was that people chose a lower term nortgage if they could
afford it. He agreed that the cheapest way to solve the
problem was to pay the entire unfunded liability off at
present. He remarked that people chose 30-year nortgages
not because they were cheaper, but because they were nore
affordable. That was the call the legislature had to neke.
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He noted that the issue centered on how rmuch noney should
be left on the table for other things.

4:20: 07 PM

Representative Gara did not believe M. Teal was wong, but
he preferred the governor's approach. He would al so be nore
confortable if the governor's plan was included in
legislation. He contended that the $500 mllion annual
paynent under the governor's approach would be reduced in
real dollars just like the $600 million in the future was
less in real dollars. The problem was that the state's
revenue was not increasing with inflation. He noted that
state revenue was declining and wondered how it played into
t he issue.

M. Teal replied he had been instructed to find a plan that
wor ked. He noted that any nodel that did not pay benefits
was a nonstarter. He comunicated that the situation was
different than that in |Illinois or Puerto R co. He
enphasized that the paynent plan needed to work. He
detailed that the needed return under the pay-go plan was
as low as 4.8 percent. He believed the earnings estimates
under the bill's plan were actually wunderstated. He
observed that if earnings exceeded expectations the state
could contribute less later on. He did not want to begin
with an assunption that the state would earn optimstic
returns. He had been instructed to keep a cash infusion
bel ow $3 billion due to concern about naintaining reserves.
Third, benefits were fixed; the governor's plan had to pay
the sanme benefits that any other plan had to pay. Gven a
down paynent and the fact that the debt would be paid off
the question became how nuch was required on an annual
basis and for how long, which was the only difference
bet ween the plans. The concern was not so nuch about which
plan was cheapest in the long-term but about which was
cheapest for the next 10 to 15 years when there may be a
cash call for a gasline and other itenms. The plan in the
bill reduced annual <costs at the consequence of higher
paynents | ater on.

4:24:19 PM

Co-Chair Stoltze asked if nenbers had any additiona
guestions about the TRS conponent of the bill.
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Representative Holnmes directed attention to pages 13 and
14. She observed that the section changed the percentage of
a district's basic need used to calculate required | ocal
contributions from 45 to 40 percent. She asked for detail
on the proposed change.

M. Teal answered that as TRS paynents were run through the
foundation forrmula the funds were added to basic need. He
detailed that basic need would be increased in every
district and was totaled by $150 million or nore per year.
In nmost communities the required |local effort was unrel ated
to BSA and basic need in any way; the paynent was 2.65
mlls nultiplied by a property. He detailed that in the
North Sl ope Borough, Skagway, and Val dez due to expensive
nonresi dential property it became a huge anount of noney;
therefore, the ambunt was limted to 45 percent of basic
need. He elaborated that if basic need was going to be
i ncreased by the large sum 45 percent of basic need would
be increased. He explained that the school districts
received their share of the $150 million, but it did not
add to the total they had to spend. Reducing the required
| ocal contribution from 45 percent to 40 percent allowed
school districts to escape paying tax on the TRS porti on.

Representative Holnmes asked for wverification that the
provi sion was not intended to change the amount of | ocal
contribution once the funds were funneled through the
formul a. The i nt ent was to hol d required | ocal
contributions steady. M. Teal replied in the affirmative.
He added that it only applied to three communities.

Representative WIson surmised that the districts would
look at the 2.65 mlls or the 40 percent; whichever was
nore. She wondered if the 2.65 mlls could be |owered. M.
Teal replied in the affirmative. He elaborated that if the
communities paid 2.65 mlls they would pay significantly
nore noney; the 40 percent would cap their ocal
contribution. He confirmed that the 2.65 m |l rate could be
changed; it would not change the anobunt received by schoo
districts, but would shift costs from local to state or
vice versa. He expounded that if the mll rate was
increased costs wuld be shifted from state to |oca
government; whereas, a reduced rate neant the state would
pay nore.

Representative W/Ison wondered whether the change from 45
percent to 40 percent would alter the anount the three
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districts received fromthe state. M. Teal replied in the
negative. He detailed that it was a rough attenpt to keep
the district's current contributions the sane. Basic need
was increased; the districts would receive the sane anount
of nmoney, only the share would differ. He elaborated that
40 percent of basic need plus TRS was equal to 45 percent
of what the districts currently received.

Representative WIson surmsed that the adjustnent was
necessary because the TRS conponent had been added. M.
Teal replied in the affirmative.

4:30: 08 PM

Representative Gara spoke to the anmounts of noney the BSA
raised for various districts under the bill. He referred to
an $8 mllion deficit in the Fairbanks school district. He
asked for wverification that the bill raised roughly $6.5
mllion [for Fairbanks]. M. Teal did not know.

Representative Gara referred to projections that under the
bill the BSA increase would result in an extra $6.5 mllion
for Fairbanks. He wondered if LFD had |ooked at the
figures. M. Teal replied that he had only |ooked at
totals.

Co- Chai r Stoltze interjected that conci se docunents
including the information would be provided to the
conmittee.

Representative Gara asked for verification that the noney
projected to be raised assumed that the $25 mllion
included in the operating budget (and distributed as if it
was BSA fundi ng) remai ned.

M. Teal replied in the affirmative. He noted that the bill
was seen as "what does this bill do." He did not know what
the legislature would decide on the noney in the operating
budget .

Co-Chair Stoltze surmised that M. Teal assuned the npney
was new. M. Teal replied that his assunption was that the
bill raised the BSA by $185. He elaborated that if the
operating budget conference commttee took the Senate
position that included $100 mllion outside the BSA there
woul d be substantial noney designated for school districts.
However, if the decision was nade that the $185 increase
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al l oned other funding to be reduced to zero, it would back

off $25 million of the increase.
Representative Gara asked if the $25 mllion was no | onger
in the budget the BSA increase under the bill would be

roughly $100 less than projections. M. Teal replied that
the BSA increase in the bill was $185. He relayed that if
the operating budget outside of the formula noney were
renoved the effective increase would fall to $85.

Co-Chair Stoltze remarked that irrespective of other
actions there would be $185 in the BSA;, with the additional
increment the figure would increase to $243. The BSA woul d
increase by $301 in two years' tine.

4:34: 24 PM

M. Teal replied in the affirmative.

Co-Chair Stoltze stated that the increases would all be
per manent, but were "not subject to the vagaries of year-
to-year appropriations.”

Representative Gara noted that no one |egislator spoke for
another legislator; however, he had concerns about a
statenent he had heard that the $25 mllion would be
renoved. He surmised that if the $25 nmllion was renoved
the BSA increase in the bill would be $85. M. Teal replied
in the affirmative.

Co-Chair Stoltze asked nenbers to provide anendnents to his
office by 5:00 p.m that day.

HB 278 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ OURNVENT

4:38:21 PM

The neeting was adjourned at 4:38 p. m
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