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Referred: Finance Cjmvel -
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Original sponsor: Larson
BY THE HEALTH, EDUCATION AND
IN THE HOUSE SOCIAL SERVICES COMMITTEE
CS FOR HOUSE BILL NO. 119 (HESS)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to the area cost differential for

school districts; and providing for an effective
date."”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. FINDINGS. The legislature finds that by making an adjust-
mentto the existing K-12 statutory area cost differential, as recommended
in arecent Legislative Budget and Audit Study, the funding formula will be
more equitable as to the true cost of education, for all districts of the
state.

* Sec. 2. AS 14.17.051 is amended to read:

Sec. 14.17.051. AREA COST DIFFERENTIAL. The area cost differen-

tial for a school district is as follows:

School District Area Cost Differe
Adak 1.29 [1.27]
Alaska Gateway 1.14 [1.19]
Aleutian East 1.33

Aleutian Region 1.31

Anchorage 1.00

Annette Island 1.08 [1.03]
Bering Strait 1.40 [1.39]
Bristol Bay 1.33 [1.27]
Chatham 1.10 [1.03]
Chugach 1.20 [1.14]
Copper River 1.13 [1.14]

HB0119B CSHB 119 (HESS)
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Cordova

Craig
Delta/Greely
Dillingham
Fairbanks

Galena

Haines

Hoonah

Hydaburg
Iditarod

Juneau

Kake

Kashunamiut
Kenai

Ketchikan

[KING COVE
Klawock

Kodiak

Kuspuk

Lake & Peninsula
Lower Kuskokwim
Lower Yukon
Matanuska-Susitna
Nenana

Nome

North Slope
Northwest Arctic
Pelican

Petershburg

CSHB 119 (HESS)

.20
.08
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.03
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.04
.10
.08
.33
.00
.10
.37
.00
.00
.27]
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.49
.43
.10
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Pribilof
Railbelt

SAND POINT

Sitka

Skagway
Southeast Island
Southwest Region
St. Mary"'s
Tanana

Unalaska

Valdez

Wrangell

Yakutat

Yukon Flats
Yukon-Koyukuk

Yupiit

the next three fiscal

HBO119B

to the area cost differential

years,

* Sec. 3. The Department of Education

in sec.

[1.
[1.

1.27]

1.00

1.05

1.08

1.33

1.37

1.33

1.29

1.08

1.00

1.20

1.36

1.33

1.40

[1.
[1.
[1.
[1.
[1.
[1.

[1.
[1.
[1.
[1.
shall

30]

23

04]
31]
30]
30]
27]

11]

08]
46]
34]

41]

implement the changes made

2 of this Act,

beginning July 1,

* Sec. 4. This Act takes effect July 1,

1989.

1989.

in equal amounts over

CSHB 119(HESS)
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House Bill 119 An Act to Change Area Cost Differential by
Representative Ronald Larson would change the portion of the
public school foundation law that compensates a district for
the cost associated with "doing business™ in a particular
geographic area. The area cost differential formula is a
companion but separate from the formula that compensates for
number of students, size of schools and number of communities
within a school district.

The ACD Study was undertaken following the request by various
individuals and groups alleging the ACD established in 1987,
when the public school foundation formula was revised, was not
accurate as it was taken from information that was collected
by election district rather than school district and based
only on personnel cost (didn"t include operation cost). The
Legislative Budget and Audit Committee contracted with the
McDowell Group to prepare a study with recommendations that
showed by school district:

1. personnel costs

2. operation costs
3. revenue and expenditure data per student

Presently the ACDs range from 1.0 to 1.46. HB119 calls for
ACD from 1.0 to 1.49. Changes were modest resulting in 42 of
the 53 districts changed by 5 points or less and only half of
all districts (29) changed by less than 3 points. Eleven
districts remained the same.

The concern that lead the Legislature to seek a study also
lead to the appropriation of 3.5 million dollars for the
express purpose of correcting any inequities found to exist
as a result of this study.

Analysis by the Department of Education shows there will be no
additional cost if the ACD were amended as called for 1in
HB119. Although the purpose of the study was to insure
appropriate compensation for the cost of business rather than
to reduce public school expenditures, the Tfindings do show it
would require less funds if the proposed ACD were in effect.
The information provided by the Department of Education shows
the need for approximately $200,000 less for the 1988-89
school year. The 3.5 million appropriated for correcting
inequities will now be available for reappropriation and will
most likely be reappropriated to fund a supplemental needed
for the foundation program; thereby preventing the need to
prorate the foundation program to all school districts in
Alaska.



Anchorage Urban Influence Area: The Anchorage Urban Influence Area
recommended differential is 1.00 for the three districts of Anchorage,
Matanuska-Susitna and Kenai Peninsula. The Kenai Peninsula study result is
actually 1.01, similar to some urban Southeast districts and is not considered
statistically significant. Further, the Kenai district is compensated an extra
16% per student by the foundation formula for lower density and multisites.
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April 17, 1989

Hep. C. E. swaekhammer
House of Representatives
p. 0. Box V

Juneau, AK 99811-3101

Dear Swacks

Pursuant to your request for administrative oostB tor schools in the Kenai
peninsula Borough located across the water or off of the rood system as
compared to sohools on the road system, we submit the following information.

The schools we ogerate that arc not connected to the road system have an
enrollment of 352 students and a direct administrative cost of 8316,924 for
next year, or an average per pupil cose of $900. This compares to an
enrollment of 8,125 students and $4,058,381 at an overtge coat per pupil of
$499 for our schools located on the road system.

The above costs represent the direct adminisltrative costs associated with each
respective building and do not include the additional costs incurred by the
central office administrative staff to provide services to schools located off
of the road system. In order for central office personnel, i.e.
superintendent, director of curriculum, director of special education and
maintenance workers to provide services to schools off the road system, it is
necessary to purchase air service, charter air service or barge service in
addition to the additional travel time required by the staff.

The communities where we operate schools not located on the road system arei

Tyonek English Day
Seldovia Razdolna
Port Graham Voznesenka
Beluga

While our administrative costs are higher for these schools, we find that our
educational and operation of plant costs ore also higher on a per pupil basis.

| hope you find this information useful in your deliberations in Juneau.
Best Regards,

ybul

Pred Pomeroy
Superintendent

md
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1. Continue support for the existing foundation funding formula. Consider
alterations to the unit value and the area coat differential.

Basically, we support the existing foundation funding formula. However,
we would recommend that two areas of the formula be adjusted; unit value and
the area cost differential for the KPBSD.

The basic unit value is currently $60,000. We believe this figure should
be adjusted to reflect any rise inthe CPI. Theunit value appears to be the
most logical factor in the formula to adjust for inflation. For example, if

the CPl increased one-half of one percent, -the unit value would become
$60,300.

The area cost differential is the factor in the foundation formula that
recognizes the higher costs of performing school business in Nome as compared
to Anchorage or any of the 55 school districts.

Currently Fairbanks, Mat-Su, Anchorage, Juneau and the KPBSD all have an
area cost differential factor of 1.00. The KPBSD maintains that our
operational costs per student are higher than the other districts mentioned
because of our geographic difference, 1in particular four schools across the
water (English Bay, Port Graham, Seldovia and Tyonek).

For example, air fare alone isa significant cost item. Whenever it 1is
necessary to transport studentsand staff to the road system for various
meetings and activities we incur costs beyond the norm. Specifically, air
fares are as follows:

English Bay/Homer Round Trip - $64.71
Port Graham/Homer Round Trip - $64.71
Seldovia/Homer Round Trip - $39.22
Tyonek/Kenai Round Trip -$260.00/charter

During the 1986-87 school year additional freight costs for flying food
and school supplies to Tyonek, Port Graham, English Bay and Seldovia were as
follows:

Tyonek - $1,536.00
Seldovia - $2,130.06
English Bay - $2,098.42
Port Graham - $1,426.36
Total $7,190784
Barge costsfor fuel 1into Port Graham and English Bay involves four trips

at $2,850 pertrip for atotal of $11,400.

Barge costs to Tyonek to transport large maintenance and supply items was
$8,500.

The KPBSD energy cost study as shown in Chart | relates that our fuel
costs were the highest at English Bay and Port Graham with Seldovia in the
fourth highest cost position.



Our rationale for a higher area cost differential factor is further
documented by the following:

1. The Alaska Geographic Differential Stub"? prepared for the State of
Alaska by the McDowell Group shows the Kenai region with a 1.01
factor or IX above the Anchorage area. See Chart 1.

2. The Cooperative Extension Services, University of Alaska, in a "Cost
of Food at Home Study"™, March, 1987, showed Kenai with a factor of
1.06 or 6X higher costs than Anchorage. A similar study in
June, 1987, showed Homer at 1.23 or 23X higher than Anchorage, and
Kenai at 1.09, or 9% higher than Anchorage, See Charts 111 and 1V.

In conclusion, it is our understanding that $200,000 was appropriated
during the last legislative session to perform a definitive area cost
differential study. To date, we are unaware of any study that would have
further documented the need for adjustments in this area of the formula.
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Robert Weinstein
SUPERINTENDENT
April 4, 1989

Representative Johnnie Ellis
Alaska House of Representatives
Pouch V

Juneau, Alaska 99811

Dear Representative Ellis:

Due to the limited time this morning for testimony regarding HB 119, 1 was
unable to present the position of the Southeast Island School District with
respect to this legislation, I am therefore submitting our position in

written form.

The School District generally supports the revised differentials as some
appropriate corrections are made, and certain |Inequities in the current
formula are reduced.

When the original differentials were proposed, | did a considerable amount
of research and expressed a great deal of concern regarding the appropri—
ateness of using household cost data to reflect the relative costs of operat—

ing school districts.

Two of the major subindices used Inappropriately were for housing and
transportation, which alone accounted for between 40 and 50% of the
household costs In each area of the state. The current study appears to
correct this and similar problems with the earlier data, and more accurate—
ly reflects the cost of school district operations. It certainly shows what
people in this area hav3 been saying: the area differentials for Southeast
Alaska school districts were, on a relative basis, inappropriately low.

Another reason to adopt the proposed changes in some form has to do with
federal PL 874 requirements. It is my understanding that, when federal
officials reviewed the new foundation plan to determine whether It met
certain tests with respect to PL 874, so that a deduction from state aid
could be made, the plan wau approved in part because a showing could be
made that the best available data at the time was used to establish the
differentials. Now that the source of the original data is stating that
better data is now available, It seems that some type of action is appropri—
ate in order to avoid jeopardizing the current deductibility of the PL 874

funds from state foundation aid.
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A few other suggestions which come to mind are as follows:

(A) Additional consideration might be given to more regionalization of

data. For example, in southern Southeast the data Indicated that this
school district had a cost of doing business of 11% above the base.
However, the proposed differential puts us only 8% above the base.
This was so our district would not stand out in southern Southeast
among the rural districts with respect to area differentials. Given
the relative locations of the school districts in this part of the state,
that approach does make seme sense. If this were to be applied to
some other places throughout the state, such as northern Southeast
Alaska, perhaps that would reduce some of the problems perceived In
the proposed legislation In that there are differences between
neighboring towns and districts.

Consideration should be given to a hold harmless provision so that no

fB)
district loses funds due to a decrease In area differentials. If such a
provision were implemented, the area differential perhaps would only
decrease as the foundation unit increased In future years.

(C) A provision should be made for the periodic updating of data every
three to five years. This would assure thatinfuture years we are
not operating on completely antiquated data.

Sincerely,

Robert Weinstein
Superintendent



Department of Education

W11l lam Demmert DATE: December 28, 1988
Commissioner
Department of Education 4 FILE NO: FAC 1602

FROM: Tom Ryari”™Hnt SUBJECT: Foundation
Acting DIlreptoN Issues

Pursuant to your request we have analyzed the Impact of adjustments to the
foundation funding formula which would reduce the total state cost for this
program. If the foundation program Is underfunded without changes to the
statute, then a proration of basic need as required by AS 14.17.225(b) would
allow districts to exceed disparity limits. Therefore, IFf there are
Insufficient funds available to fully fund the program, rather than simply
prorate entitlements based upon a unit value which has not been fully funded,
the legislature should reduce the unit value In AS 14.17.056.

This change and others we have considered and rejected are discussed In more
detail below. We are not promoting any of these options, and we have requested
full funding of foundation program entitlements 1n our budget request.

Since FY 90 foundation Information was not yet complete at the time of this
analysis, and since the principles 1n operation are the same, our discussion
below uses FY 89 data.

1. UNIT VALUE ADJUSTMENT

A change of the unit value from S60,000/unlt to $59,500/unit (value set In

AS 14.17.056) would have reduced the FY 89 full foundation entitlement by
$5,087,010. Each subsequent reduction of $500 In the Instructional unit value
reduces the FY 89 entitlement by an Identical amount, l.e. a $1,000 change In
unit value changes the foundation entitlement by $10,174,020. Preliminary FY
90 data Indicates that a foundation unit value of $56,500 would produce a
foundation entitlement of $439,245,198 versus almost $475 million with a
$60,000 unit.

Discussion: Unit value adjustments would not create any problem with disparity
test calculations. The school district Impact appears to be balanced. If the
foundation program Is underfunded and the unit value were left unchanged at
$60,000, then a proration of basic need as required by AS 14.17.225 (b) woulct
allow districts to exceed disparity limits and jeapardlze federal funding.
Therefore. IFf there are Insufficient funds available to fully fund the program,
rather than simply prorate entitlements based upon a unit value which has not
been fully funded. It Is essential to reduce the unit value. This action
simultaneously reduces entitlements and allowed local contribution, and so
protects disparity limits.



2. INCREASE MINIMUM REQUIRED LOCAL CONTRIBUTION (MILL RATE)
IT the required mill rate alone Is changed (AS 14.17.025(1) and the celling

would be as follows:

Mills foundation Increment total saved Note:

4 $448,430,555 0 N.Slope/Valdez at 35X
4.5 435,179,047 $13,251,508 $13,251,508 Kenai reaches 35X

5 426,294,829 8,884,218 $22,135,726 Anchorage & Matsu -35X
5.5 423,660,420 2,634,409 $24,770,135 Fairbanks, Juneau

Ketchikan,Unalaska -35X
6 422,338,082 1,322,338 $26,092,473

Discussion: This change would have no effect on the disparity test. However,
It would have an unbalanced Impact on school districts: most small municipal
school districts would never reach the 35X celling, whereas the larger and more
affluent municipal school districts would reach the celling on local share and
therefore be able to appropriate less for schools. Therefore, although
foundation entitlement decreases of up to $26 million are possible with mill
rate changes alone, the burden of such changes 1s unevenly distributed.

3. CHANGE LOCAL CONTRIBUTION PERCENTAGE CEILING

IT the local contribution required by AS 14.17.025(2) Is changed so that there
Is an Increased maximum percentage (40X, 45X, or 50X, Instead of 35X) then only
the North Slope and Valdez would be affected. The Increased celling on local
share of basic need would Increase the costs for the twodistricts and reduce
the state"s cost of the foundation program alike amount. A 4mill tax In
other municipal school districts does not generate enough to reach the existing
35X celling. The changes are linear, l.e. each 5X change In the celling
changes the costs by the same amount since It Is a percentage of the same
figure: basic need.

each 5X increase costs North Slope $593,790 (based upon FY 89 figures)
each 5X Increase costs Valdez 189,840
each 5X Increase reduces foundation 783,630

Discussion: An Increase to a 50X celling by ltself would reduce foundation
entitlements by only $2,350,890. Only the two districts will be affected until
such time as the assessed valuitlon In other municipal school districts
Increases to a level at which :he minimum required tax levy meets or exceeds
the existing 35X of basic need celling.

Note: Except for North Slope and Valdez, every city borough school district
currently contributes an equivalent of a 4 mill tax levy. If the North Slope
and Valdez had the same requirement, that Is If there were a higher celling CI
no celling, then the revenue generated would exceed the basic need of those
districts by over $40 million ($38,443,979 for North Slope and $2,456,739 for
Valdez). This analysis suggests that some combination of Increased mill rate
and Increased celling on local share would Involve more school districts In
Increased local support and produce significantly more local contributions
toward education, reducing the foundation payment entitlements significantly.
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4. CHANGE LOCAL CONTRIBUTION CEILING AND MILL RATE

This change places a greater burden on a larger number of municipal school
districts and as a result more dramatically reduces foundation entitlements:

Minimum mills Maximum X celling foundation reduced

40X celling reduces state payments $16,115,669

45X 17,081,593
50X 18,047,516
A 5.0 40X 29,569,410
45X 32,197,016
50X 33,162,939
A 5.5 40X 40,865,063
45X 45,920,400
50X 48,264,381
A 6.0 40X 45,516,307
45X 59,054,732
50X 62,269,611

affects only who pays what share of basic need
therefore does not affect disparity calculations. Disparity tests are affected
only by expenditures beyond thr basic need amount.

5. REAA INTEREST COUNTED AS LOCAL CONTRIBUTION

AS 14.17.025 (d) could be changed to require regional education attendance area
school districts to contribute a local share iIn the amount of Interest
earnings. For FY 89 the amount of such earnings was projected to be
$2,211,984. This figure does not Include Interest earnings on capital project
funds, but only Interest on amounts In the general operating fund.

Discussion: Reducing state foundation payments to REAAs by Interest earned on
Investments removes any Incentive for Investment and REAAs would likely cease
the practice and eliminate the expense of managing these Investments. Such a
change would likely be counter-productive unless some incentive was retained
for Investment.
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Representative Ron Larson
House of Representatives
Alaska State Legislature
P.O. Box V

Juneau, Alaska 99811

February 13,1989

Dear Representative Larson:
The purpose of this letter is to address two questions concerning the final
district differentials from the recently completed Alaska School District

Profiles and Differential Study.

1. The Haines District inquired about adjusting their insurance differential.
On their questionnaire they reported no property insurance costs because the
administation of their insurance payments involves the Haines Borough.
However, unlike any other borough government, the sole function of the
Haines Third Class Borough is school finance and school funds were used by
the borough to pay insurance premiums of $19,613 in FY 1988, the year used
for the study. Therefore, in our professional opinion the Haines School
District should be credited with the payment of property insurance and their
insurance expenditure weight and price differential adjusted accordingly. This
would raise their geographic differential from 1.03 in our final report to 1.04.

2. In the first printing of Volume I, for which only a limited number of
copies were printed, a typographical error existed for the Valdez District in
one table in Chapter I. A 1.06 differential is shown and this should be
corrected to 1.08. The copies from the major printing contain the correct
differential of 1.08. Since the committee was given the copies of the first
printing, any proposed legislation should be checked to insure a 1.08 for
Valdez. Your office and Valdez were advised of this correction by phone in
December.

Please call if you have any questions.

Sincerely,

D. Eric McDowell
Principal

128 DIXON STREET JUNEAU. ALASKA 99801 PHONE: (907) 586-6126. 586-2593
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House Bill 119 An Act to Change Area Cost Differential by
Representative Ronald Larson would change the portion of the
public school foundation law that compensates a district for
the cost associated with "doing business™ in a particular
geographic area. The area cost differential formula is a
companion but separate from the formula that compensates for
number of students, size of schools and number of communities
within a school district.

The ACD Study was undertaken following the request by various
individuals and groups alleging the ACD established in 1987,
when the public school foundation formula was revised, was not
accurate as it was taken from information that was collected
by election district rather than school district and based
only on personnel cost (didn"t include operation cost). The
Legislative Budget and Audit Committee contracted with the
McDowell Group to prepare a study with recommendations that
showed by school district:

1. personnel costs
2. operation costs
3. revenue and expenditure data per student

Presently the ACDs range from 1.0 to 1.46. HB119 calls for
ACD from 1.0 to 1.49. Changes were modest resulting in 42 of
the 53 districts changed by 5 points or less and only half of
all districts (29) changed by less than 3 points. Eleven
districts remained the same.

The concern that lead the Legislature to seek a study also
lead to the appropriation of 3.5 million dollars for the
express purpose of correcting any inequities found to exist
as a result of this study.

Analysis by the Department of Education shows there will be no
additional cost if the ACD were amended as called for in
HB119. Although the purpose of the study was to insure
appropriate compensation for the cost of business rather than
to reduce public school expenditures, the findings do show it
would require less funds if the proposal ACD were in effect.
The information provided by the Department of Education shows
the need for approximately $200,000 less for the 1989-90
school year. The 3.5 million appropriated for correcting
inequities will now be available for reappropriation and will
most likely be reappropriated to fund a supplemental needed
for the foundation program; thereby preventing the need to
prorate the foundation program to all school districts in
Alaska.



ASSOCIATION OF ALASKA SCHOOL BOARDS
316 W. llthst. = Juneau, Alaska 99801-1510 < (907)586-1083

PCATION PAFE
D .
Cost Differentials Disicts

"The Association of Alaska School Boards isconcerned with the impact that the redistribution of the
new area differentialswill have on a number of small districts.

The impact of a decreased differential on a small districtcan be quite significant. Department of
Education projections indicate. Four districts will receive cuts in excess of 5% of iheir state aid

according to the McDowel I scenario.

School districts are currently dealing with the suggestions from the Legislature to reduce their
budgets due to revenue shortfallsfrom the State. Thiscost differential reduction tosome districts, on
top of possible reduced revenues from the State, may not provide some small districts with the
latitude to adequately adjust to the redistribution of thisnew area cost differential.

AASB encourages the Legislature to insure tha; every consideration smade to protect theeduca—
tional and operational integrity of each district inthe State of Alaska.



70 : House HESS Committee Members

FROM 5 Joe Beckford, Ass"t. Suo"t.
Sitka School District

DATE : April 4, 1989

RE : House Bills 119 & 185

House-Bill, 119

My questioning of Mr. McDowell was meant to bring out that
the area differentials are invalid as applied. In o market
bosket approach to determining a cost of living index* a wide
range of expenses impacting a total budget are compiled, jn
the school district cost survey* a relatively few expenses
are extrapolated out as if they impacted the whole school
district"s budget. While the cost of utilities*
transportation* and freight comprise a relatively smaM
portion of school district budgets* the area differentials
they represent are applied to 100% of a district"s
entitlement. The area differentials should be adjusted
according to how much of a school district"s budget goes into
expense categories truly impacted by differential costs*

This Is not being done. This and the dispersion calculations
have a compounding effect which has significantly led to the
creation of "have®s" and "have not"s"™ in state foundation
funding, it has also led to a small number of communities
which want a 900d basic educational program having to pay an
extremely hi9h amount of local funding in order to do so.

House. Rill .185

Sitka School district could add to the scenarios that other
single site school districts have provided in their testimony
to show the wholesale cutbacks in people and programs which
have occurred over the last several years? cutbacks which
were the direct result of inadequate funding through an
inequitable funding formula.

A 900d example of the problem can be shown by looking at next
year®"s <FY*90) Basic Need calculations for Sitka Schools.
Basic Need is what it should cost Sitka to carry out its
educational program with the number of students and groupings
of students <foundation units) for which it is eligible.

. The 1inadequacy of Basic Need, as a realistic cost



determinant, can toe shown by the following

- Basic Need (132-66 units x $60,000-) = $ 7,959*600.
- Sitka s salary and benefit costs * 7.85B.1PP.

$ 104,122-

After payroll expenses, Basic Need leaves the district with
$104,122- to pay the utilities < electricity, fuel oil,
water, sewer, and 9arba9e)» insurance, mandated costs (i.e.
audit, curriculum review, etc-), contracted services, and
other expenses- Basic need, at full funding is not covering
the bills let alone talk of prorotin9 the basic need by 95%-

It is my understanding that the Department has put together
an alternate proposal which would exclude Sitka and some of
the other hi9her category districts from the relief sought
under HB 185- They claim that the larger districts proposed
for this relief have efficiency of size. If you look at the
computation of Basic Need, efficiency of size has not been
token into consideration anyplace else in funding
formulations. |If you take Anchorage 3 Basic Need and divide
it by their enrollment (38,685.23), you 9et $ $4,830.17 per
pupil; Sitka 3 Basic Need (at 1657-90 enrollment) is
$4,943-245 a $ 113-07 difference. However, Northwest Arctic
School District, which is comparable to Sitka 1in size has a
Basic Need per pupil of $10,004.46.5 a $6,188-68 difference.
Where has efficiency of size been taken into consideration Iin
the foundation formulations ? The answer is nowhere, and that
is a part of the problem that the small school district
face.

The Department 3 input on this issue 1is vacuous; it has no
data or valid rationale to support its position because the
facts are very clear; small single site school districts, of
which Sitka is and should be a part, have taken a
disproportionate higher reduction in state funding than other
categories of school districts.
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