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AN ENDOWMENT FUND FOR PUBLIC SCHOOLS IN ALASKA

Alaska has a unique need and opportunity to develop the financial
nears to sustain public education in Alaska well beyond the balance of
this century. Interest in building such a sustaining source of revenues
has been growing in recent months, not only among school districts and
municipalities but also among state legislators. The ctr.cept being
advanced under the rubric of an endowment for public schorls is neither
new nor complex. Simply stated, it proposes that the state set aside a
portion of its surplus revenues in an investment fund, the earnings of
which would be appropriated by the legislature to support public schools.
The sice of the fund and its investment performance would determine the
proportion of public school expenditures the endowment could support.

The earnings and how they are to he distributed would remain subject to
the normal appropriation and legislative powers of the State Legislature.

Investing surplus revenues to support future governmental functions
or specific public purposes is also not new to Alaska. The Alaska
Permanent Fund, tlie Alaska Renewable Resources Corporation, and numerous
other enterprise and special revenue funds all lay a claim of one sort
or another on public revenues. Although these various tate investment
funds differ in important ways, they nonetheless represent ample prece—
dent fcr the practice of investing public fund®s to support public purposes.

Indeed, the vehicle necessary to implement the public school endow—
ment concept may already exist in Title 37.14 of the Alaska Statutes.
That statute, entitled the Public School Fund, mandates that one-half of
one percent of total receipts » “rived from the management of state land,
including royalties and bonuses, be transferred to the fund. The prin—
cipal of the fund is retained for investment, and the carning3 of the
fund may only be appropriated for the support of education. The Com—
missioner of Revenue manages Lhe Public School Fund, subject to the ove* -
sight of a five-member advisory committee. Altlough current contribut 10ns
to the fund ar.* nominal (less than three million dollars has accutnul.icd
to date), tin fund and the authorizing legislatio>may provide the f ame-
vork for builling a long-term financial base for piblic education.

Numerous questions about the need for and wis lom cf creating a large
education endowment have already been raised, and many others are likely
to follow. Among the more frequently raised issues are:

1, Is not Financing Education a Loc. nonsihility?

Unlike many public services, education is n ¢ istitution.nl obliga—
tion of the state. Much to Its credit, Alaska is in thj forefront of
most states In affording each school-.*.to child in equal opportunity to
sec .re a basic public education. Thi Alaska Srhuol Foundation Program
ont rer. that every school district ir Alaska will rccui”o sufficient funds
to tffi r Its children n basic ed,,u.;ti n, regardless of the district"s
relative wealth or poverty.
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3. How Much Money V."ould Have to Go into such a Fund to
Sustain a Significant Portion of Public Schools®™ Expenses?

Petroleum revenues now comprise approximately 95 percent of this
year’s total state revenues. Current estimates of contributions to the
Alaska Permanent Fund, at the mandatory rate of 25 percent, report an
accumulation of approximately 17.6 billion dollars by 1995. Assuming
an investment return of 10 percent, the Fund would yield an estimated
1.75 billion dollars in 1995, about 105 percent of the projected total
public school®s budget for that year. Thus, a 20-percent rate of con—
tribution to the endowment fund (computed on the same basis as the Perm
nent Fund) would ensure the availability of approximately 94 percent of
public schools® revenue requirements in 1995.

U. Does not the Permanent Fur.d
Accomplish the Purpose of the Endowr t?

Ho, unlike the Permanent Fund, the earnings from the endowment
could only be used to support education, not to make cash distributions
to citizens or to support governmental operations in general.

Inasmuch as public education comprises almost a third of the state"s
budget and is clearly n constitutional responsibility of the state, it
seems both prudent and timely to pursue a means of securing long-term
financial security for our public schools. Furthermore, as illustrated
above, the projected earnings of the Permanent Fund at current rates of
contribution are insufficient to cover both future public education
costs and a reasonable portion of other governmental operations.

One alternative to the endowment that is frequently advanced is
simply to increase the rate of contribution to the Permanent Fund.
This alternative neither appears to enjoy broad legislative or public
support nor does it clearly establish the high financial priority that
the state has historically given public education. Unlike additional
contributions to the Permanent Fund, which are likely to be the subject
of much debate and disagreement, safeguarding the financial fuLurc of
public education is a public goal which enjoys broad popular support.
In short, the endowment is the more likely and certain means of securing
a long-term financial future for public education in Alaska.

5. V."ould not the I.cgir.lature he losing Control
of the State"s Budget hv Creating the Endowment?

Ho, under tlie endowment fund concept, public schools would remain
subject to the appropriation powers of the Alaska Legislature and to
oilier powers granted to organized local governments. Both the amount of
the earnings to he used for public schooling and tlie distribution of the
earnings among school districts would be determinations made by the
Alaska Legislature, much as they are today. Presumably, the Alaska
School Foundation Program would continue to serve as the formula for
computing how much n.ney each school district would receive, and the
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Currently, the state pays 100 percent of the expenses of twenty-
one rural school districts (REAAs) and 78 percent of the costs of
thirty-one local school districts (including Anchorage). The rtr.aining
22 percent of revenues for the local school districts cones largely from
local property *-axcs. This year, in an effort to provide relief for
propert> tax payers, the Legislature nay enact legislation to reimburse
communities for their local taxes and thereby finance 100 percent of all
public school expenses in Alaska.

Numerous states which have relied heavily in the past upon local
sources of revenue, mainly local property taxes, to support public
education have been successfully challenged in the courts, for example
California in Serrano v. Priest, 1971, and New Jersey 1in Robertson v.
Cahill, 1973. These states are now required by their respective state
supreme courts to find alternative means of equitably financing public
education.

For states facing fiscal deficits, court mandates to reorganize the
financing of public education pose a most serious problem; for Alaska,
the possibility of such mandates reinforces the wisdom of using today"s
surplus revenues to build a sustaining source of future revenues for
funding public education in the years ahead. Furthermore, an endowment
for public schools would ensure that local property taxes would not be
required to bear the major burden of financing public education should
oil revenues begin to diminish in the 1990s, as presently forecast.

2. Does Alaska Really Need an Endevment Fund?

If further substantial discoveries of oil are made on state lands
before the end of this decade, the answer may be no, not for .another ten
years; however, until such discoveries are made, the answer is unequivo—
cally yes.

Last year the state appropriated approximately 400 million dollars
.J support the operation of our public schools. This amounts to over
twice the value of the repealed personal income taxes. Even it we were
to combine all personal, business, sale-, and property taxes of state
and local governments last year (excluding oil-related income), we could
not have financed last year®"s education budget, not to mention other essen—
tial state and local governmental services. These conventional sources
of revenue simply cannot support today"s level of operation, much less
sustain public education in future years. By 1990, inflation and growth
of the student population will push ntntc aid for public education to
one billion dollars; by the year 2000, state aid will total approximately
2.3 billion dollars. Furthermore, any expansion of public education
services, such an vocational education, 1is likely to push the required
revenue estimates higher still. Clearly, sore means of generating reve—
nues other than through conventional taxes will be required if Alaska is
it* continue to meet its conailtutlon.il mandate and provide a quality
education for Its school-age children.
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legislative process would fix the total amount of earnings to be appro—
priated each year. Thus, under the endowment proposal, the process of
funding public schools would remain similar to what it is today; only
the source of revenues would be altered.

In summary, the endowment fund is a sound and opportune proposal.
It would secure the future of public education in Alaska and ensure that
all children of our state will have an opportunity of getting a good

education.
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AN ENDOWMENT FUND FOR PUBLIC SCHOOLS IN ALASKA

Alaska has a unique need and opportunity to develop the financial
means to sustain public education in Alaska well beyond the balance of
this century. Interest in building such a sustaining source of revenues
has been growing in recent months, not only among school districts and
municipalities but also among state legislators. The concept being
advanced under the rubric of an endowment for public schools is neither
new nor complex. Simply stated, it proposes that the state set aside a
portion of its surplus revenues in an investment fund, the earnings of
whici. would be appropriated by the legislature to support public schools.
The size of the fund and its investment performance would determine the
proportion of public school expenditures the endowment could support.

The earnings and how they are to be distributed would remain subject to
the normal appropriation and legislative powers of the State Legislature.

Investing surplus revenues to support future gover u.*intal functions
or specific public purposes is also not new to Alaska. The Alaska
Permanent Fund, the Alaska Renewable Resources Corporation, and numerous
other enterprise .ind special revenue funds all lay a claim of one sort
or another on public revenues. Although these various state investment
funds differ in important ways, they nonetheless represent ample prere—
dent for the practice of inventing public funds to support public purposes.

Indeed, the vehicle necessary to implement the public school endow—
ment concept may already exist in Title 37.14 of the Alaska Statutes.
That statute, entitled the Public School Fund, mandates that one-half of
one percent of total receipts derived from the tan lagcment of state land,
includ’ng royalties and bonuses, be transferred to the fund. The prin—
cipal of tin: fund is retained for investment, and the earnings of the
fund nay only he appropriated for the support of education. The Com—
missioner of Revenue manages the Public School Fund, subject to he over—
night. of a five-member advisory committee. Although current contriliutions
to the fund are nominal (less than three million dollars has accumulated
to date), the fond and the authorizing legislation may provide the frame—
work for building a long-term financial base for public education.

Numerous questions about the need for and wisdom of creating a large
education endowment have already been raised, and many others are like’y
to follow. Among the more frequently raised issues are:

1. Is not Financing Education a Local Responsibility?

Unlike many public services, education is u constitutional obliga—
tion of the state. Much to its credit, Alaska is in the forefront oi
most mates |In aifording each school-age child an equal opportunity to
secure a basic public education. The Alaska School Foundation Program
ensures Ib. every school district in Alaska will receive sufficient lunds
to oflcr its children a basic education, regardless of the district's
relative wealth oi poverty.
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Currently, the state pavs 100 percent of the expenses of twenty-
one rural school districts (REAAS) and 78 percent of the costs of
thirty-one local school districts (including Anchorage). The remaining
22 percent of revenues for the lronl school districts comes largely from
local property taxes. This year, in an effort to provide relief for
property tax payers, the Legislature may enact legislation to reimburse
communities for their local taxes and thereby finance 100 percent of all
public school expenses in Alaska.

Numerous states which have relied heavily in the past upon local
sources of revenue, nainlv local property taxes, to support public
education have been successfully challenged in the courts, for example
California in Serrnno v. Priest, 1971, and New Jersey in Robertson v.
Caliill, 1973. These states are now required by their respective state
supreme courts to find alternative means of equitably financing public
education.

For stutcs facing fiscal deficits, courc mandates to reorganize the
financing of public education pose a most serious problem; for Alaska,
the possibility of such mandates reinforces the wisdom of using today"s
surplus revenues to build a sustaining source of future revenues for
funding public education in the years ahead. Furthermore, an endowment
for public schools would ensure that local property taxes would not be
required to bear the major burden of financing public education should
oil revenues begin to diminish In the 1990a, as presently forecast.

2. Does Alaska Really Need an Endowment Fund?

If further substantial discoveries of oil are made on state lands
before the end of this decade, tins answer may be no, not for another ten
years; however, until such discoveries are made, the answer is unequivo—
cally yes.

List year the state appropriated approximately 400 million dollars
to support the operation of our public schools. This amounts to over
twice the value of the repealed personal Income taxes. Even If we were
to combine al. personal, business, sales, and property taxes of state
and local governments last year (t"XCI’idIn] oll-relatcd income), we could
not have financed last year®s education budget, not to mention other essen—
tial state and local governmental services. These conventional sources
of revenue simply cannot support today"s level of operation, much less
sustain public education in future year i. by 1990, infInti 1 and growth
ot the student population will push Mate aid for public education to
one billion dollars; by the year 2000, state aid will total approximately
2."» billion dollars  Furthermore, any expansion of public education
services, such as jc.il ion.il education, 1is likely to push the required
revenue estimates higher still. Clearly, none means of generating reve—
nues other than through conventional taxes will be required if Alaska Is
to continue to meet its constitutional mandate and provide a quality
education for its school-age children.
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3. How Much Money Would Have to Go into such a Fund to
Sustain a Significant Portion of Public Schools®™ Expenses?

Petroleum revenues now c aprise approximately 95 percent of this
year®s total state revenues. Current estimates of contributions to the
Alaska Permanent Fund, at the mandatory rate of 25 percent, report an
accumulation of approximately 17.6 billion dollars by 1995. Assuming
an investment return of 10 percent, the Fund would yield an estimated
1.75 billion dollars in 1995, about 105 percent of the projected total
public school®s budget for that year. Thus, a 20-percent rate of con—
tribution to the endowment fund (computed on the same basis as the Perma—
nent Funu; would ensure the availability (f approximately 96 percent of
public schools™ revenue requirements in 3995.

6. Does not the Permanent Fund
Accomplish the Purpose of the Endowment?

flo, unlike the Permanent Fund, the earnings from the endowment
could only be used to support education, not to make cash distributions
t9 citizens or Lo support governmental operations in general.

Inasmuch as public education comprises almost a third of the state’s
budget and 1is clearly a constitutional responsibility of the state, it
seems both prudent and timely to pursue a means of securing long-term
financial security fo” our public schools. Furthermore, as illustrated
above, the projected earnings of the Permanent Fund at current rates of
contribution are insufficient to cover both future public, education
costs and a reasonable portion of other governmental operations.

One alternative to the endowment that is frequently advanced is
simply to increase the rate of contribution to the Permanent Fund.
This alternative neither appears to cijoy broad legislative or public
support nor docs it clearly establish the high financial priority that
the state has historically given public education. Unlike additional
contributions to the Permanent Fund, which arc likely to he the subject
of much debate and disagreement, safeguarding the financial future of
public education is a public goal which enjoys broad popular support.
In short, the endowment in the more likely and certain means of securing
a long-term financial future for public education in Alaska.

5. Mould not the Legislature be Losing Control
of the State"s Budget by Greating the Endowment?

No, under the endowment fund concept, public schools would remain
subject to the appropriation powers of the Alaska Legislature and to
other powers granted ,n organized local governments. Roth the amount nl
the oarnlnps to lie used for public schooling and the distribution of the
earnings among school districts would be determinations made by the
Alaska Legislature, much as they are today. Presumably, the Alaska
School Foundation Program would continue to serve an the formula for
computing how much muney each school district would receive, and the
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legislative process would fix the total amount of earnings to be appro—
priated each year. Thus, under the endowment proposal, the process of
funding public schools would remain similar to what it is today; only
the source of revenues would be altered.

In summary, the endowment fund is a sound and opportune proposal.
It would secure the future of public education in Alaska and ensure that
all children of our state will have an opportunity of getting a good

education.
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