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JOINT LEGISLATIVE
HIGHER EDUCATION SCHOLARSHIP FUNDING
TASK FORCE

Meeting I| AGENDA

Friday, September 17, 2010

8:30-11:30am
Anchorage LIO, 2™ Floor Senate Conference Room, Room 220

Subject: Merit-Based Component
Chair Opening Remarks

Old Business
- Answers to Member Question

New Business: Merit Scholarship
- Review of Statutory Framework
- Review of Refined Estimate of Awardee (Student) Pool
- Review of Refined Estimate of Programmatic Cost

Member Discussion

Closing Remarks & Adjournment



Sec. 14.03.113. District determination of scholarship eligibility.

A school district shall determine whether a student who graduates from a high school in the district is
eligible for an award of an Alaska merit scholarship program scholarship under AS 14.43.810 -
14.43.850. If a student is eligible, the district shall state in the student's permanent record the highest
level of funding for which the student is eligible. A district shall provide a student with an opportunity
to request that the district correct an error in the eligibility determination.

Sec. 14.43.810. Alaska merit scholarship program established; regulations.

a) The Alaska merit scholarship program is established to provide scholarships for high school
graduates who are Alaska residents to attend a qualified postsecondary institution in the
state. ‘

b) The department shall, in consultation with the commission, adopt regulations necessary to
implement the program. The commission shall administer the daily operations of the program
and financing of the program, including the procedures for applying for the scholarships,
establishing standards for and ensuring continuing compliance with programmatic standards,
and requiring students to apply for other non loan financial aid, consistent with federal law.

Sec. 14.43.820. Alaska merit scholarship program; eligibility.

a) Subject to appropriation, the commission shall award an Alaska merit scholarship program
scholarship to an applicant who

(1) is a resident of the state as defined in AS 01.10.055;
(2) graduated or will graduate within six months from a high school in the state;

(3) has completed a core academic curriculum in high school that includes

(A) four years of mathematics, four years of language arts, four years of science, and
four years of social studies, one year of which may include a foreign language, an
Alaska Native language, fine arts, or cultural heritage; or

(B) three years of mathematics, four years of language arts, three years of science,
four years of social studies, and two years of a foreign language or an Alaska Native
language;

(4) has a minimum grade-point average in high school of 2.5 or higher;
the department shall set by regulation minimum requirements based on a
substantially similar standard for districts that do not assign grades;

(5) has achieved a minimum score on a

(A) college entrance examination; or



b)

(B) standardized examination designed to measure a student's level of preparedness
to make the transition to work, as selected by the department; and

(6) is enrolled in good standing in a course of study at a qualified postsecondary
institution in this state that is intended to result in the award of a certificate or degree.

The commission shall establish in regulatipn standards for continuing and regaining eligibility
for a scholarship.

Sec. 14.43.825. Maximum annual awards.

a)

b)

c)

d)

f)

The maximum annual awards for the Alaska merit scholarship program scholarships are as
follows:

(1) the first award level is $4,755 and requires a 3.5 grade-point average or above and a
very high minimum score on a college entrance examination;

(2) the second award level is $3,566 and requires a 3.0 grade-point average or above and
a high minimum score on a college entrance examination;

(3) the third award level is $2,378 and requires a 2.5 grade-point
average or above and a moderately high minimum score on a college entrance
examination.

A student's eligibility for a scholarship terminates six years after the date the student
graduated from high school unless the student qualifies for an extension of time allowed by
the department by regulation.

Except as provided in (b) of this section, a student receiving a scholarship may remain eligible
for up to eight semesters of enrollment in good standing at a qualified university or college,
which may include graduate courses. '

Scholarships may be awarded to a full-time student or, if a student is enrolled part time,
prorated based on the number of credits. In this subsection, "full time" means enrollment in a
course of study that is not less that 12 credits, and "part time" means enrollment in a course
of study that is not less than six credits but less than 12 credits.

The amount of a scholarship award may not exceed the amount of the student's costs of
attendance as certified by the postsecondary institution for the purposes of federal financial
aid, less any other scholarships or non loan financial aid awarded to the student.

Payment of a scholarship is subject to appropriation. If insufficient funds are appropriated to
pay all eligible scholarships, the commission shall pay existing awards on a pro rata basis.



Sec. 14.43.830. Qualified postsecondary institutions.

(a) The following institutions are qualified postsecondary institutions for purposes of awarding an
Alaska merit scholarship program scholarship:

(1) a university or college physically located in the state that is

(A) authorized to operate in the state under AS 14.48.020 or is exempt from
authorization under AS 14.48.030(b)(1); and

(B) accredited by a regional accreditation association;

(2) a career and technical school program physically located in the state that has been
included on a list of certified career and technical school programs received from the
Department of Labor and Workforce Development; the commission shall publish the
list on or before June 30 of the year preceding enrollment.

(b) The Department of Labor and Workforce Development shall, in consultation with the
Department of Education and Early Development, adopt regulations under AS 44.62
(Administrative Procedure Act) establishing criteria under which the Department of Labor and
Workforce Development shall certify career and technical school programs in the state as
eligible to participate in the Alaska merit scholarship program.

Sec. 14.43.840. Report to the legislature.

(a) To the extent permitted under law, the department, the commission, the University of Alaska,
and the Department of Labor and Workforce Development shall share data necessary to
prepare public reports regarding the program.

(b) Not more than 10 days after the convening of each regular legislative session, the
department, the commission, the University of Alaska, and the Department of Labor and
Workforce Development shall present an annual report to the public, the governor, and the
legislature containing information of public interest regarding the program, including

(2) the number of applicants and number and types of scholarships awarded;

(2) the dollar amount of scholarships awarded in past years and the dollar amount
expected to be awarded for the next year; and

(3) data and trends in the data regarding high school and postsecondary student
performance, programmatic changes, and retention and graduation rates over time.



Sec. 14.43.850. Definitions.

In AS 14.43.810 - 14.43.850, unless the context requires otherwise,

(1) "department” means the Department of Education and Early Development;

(2) "grade-point average" means the average of all grades on a four29
point scale, or five-point scale for advanced placement classes, obtained by the student in
high school;

(3) "high school" means a public or accredited secondary school in the state and a home school

program that is approved by the department;

(4) "program" means the Alaska merit scholarship program established under AS 14.43.810 -
14.43.850;

(5) "school district" means a borough school district, a city school district, a regional educational
attendance area, and a state boarding school.

TRANSITION: PROGRAM STANDARDS AND IMPLEMENTATION FOR INITIAL SCHOOL YEARS.

Notwithstanding any contrary provision of this Act, the Department of Education and Early
Development and the Department of Labor and Workforce Development, after consultation with the
Alaska Commission on Postsecondary Education, may adopt regulations under AS 44.62
(Administrative Procedure Act) to implement their respective duties under the Alaska merit
scholarship program established in AS 14.43.810, enacted by sec. 5 of this Act, so that a student

(1) may be eligible for the program even though the student did not fully meet the
required core academic curriculum for the school years beginning July 1, 2010, through
June 30, 2014; and

(2) who graduated from high school in this state after January 1, 2011, and before July 1,
2011, and meets eligibility requirements for the program may apply for a scholarship
on or after January 1, 2011, for enrollment in a program of study beginning on or after
July 1, 2011.

TRANSITION: REGULATIONS.

The Department of Education and Early Development, the Department of Labor and Workforce
Development, and the Alaska Commission on Postsecondary Education may proceed to adopt
regulations necessary to implement changes made to their respective authorities by secs. 1, 2, 5, 7,
and 8 of this Act. The regulations take effect under AS 44.62 (Administrative Procedure Act), but not
before July 1, 2011, except that regulations pertaining to applications for scholarships may take effect
on or after January 1, 2011.



Joint Legislative Task Force — Questions to UA
September 17, 2010

Representative Wilson -

Report on remedial education. Who takes remedial coutses at UA? In particular what percentage
ofincoming freshman takes remedial courses? How much does it cost to offer remedial education?

National data from the U.S. Department of Education on participation in remedial education found that
34% of all new entering college students required at least one remedial education class. Of those students
who enrolled in a community college, 43% required some remedial education. While these numbers are
alarming, more recent research on participation rates at the state level paint an even bleaker picture. Recent
state analyses conducted by ECS reveal that many states have remediation participation rates between 30%
and 40%, with some states having rates over 50%.

Bruce Vandal
“Getting Past Go”
Education Commission of the States (ECS)

University of Alaska First-Time Freshmen Taking Preparatory Coursework by Recent and Other
First-Time Freshmen Designation, Fall 2009

All FTF % Recent FTF % Other FTF %
Total Headcount

Fall 2009 3588 2355 1233

Took Preparatory Course work:

Eng & Math 689 19.2 511 21.6 178 14.4
Eng OR Math 1929 53.7 1369 58.1 560 45.4
Any Subject 1946 54.2 1383 58.7 563 45.6
Math 1632 45.4 1163 49.3 469 38
English 986 27.4 717 30.4 269 21.8
Science 23 <1 19 <1 4 <1
Dev Studies 77 2.1 63 2.6 14 1



Joint Legislative Task Force — Questions to UA
September 17, 2010

University of Alaska UA Scholar First-Time Freshmen Taking Preparatory Coursework, Fall 2009

Total Headcount, Fall 2009 444

Took Preparatory Course work: %
English AND Math 50 11.2
English OR Math 149 33.5
Any Subject 154 34.6
Math 121 27.5
English 78 17.5
Science 3 <1
Developmental Studies 21 4.7

Note- For this Analysis First-Time Freshmen are considered Recent if they are under 20 as of Sept 1, 2009
Compiled by Statewide Planning and Institutional Research

Student Credit Hours by Course Level — UA System, Fall 2009

Preparatory Lower Division Upper Division Professional  Graduate Total
10,810 190,549 49,025 5,299 17,467 273,150

For fall 2009 UA delivered 10,810 student credit hours in preparatory coursework. This is equal to 4%
of the total credit hours for that term (273,150).



Joint Legislative Task Force — Questions to UA
September 17, 2010

Senator Stevens -

Report on academic advising from the MAU’s. Who receives advising? How ate advisots
assigned? Is academic advising mandatoty? [This question was spurred by Sen. Stevens
recalling testimony by a UAA student — a seniot who claimed he had not received any
academic advising his entire UAA career.]

UA Southeast: Yes and no. Students who are placed on probation, continued on probation, teceive
an academic warning which requires mandatory advising prior to registering for future semestets.
Other students are highly encouraged to meet with an advisor but it is not mandatory.

Students are assigned based upon their degree program. If they are not in a degree progtam they are
welcome to visit the student resource center

Our advisors consist of both professional and faculty advisors. The advisors from all academic areas
(including Sitka and Ketchikan) meet monthly during the academic year for an advising meeting. A
retreat has been implemented 4 years ago for the summer months where everyone meets face to
face. An advising handbook has been developed and is posted online. The target audience is faculty
and staff advisors. The group is working on an advising syllabus intended for students.

UA Fairbanks: Academic advising is mandatory for all undergraduate degree-seeking students.
Students are assigned to advisors based on their major. Department chairs choose how students are
assigned to advisors within their department. When admitted to UAF, students are given contact
information concerning their academic advisor's department with their acceptance lettet.
Undergraduate baccalaureate students who chose "Undeclared Bachelor's" on their UAF application
are assigned advisors from the Academic Advising Center.

Degree-seeking students are not allowed to register for the upcoming semester until they have met
with their advisor and the advisor has signed their registration form. Academic advisor signatures
are also required for semester credit overload approvals; academic petitions; to audit, add or
drop/withdraw from courses after the last day of late registration; late withdrawal or audit after the
last day to withdraw; and for a late total withdrawal after the last day to withdraw.

Non-degree seeking students are not assigned an academic advisor. However, they are encouraged
to meet with one, especially if they have been academically disqualified, are taking nine or more
credits in a semester, or have accumulated 30 or more UAF credits. These students can receive
advising from the Academic Advising Center or the academic department that is most closely
aligned with their interests.

Additionally, some students may receive advising through specific programs such as Rural Student
Services, Student Support Services, Honors Program, Office of International Programs, and
Northern Military Programs.

UA Anchorage: Academic Advising is not mandatory at UAA. At the point of admission students
are instructed which department to contact for advisement. Each department assigns advisers

3
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differently, some alphabetically, some by cohort, etc. There are as many different ways of assigning
as there are departments to assign.

We feel we have had huge success with the implementation of degree works. This tool has allowed
greater clarification of requirement, allowed for simplified distance advisement and pushed student
to meet with their advisers sooner in the program cycle so that we are dealing with concerns two or
three semesters before graduation allowing for student adjustments rather than two weeks after
commencement when the student “thought” they graduated.



Joint Legislative Task Force — Questions to UA
September 17, 2010

Representative Fairclough -

1 Report on the employee tuition waiver benefit. How many credits ate utilized thtough
this program? A breakdown of who uses this benefit and costs of the progtam. Registration
processes for this benefit do employees or dependent wait until all other ‘paying students’
are registered before they register?

[The data requested to address this question was not available in time for the task force meeting. 1
will present the data at our next meeting. |

Registration processes at all MAU’s: students who utilize the Employee Benefit ate not treated any
differently — they are eligible to register according to their student status (i.e. freshman, sophomore,
graduate, non-degree secking, etc.)

Employee tuition waivers pay only for tuition. Tuition waiver forms must be turned in by the fee
payment deadline. The employee is responsible for all other fees. The employee must be employed
on the first day of instruction to be eligible. Employees who pay for a course and later become
eligible for a waiver will not be reimbursed. Late fees and payment deadlines apply to those using
tuition waivers.

2. Report on housing revenne versus costs at the MAU’s — do revenues exceeds the cost of housing? [This request was
prefaced by the statement that she - Rep. Fairclongh as does Sen. Meyer - has children attending college].

UA Southeast: Due to aging facilities and increasing cost of maintenance and repair, the costs of
owning and operating student housing generally exceeds receipts on an annual basis, and requires
support from other revenue sources.

UA Fairbanks: All housing revenue at UAF is used for housing-related expenses. Revenue is
generated from fees, rents and guest operations. On a yeatly basis any revenue earned that is in
excess to expenses is placed in an account to be used as both an emergency fund and to perform
housing-related maintenance. No funds generated from housing operations are used for non-
housing related purposes.

UA Anchorage: Revenues do not exceed costs, and in the case of UAA, the dining program
supplements our revenue in order to balance the cost of housing. Housing on its own typically ends
in the red. As a combined budget, if projected revenues do not come in and costs exceed our
projections, we still run the risk of being in the red at year end.

What impacts our budget the hardest is the $1.7M that we pay in debt service for the halls and
commons buildings. In addition, increases to payroll/benefits, increases in M&R costs as the
buildings age and increases to utilities can push up our costs. To balance this, we work to bring in
additional revenues through increased sales in dining and conferencing. We generally need to raise
student fees every year, but try to alternate housing and dining fee increases. Cost reductions are also
part of our daily language around here as we look for ways to reduce our costs or get ‘deals’ on
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things such as our latest opportunity to receive furniture from the Student Union that otherwise
would have gone to surplus.

UAA (only)

FY10 Student Housing Revenue was: $4,659,509
FY10 Student Housing Expenses were: 4,958,649
FY10 net: (299,140)

FY10 revenue for UAA Housing, catering, dining and conferencing was: $8,747,495

FY10 costs were: 8,739,673

FY10 net: $2.822



Joint Legislative Task Force — Questions to UA
September 17, 2010

Representative Seaton:

Report on students working on campus. How many students wotk on campus? What is the
annual payroll for such students? What is the effect of wotk while enrolled on student
success?

In fall 2009 UA had 1,428 student employees; 673 at UAA; 608 at UAF; 123 at UAS and 25 at SW.

Student employees at UA between Fall 2005-2009

200 2006 2007 008 009 Y% Change 2005-09
1,403 1,297 1,385 1,411 1,428 1.8

The following are excerpts from selected research on the relationship between persistence,
retention and graduation and working while enrolled.

“While the federal government has had a strong college work-study program since the inception of

the Higher Education Act in 1965, only 14 states have developed such programs. And only five of

them — in Colorado, Minnesota, New Mexico, Pennsylvania, and Washington — are very substantial.
From a student’s perspective, college work-study is hardly financial assistance. It generally involves

hard work, often in less than ideal circumstances, for modest wages. Yet research on the federal

program demonstrates that college work-study can contribute substantially to student success. Given

that more than three-quarters of all students are employed, the question isn’t whether they should

work or not but what kind of work best supports their needs. Research by the American Council

on Education shows that student in work-study jobs, who work 15 hours or less per week,

are much more likely to succeed in completing their education than students who work in o

other jobs, particularly off campus jobs.”(1) S C
mv
David Longanecker, Nov. 2008 Getting What You Pay For (page 4) 50
His full report is here: *

http:/ /www.wiche.edu/files/gwypf/dal_finaid.pdf

e About three-quarters of all four-year college students now earn a paycheck, and about
one-quarter of them work full time.

e Students can increase their likelihood of succeeding in college by enrolling in a rigorous
high school program and limiting the number of hours they work while in college.

e Risk factors that make it more difficult for students to complete college include working
full time, starting at a community college, and having parents who did not attend college.
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(1) Susan P. Choy, Access and Persistence: Findings from 10 Years of Longitudinal
Research on Students (Washington, DC: Ametican Council on Education, 2002).

Her full report is here:

http:/ /www.acenet.edu/bookstore /pdf/2002_access&petrsistence.pdf

Combining School and Work (2 articles)

1) Provide Opportunities for Work Study. Work-study positions are excellent opportunities for
foster care alumni to earn money and work in areas that encourage study and learning. Providing
opportunities to work on campus will help foster care alumni obtain additional funding to
finance their way through college while also allowing the students to get connected with
campus resources and institutional personnel. These opportunities will help foster care alumni
adjust to the college environment and persist toward degree completion.

[http: / /www.nasfaa.org /subhomes/researchhome /nasfaafostercare%20report.pdf (p 42)]

2) Students always have worked, whether full or part time, to help cover their educational expenses,
but many in higher education may not recognize how many students are working while going to
school or how much they are working. Devoting any more than about 15 hours per week to
paid work tends to affect academic performance negatively and imposes limitations on
students, such as restricting their choice of classes, limiting the number of classes they can
take or when they can take them, and reducing library access (Horn and Berktold 1998).
Such limitations may lessen students’ desire to stay in school or slow their progress toward a degree.

Students can influence their likelihood of college success beginning in high school. All students can
be encouraged to adopt behaviors associated with higher petsistence, such as enrolling in a tigorous
high school program and studying hard. They can also be encouraged to limit the number of hours

worked while attending college.

Analysts measured the independent effects of work, borrowing, and attendance on persistence,
controlling for other variables (including grades) likely to affect persistence. Both attending part
time and working more than 15 hours per week reduced the likelihood of persisting, while
working one to 15 hours per week increased the likelihood of persisting. Researchers also
found that borrowing increased students’ likelihood of persisting, pethaps by reducing their need to
work and allowing them to attend full time at higher rates. This would give them more time to
devote to their studies.

Vincent Tinto (July 2004) Student Retention and Graduation:
Facing the truth, living with the consequences.




Endowment Structure

Example A: $400 Million “Constitutional” Fund

Equivalent: Permanent Fund

Operation:

= S400 deposited to Capitalize Constitutionally-Created Fund

Invested for Long-Term Return

Earnings (520 M/yr at assumed 5% ROI) accrue to Account

Excess Earnings Inflation-Proof Fund
Account pays Scholarships

e Highest potential for Long-term
programmatic Sustainability

e Principal is “Safe”

¢ “Inflation proof”

e Earnings provide Predictable Pay-
out Funding Stream

e Earnings: Very “Safe” from
raiding if Const. protected

Necessity for Large Initial
Investment

Necessity for Constitutional
Amendment

Account is “Rare”

Higher “administrative” cost?
Subject to Market Volatility
Questionable Base for
Programmatic Evolution

e High Profile Focal Point for “State
Investment”

e Highest likelihood of attracting
outside donations

“Pandora’s Box” and the
“Christmas Tree” Effect
Earnings susceptible to “raiding”
if not Const. protected

Subject to Market Volatility




Endowment Structure

Example B: $400 Million General Fund Fund (Subaccount)

Equivalent: Power Cost Equalization Fund

Operation:

* 5400 deposited to Capitalize Fund

® [nvested for Long-Term Return

= Earnings ($20 M/yr at assumed 5% ROI) accrue to Account
= Excess Earnings Inflation-Proof Fund

= Account pays Scholarships

e High potential for Long-term e Necessity for Large Initial
programmatic Sustainability Investment

o “Tried” mechanism e Higher “administrative” cost

e Principal offers Strongest e Subject to Market Volatility
programmatic “insurance policy” e (Questionable Base for
of unprotected Fund-types Programmatic Evolution

e Earnings provide Predictable Pay-
out Funding Stream

e High Profile Focal Point for “State e Principal susceptible to “raiding”
Investment” e Earnings susceptible to “raiding”

e Strong Base for programmatic
Evolution

e Likelihood of attracting outside
donations




“Rolling Fund” Structure
Example A: Seaton Plans
Equivalent: Community Revenue Sharing

Operation:

= Progressive Fund Capitalized up to $160 Million

= Interest Bearing Fund

= Principal and Interest Earnings pay for Scholarships
= Yearly Appropriations used to Maintain Value of Fund Corpus

e Low Capitalization Hurdle

e “Tried” mechanism

e Lower “administrative” cost than
Endowment

e Greater Pay-out Stream
Predictability than Default

e Principal acts as fixed-term
programmatic “insurance policy”

e Responsive to Programmatic
Evolution

e Some likelihood of attracting
outside donations

Susceptible to Budget Volatility
Susceptible to “Budgetary
Process”

Less than Predictable Pay-out
Funding Stream

Low Likelihood of attracting
outside donations

Declining Oil Production/Revenue
Declining Federal Spending
Increasing Demand for Services
Principal susceptible to “raiding”
Earnings susceptible to “raiding”




“Rolling Fund” Structure
Example B: Meyer Plan
Equivalent: Community Revenue Sharing

Operation:

* Immediate Fund Capitalized up to $200 Million

= |nterest Bearing Fund

= Principal and Interest Earnings pay for Scholarships

= Yearly Appropriations™ used to Maintain Value of Fund Corpus
*Dividends, program receipts and other funds (AIDEA, AK Housing, ACPE)
regularly “directed” to Scholarship Fund

e Moderate Capitalization Hurdle

e “Tried” mechanism

e |dentified Fund Replenishment
Stream

e Lower “administrative” cost than
Endowment

e Greater Pay-out Stream
Predictability than Default

e Principal acts as fixed-term
programmatic “insurance policy”

e Responsive to Programmatic
Evolution

e Some likelihood of attracting
outside donations

Necessity for Substantial Initial
Investment

Susceptible to Budget Volatility
Susceptible to “Budgetary
Process”

Less than Predictable Pay-out
Funding Stream

Low Likelihood of attracting
outside donations

Declining Oil Production/Revenue
Declining Federal Spending
Increasing Demand for Services
Principal susceptible to “raiding”
Earnings susceptible to “raiding”




Default Structure

Example:  Pay-As-You-Go

Equivalent: Senate Bill 221

Operation: Yearly Appropriation to Support Programmatic Costs

e Most Routine funding mechanism e Most susceptible to Budget
e No need for “account” creation Volatility
e Lowest “administrative” cost e Most susceptible to “Budgetary
e Yearly funding most directly Process”
matches yearly programmatic e Least Predictable Pay-out
cost Funding Stream
e Leaves greatest level of e Low Likelihood of attracting
budgetary flexibility outside donations

e Most responsive to e Declining Oil Production/Revenue
Programmatic Evolution e Declining Federal Spending
¢ Increasing Demand for Services




State Fiscal “101”

Revenue and Appropriations

Joint Legislative Higher Education
Scholarship Funding Task Force

10/15/2010 Legislative Finance



Outline

* Where does the state get its revenue?
 How is the revenue accounted?
 How is the revenue expended?

10/15/2010 Legislative Finance
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Oil Revenue

* Royalty

— Leasing of state land and royalty payment as
land owner

* Production Tax
— Net profits tax on production
* Petroleum Property Tax
— Property tax on oil and gas property in state

* O&G Corporate Income Tax
— Income tax on oil and gas corporations

10/15/2010 Legislative Finance



Non-Qil (excluding investment)

» Corporate Income Tax (non-oil
companies)

* Excise Taxes
— Tobacco, alcoholic beverages, motor fuel

 Licenses and Permits
— Fishing Hunting, Motor Vehicle

» Charges for Services
— Marine Highway, other program receipts

10/15/2010 Legislative Finance



Investment Income

* GF Earnings (relatively new)
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How IS revenue accounted?

* The primary operating fund of the state is
the General Fund

— The general fund has numerous sub-funds
created by law 0 =L Sede

» Other fund types outside the general fund
include (but not limited to):
— Permanent Funds
— Fiduciary Funds ¢
— Component Units

T8
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Accounting # Budgeting

Both accounting and budgeting are fiscal systems

« Accounting focuses on recording financial
transactions
* Budgeting is more the enactment of a fiscal plan

— Budget processes are dependent upon the
accounting of past and current year expenditures and
revenue

* Accounting follows generally accepted
accounting practices (GASB)

« Budgeting does not follow a stringent set of rules

10/15/2010 Legislative Finance 8



How is revenue expended?

» Legislature has the Power of
Appropriation

— No expenditure of state funds w/o an
appropriation

 Legislature appropriates funds based on
levels of discretion

10/15/2010 Legislative Finance



Levels of Discretion (Highest to
Lowest)

Fund sources (revenues) grouped according to
levels of discretion

— Unrestricted General Funds
— Designated General Funds
— Other State Funds

— Dedicated Funds

10/15/2010 Legislative Finance 10



Dedicated

* Very little discretion how appropriated

* Article IX, Section 7 of the Constitution
prohibits the dedication of revenue to any
special purpose
— Exceptions:

o Article IX, Section 15 — Permanent Fund

 Dedication prior to Statehood
* Federal

10/15/2010 Legislative Finance 11



Other State Funds

« Little discretion how appropriated

 Although not dedicated, funding sources in the
group typically are restricted in some fashion

— Contractual obligation
* Bonds

— Held in trust
e PERS, TRS, efc.

— Court order
 Mental Health Trust

— Legal separation
» Corporate receipts

10/15/2010 Legislative Finance
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Designated General Funds

* Designated General funds consist of fund
sources that have been “designated” for a
special purpose In statute

» Constitutional prohibition “trumps”
statutory designation

* Therefore, Legislature has complete
discretion on use of funding

« However, Legislature typically follows
statutory “guidelines”

10/15/2010 Legislative Finance 13



Unrestricted General Funds

« Complete discretion how appropriated

» Typically referenced as a measure of state
spending

« Utilized when calculating the Fiscal
Surplus or Fiscal Gap

— General Fund Revenue less General Fund
Appropriations = Fiscal Surplus or (Gap)

» Approximately 90% of GF revenue is
derived from Qil

10/15/2010 Legislative Finance 14



The Question?

* The levels of discretion play a large role in budgeting
and financing programs

« What level is best?

« Example’s:
— PCE - statutory endowment
— Revenue Sharing — rolling type plan
— Pay as you go — most state programs

Questions?

10/15/2010 Legislative Finance
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From: Louie Flora

Sent: Tuesday, October 05, 2010 10:20 AM

To: Jomo Stewart; Sen. Kevin Meyer

Subject: Draft legislation scholarship funding mechanisms

Attachments: Scholarship funding draft Alaska Scholarship fund.pdf; Scholarship funding draft

AlaskaAdvantage.pdf

Hi Jomo,

Attached please find two pieces of draft legislation that Representative Seaton has
discussed with Senator Meyer for inclusion in the Scholarship Task Force deliberations.

The first draft legislation (version M) would create a scholarship fund that operates like
the Community Revenue Sharing fund. One third of the fund would be automatically
distributed to scholarship recipients annually. If the Legislature wants to see the
program continue, they would annually replenish the fund with an appropriation equal
to the distribution. The fund would remain viable to pay the full obligation if the
Legislature did not make an appropriation for one year. If the fund is not replenished
for two years by any source and the balance falls below a benchmark level, the
administrator could stop making any new commitments to scholarship recipients while
still maintaining the obligation to students who have already been awarded a
scholarship. This version does not propose a Needs-based structure, but provides a
reliable mechanism that may be used to fund a Need-based component as well as the
existing Merit Scholarship.

The second piece of draft legislation (version B) establishes a Need-based component
through the existing AlaskaAdvantage need-based grant program. The funding
mechanism in this version is identical to the scholarship fund in Version M discussed
above, but would provide for Need-based AlaskaAdvantage grants as well as merit
scholarships.

Please distribute to Scholarship Task Force members.
Louie Flora

Staff, Representative Seaton
(907) 235-2921

file://C:\Documents and Settings\Isncmur\Local Settings\Temporary Internet Files\Conte... 10/15/2010
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HOUSE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - FIRST SESSION
BY

Introduced:
Referred:

i | ABILL
r FOR AN ACT ENTITLED
"An Act relating to Alaska scholarship awards; and establishing the Alaska scholarship

award income account and the Alaska scholarship fund."

|| BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.43.825(f) is repealed and reenacted to read:
(f) Payment of a scholarship is subject to appropriation and the availability of
funds for expenditure under AS 37.14.750. If insufficient funds are appropriated or

available in a fiscal year to pay all eligible scholarships, the commission may not

award a scholarship to a new applicant and the commission shall pay existing awards
on a pro rata basis for that fiscal year.
* Sec. 2. AS 14.43 is amended by adding a new section to read:
Sec. 14.43.835. Alaska scholarship award income account. The Alaska
scholarship award income account is created as an account in the general fund. Money
may be appropriated into the account from the Alaska scholarship fund under

AS 37.14.750 and from other sources. The commission may use the money in the

-1-
New Text Underlined [DELETED TEXT BRACKETED]




O 00 N1 QN U Ea W N e

NN N RN N RN e e e e et et bk b e e

WORK DRAFT WORK DRAFT 27-LS0078\M

account to pay scholarships awarded to students under AS 14.43.810 - 14.43.849, The
amount determined under AS 37.14.750(c) each year and deposited into the account is
the maximum amount that may be used to pay scholarships for the immediately
succeeding fiscal year. |
* Sec. 3. AS 37.14 is amended by adding a new section to read:
Article 8A. Alaska Scholarship Fund.

Sec. 37.14.750. Alaska scholarship fund established. (a) The Alaska
scholarship fund is established in the general fund for the purpose of making
scholarship payments to qualified postsecondary institutions and students under
AS 14.43.810 - 14.43.849, The fund consists of money appropriated to the fund.
Income earned on money in the fund and donations to the fund may be appropriated to
the Alaska scholarship income account established in AS 14.43.835. Money in the
fund does not lapse.

(b) Each fiscal year, the legislature may appropriate to the Alaska scholarship

fund an amount equal to 20 percent of the money received by the state during the

R

greater of

(1) $40,000,000; or

(2) the amount that, when added to the fund balance on June 30 of the
previous fiscal year, equals $160,000,000.

(c) The balance in the Alaska scholarship fund shall be determined on June 30
of each year. The department shall distribute one-third of that amount or $40,000,000,
whichever is less, for deposit into the account established in AS 14.43.835. If the fund
balance is less than $80,000,000 in a fiscal year, payments may be made only to
satisfy obligations from previous fiscal years.

(d) Notwithstanding the limitation in (b) of this section, the legislature may
appropriate any amount to the Alaska scholarship fund. Nothing in this section creates
a dedicated fund.

. (e) In this section, unless the context requires otherwise, "fund" means the
Alaska scholarship fund established in (a) of this section.

* Sec. 4. The uncodified law of the State of Alaska is amended by adding a new section to

2-
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read:

TRANSITION: ALASKA SCHOLARSHIP FUND BALANCE. Notwithstanding the
$40,000,000 limit in AS 37.14.750(b), the following amounts shall be substituted for that
amount as follows for

(1) fiscal year 2012, $15,000,000;
© (2) fiscal year 2013, $30,000,000,

-3-
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HOUSE BILL NO,
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - FIRST SESSION
BY

Introduced:
Referred:

ABILL
FOR AN ACT ENTITLED
"An Act relating to AlaskAdvantage education grant funding and to Alaska schelarship

funding; and establishing an account and fund for these purposes."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.43.410 is amended by adding a new subsection to read:
(¢) Notwithstanding the provisions of this section, payment of a grant is
subject to appropriation and the availability of funds for expenditure under
AS 37.14.750. If insufficient funds are appropriated or available in a fiscal year to pay
all eligible grants, the commission may not award a grant to a new applicant, and the
commission shall pay existing awards on a pro rata basis for that fiscal year.
* Sec. 2, AS 14.43.825(f) is repealed and reenacted to read:
(f) Payment of a scholarship is subject to appropriation and the availability of
funds for expenditure under AS 37.14.750. If insufficient funds are appropriated or
available in a fiscal year to pay all eligible scholarships, the commission may not

award a scholarship to a new applicant, and the commission shall pay existing awards

-1-
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on a pro rata basis for that fiscal year.

* Sec. 3. AS 14.43 is amended by adding a new section to read:

Sec. 14.43.915. AlaskAdvantage education grant and Alaska scholarship
award income account. The AlaskAdvantage education grant and Alaska scholarship
award income account is created as an account in the general fund. Money may be
appropriated into the account from the AlaskAdvantage education grant and Alaska
scholarship fund under AS 37.14.750 and from other sources. The commission may
use the money in the account to pay grants awarded under AS 14.43.400 - 14.43.420
and scholarships awarded to students under AS 14.43.810 - 14.43.849. The amount
determined under AS 37.14.750(c) each year and deposited into the account is the
maximum amount that may be used to pay scholarships for the immediately

succeeding fiscal year.

* Sec. 4. AS 37.14 is amended by adding a new section to read:

Article 8A. AlaskAdvantage Education Grant and Alaska Scholarship Fund.

Sec. 37.14.750. AlaskAdvantage education grant and Alaska scholarship
fund established. (a) The AlaskAdvantage education grant and Alaska scholarship
fund is established in the general fund for the purpose of making grant payments under
AS 14.43,400 - 14.43.420 and scholarship payments to qualified postsecondary
institutions and students under AS 14.43.810 - 14.43.849. The fund consists of money
appropriated to the fund. Income earned on money in the fund and donations to the
fund may be appropriated to the AlaskAdvantage education grant and Alaska
scholarship award income account established in AS 14.43.915. Money in the fund
does not lapse.

(b) Each fiscal year, the legislature may appropriate to the AlaskAdvantage
education grant and Alaska scholarship fund an amount equal to 20 percent of the
money received by the state during the previous calendar year under AS 43.55.011(g).
The amount may not exceed the greater of

(1) $40,000,000; or
(2) the amount that, when added to the fund balance on June 30 of the
previous fiscal year, equals $160,000,000.

(¢) The balance in the AlaskAdvantage education grant and Alaska
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scholarship fund shall be determined on June 30 of each year, The department shall
distribute one-third of that amount or $40,000,000, whichever is less, for deposit into
the account established in AS 14.43.915. If the fund balance is less than $80,000,000
in a fiscal year, payments may be made only to satisfy obligations from previous fiscal
years. _

(d) Notwithstanding the limitation in (b) of this section, the legislature may
appropriate any amount to the AlaskAdvantage education grant and Alaska
scholarship fund. Nothing in this section creates a dedicated fund.

(¢) In this section, unless the context requires otherwise, "fund” means the
AlaskAdvantage education grant and Alaska scholarship fund established in (a) of this

section.

* Sec. S. The uncodified law of the State of Alaska is amended by adding a new section to

TRANSITION: ALASKADVANTAGE EDUCATION GRANT AND ALASKA

SCHOLARSHIP FUND BALANCE. Notwithstanding the $40,000,000 limit in
AS 37.14.750(b), the following amounts shall be substituted for that amount as follows for

(1) fiscal year 2012, $15,000,000;
(2) fiscal year 2013, $30,000,000.
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State of Alaska
Commission on Postsecondary Education
Resolution 2010 - 03

WHEREAS, the Alaska Commission on Postsecondary Education has noted with concern
the increasing costs of education for Alaska students and the financial jeopardy from those
costs; and

WHEREAS, the percentage of Alaskans entering postsecondary education is among the
lowest in the nation; and

WHEREAS, there is a growing drop-out rate and non-graduation rate in Alaska’s
secondary schools; and

WHEREAS, there is an increasing number of entering college students needing
remediation in core subjects to progress through degree programs; and

WHEREAS, the Commission believes that the scholarship program will provide incentives
to Alaska students to attain higher performance in secondary school, complete their high school
diploma, and plan to attend postsecondary education; and

WHEREAS, the scholarships will also help lower the cost of education for students and
leave them in better financial status as they complete degrees or certifications; and

NOW, THEREFORE, BE IT RESOLVED, the Alaska Commission on Postsecondary Education
strongly urges the Legislative Task Force to propose to the Alaska Legislature the establishment
of long-term funding for both merit-based and needs-based scholarships for financial aid at
Alaska postsecondary institutions.

DATED: October 6, 2010

Dave Rees, Chair Hugh Grant
Becky Huggins, Vice Chair Pat Jacobson
Milton Byrd Spike Jorgensen
Jennifer Chambers Jim Merriner
Fuller Cowell Jan Sieberts

Sharon Charnell Gherman Lydia Wirkus



Rep. Seaton

Needs-Based Funding Recommendations:

1. Under SB 221 a need-based supplement to the merit scholarship was to be addressed
through the AlaskaAdvantage program. That program has targeted non-traditional,
older students. Seeking to make scholarship qualifications the same for non-traditional
students as for traditional leads to confusing complexity. The rigorous curriculum
required of the merit qualified traditional student does not easily apply to a student
who has been out of high school for years and the high grade point average qualification
is often not applicable for those students. The Taskforce should recommend separating
need-based awards into two programs. The current AlaskaAdvantage would serve the
non-traditional, General Education Development (GED), and older students as
prioritized for grants under the program’s current criteria. A need-based component
should also be included in the merit scholarship in order to target traditional students.

[Murray: | wonder if the inclusion of two need’s based scholarship programs would be a
problem, and | am not sure | see the need to have BOTH AlaskAdvantage and an academic
need’s based scholarship. | think the AA program could take care of both. Rep. Seaton is right
when he says below that the pool of AA would be reduced by pool of merit scholars, but
probably not by much. Statistically, as was shown in the last few presentations, many lower
income students will NOT be in a position to earn the academic scholarship. However their need
may be much greater. We can both reward good grades and enable lower income students by
offering both.]

The pool of AlaskaAdvantage applicants would be reduced by the existence of the merit
scholarship which targets traditional students via the need-based supplement. By
providing financial assistance to non-traditional students who may already be on the
road to degree completion, AlaskaAdvantage is a vital program if our goal is to increase
the educated workforce and citizenry of the State. AlaskaAdvantage could be funded
within the same mechanism as the merit scholarship and its need-based supplement but
would target criteria and goals to increase non-traditional student graduation.

2. The goal of integrating a need-based component into the merit scholarship was to
ensure that the lesser socio-economic advantaged students who qualify for the merit
scholarship would have the economic ability to use their merit award. Obviously, if
there is a large unmet need and no ability to finance those costs the tuition merit
scholarship cannot provide educational opportunity. The need-based supplement is set



at 50% of annual University of Alaska (UA) cost, less $2,000 for student work
contribution. This uncapped system creates potential for indeterminate funding liability
as UA costs increase over time. To eliminate the cost inflation liability the taskforce
should recommend to cap the maximum need-based supplement at the 2010 amount
of $4,700 as we have similarly capped the merit award at the 2010 UA tuition
amount. It would take action by a future legislature, when the facts are known, to
adjust either amount.

[Murray: It would be easier (and possibly less expensive) to eliminate the academic needs-based
scholarship in favor of one needs based program.]

Other Policy Recommendations for Our Scholarship Investments:

A goal of the Legislature in creating a merit scholarship program was to provide the
transformation pressure for K-12 to adequately prepare students for entry into college and
career/tech without needing developmental education (remedial) courses. We recognize
that remedial courses cost money and do not count for degree credit. By delaying progress
toward completion these courses quite substantially reduce the probability that the student
will ever complete the degree/certificate.

Since our investment objective is degree/certificate completion — not simply attendance —
we should look at other factors that produce delay in progress and therefore contribute
significantly to non-completion. What other policies should we institute in the scholarship
program to stimulate postsecondary education changes to incentivize completion and make
our money count? On-time completion will also become vital to Alaska institutions as a
scholarship program becomes fully implemented because the anticipated growth in student
enroliment will overwhelm available capacity if students do not progress more rapidly. The
following three suggestions are for programmatic recommendations to advance that goal.

1. The taskforce should recommend that any institution which accepts scholarship
awards will integrate an advisor/advocate program for those students.

All evidence shows that advisor/advocate programs work at all education levels. Many
designs are in use across the nation. Private institutions with traditionally high
completion rates almost always incorporate a rigorous advisor model. The University of
Nevada even aids advisors with a Course Concierge program (see attached article).
Some initiatives such as Complete College America presume advisor programs as



evidenced in discussion of retention rate metrics by the statement that colleges “can
actively work to better engage those students during their first year....” We heard
testimony that University of Alaska Fairbanks (UAF), with mandatory advisors for all
degree seekers, has a 5-year completion rate which is 50% higher than University of
Alaska Anchorage (UAA) with optional advisors for degree candidates. As the State will
be making a significant investment in the scholarship student, the institution receiving
the funds should be required to advise the student on how to remain on track toward
graduation.

[Murray: | think Seaton is on track here. Just to underscore, this only applies to degree-seeking
candidate, which almost all, if not all academic students would be. But even having this
requirement for all scholarship students, including AlaskAdvantage recipients might be a good
thing.]

2. The taskforce should recommend that institutions accepting the scholarship students
provide timely course offerings (or a course of study) that allow completion within a
two or four year course of study. This would not guarantee that all students would
progress perfectly but would mean that those who desire to move forward would be
provided that opportunity. The diversity of methods for providing access to courses for
on-time completion has never been more available to Alaska institutions. Programs such
as the Western Interstate Commission for Higher Education’s Internet Course Exchange
(WICHE ICE) or other programs through cooperating institutions permit students to take
courses from the other states’ at no more than 150% of resident tuition. It will be
important for all programs requiring more than 60 units for any AA/certificate and more
than 120 credits for BA/BS degree programs to provide students the estimation of time
for completion so they will know if their scholarship can take them through completion
and they can also assess lost opportunity cost by attending that institution.

[Murray: The estimated time completion is an important component, and while the University
should strive to see people can graduate in four years, that might be impossible in some cases,
and hard in others. To ensure that happens might mean the legislature has to dictate what
courses the University offers, especially if they are in non-compliance. And this gets even trickier
if they say they are in non-compliance for financial reasons, ie they cannot afford to offer the
courses. | am not sure that the legislature can or should dictate what courses the University
should offer. This gets into tricky territory.]

3. The taskforce should recommend that adequate progress for full-time status as a
scholarship student is an accumulation of 30 credits by the start of the sophomore
year. Scholarship students will not require postsecondary non-credit developmental
courses, as they have already completed a rigorous high school curriculum with high



Grade Point Average and ACT test scores. Accumulated dual credit, accredited internet
and summer school credits should apply. Part-time status should be available if the
student did not reach adequate course completion criteria. Momentum toward
completion is our best insurance for the success of our State scholarship investment.

[Murray: Thirty credits means a full load for the first two semesters. If a student is having
problems, then dropping a course would mean they are no longer eligible for the scholarship.
Also it is unclear whether the AlaskAdvantage students would be subject to this as well. Since
many would be non-traditional students, as indicated above, this 30-credit requirement could
rule them out as well. It would make more sense to require 27 or even 24 credit hours, or to
have a process to appeal suspension of the scholarship.]



Needs-Based Assistance

* A Needs-based component should be created/funded to supplement the Merit-based
Scholarship. By “supplement”, it is meant that the Needs-based component will be tied and
integral to the Merit-based Scholarship, creating a single Merit-/Needs-based program. Under
this unified structure, a student would have to be a Scholarship Recipient (having successfully
met all residential, curricular, testing, etc. eligibility requirements) to receive needs-based
assistance.

* A Needs-based component should be created/funded or identified/used to compliment the
Merit-based Scholarship. By “compliment”, it is meant that the Needs-based component will be
a stand-alone assistance program, operating independent of the Scholarship, and with eligibility
requirements and award protocols not necessarily reflective of those of the Scholarship.

e Understanding the Legislature wishes to further the purposes and goals of the Scholarship, it
should work with ACPE to devise a revised AlaskAdvantage award schema with allows to both
continue under its existing ethos but also allows it to reward secondary-school performance
(Scholarship recipients) and better incentivize attainment of desired academic outcomes.

Curriculum:

e The Legislature should discard the “alternative” curricular option, retaining only the one
originally proposed in the House Education Committee passed HB 297: 4yrs Math, 4yrs Science,
4yrs English, 4yrs Social Studies. ’

[ ]

[Murray: The senate education committee did this for a reason, but it certainly is not something worth
spending too much time on. The up side is that it skews our graduates toward science, math and
technology. The down is that it skews our graduates toward science, math and technology.]

e The Legislature should unify the dual-curricular tracks currently available in statute, maintaining
the highest level of rigor but also maintaining its “creative” breath (See Louisiana’s TOPS 2014):
4yrs Math, 4yrs Science, 4yrs English, 4yrs Social Studies, 2yrs Foreign/Native Language, 1yr Fine
Arts.
[Murray: The four units of math, science, English and Social studies will mean that every year a student
has to take these four courses every year. Add the two years of native language and one year of fine arts,
AND the required courses in individual schools such as health and PE, and there is little room for any
other additional courses. Originally the two years of language was an either/or deal, and you traded two
units of math and science for two units of foreign language. If it is doing to be changed, we might want
to drop back to the governor’s original formula.]
e To ensure the quality and uniformity of statewide Scholarship curricular offerings, the
Legislature should direct, and statutorily allow, the Alaska State Department of Education &



Early Development, in consultation with the Alaska State School Board and any other public or
private parties deemed necessary or beneficial, to specify the “required courses” alluded to in
statute for each educational category (Ex. 4yrs Math = Algebra 1, Algebra 2, Geometry and
Trigonometry) and define the content requirements & standards for those courses in
regulations.

[Murray: This gives the department flexibility to determine core course for Voc Ed candidates.]

UA Scholars Program

e Should the University of Alaska, at any time after full implementation of the Scholarship,
discontinue the Alaska Scholars Program (ASP), and fail to do so of its own volition, the
Legislature should reduce its yearly appropriation to the UA system by the estimated
continuation value of the ASP and direct those withheld funds to the Scholarship.

[Murray: UA Scholars money comes from their natural resources fund, which is earnings from land grant
trust fund, i.e. money generated from University properties. Currently 100 percent of that money goes to
the UA scholars program. Before the UA scholars program this money went to went to natural resource
related programs, such as mining, fisheries, oil and gas, etc. If the program did go down, they would be
docked for money that the legislature is not currently giving them.]

SAT/ACT:
e The Legislature should grant the Alaska State Department of Education & Early Development
and its Commissioner increased latitude regarding eligibility requirements (particularly SAT/ACT

standardized test scores) during the transition phase of programmatic start-up.

[Murray: This allows for the department to adapt to any changes in the national SAT/ACT testing, as well
as develop appropriate standards for and Voc Ed programs.]

e The Legislature should direct the Alaska State Department of Education & Early Development to
research, devise and/or implement an alternative Scholarship eligibility certification testing

regime to serve in replacement or addition to the SAT/ACT.

[Murray: Not a bad idea either. The ACT and SAT have lost some status as the gold standard for college
admissions recently. Currently there are more than 700 schools where the SAT/ACT is optional. |

Distance Delivery:



e Recognizing that a robust, reliable distance delivery system is essential to ensuring all students
will have a reasonable opportunity to compete for Scholarship awards, the Legislature, in
partnership with the State Department of Education, the University of Alaska, and any other
public or private parties deemed necessary or beneficial, should do an assessment of the State’s
existing distance delivery capacity and develop a plan (including cost estimates) for upgrading
said system to the required level of capability.

[Murray: This really should be done, whether there is a scholarship or not. The important question is
WHO would be doing this assessment. More than once Commissioner LeDoux said that the system was
already in place. Others say it is not.]

Scholarship Account:

¢ The Legislature should create, as a sub-account of the General Fund, an Account specifically
designated to receive, hold and distribute monies for the Scholarship.

e The Legislature should initiate and facilitate creation of a Constitutional Fund, separate and

distinct from the General Fund, Permanent Fund or Constitutional Budget Reserve Fund, into
which monies can be deposited, held and withdrawn to sustain the Scholarship.

Account Capitalization:

e The Legislature should, in a single appropriation using non-descript General Funds (Surplus),
immediately capitalize the Scholarship Fund.

e The Legislature should, by liquidating specific existing GF sub-accounts and re-appropriating
those funds, immediately capitalize the Scholarship Fund

e  The Legislature should incrementally capitalize the Scholarship Fund using non-descript
General Funds.

e The Legislature should incrementally capitalize the Scholarship Fund using Designated
program receipts and dividends, supplemented as necessary by additional General Funds.

e The Legislature should set the maximum Scholarship Fund value at:

o $160 Million

$200 Million
o $400 Million
o Higher

o

No Cap



Appropriation
Academic
Needs based
reinvenstment

Fund Balance

Next 10 years

Year 7

$
35,000,000.00

$
20,556,621.00

$
10,000,000.00

s
4,443,379.00

S
177,828,804.47

$
352,553,846.77

Year |

$
120,000,000.00

s
8,221,935.00

$
4,000,000.00

S
107,778,065.00

s
107,778,065.00

$
237,702,648.27

Year 8

S
35,000,000.00

$
20,556,621.00

s
10,000,000.00

s
4,443,379.00

S
191,720,244.70

s
375,181,539.11

Year 2

S
35,000,000.00

S
14,389,278.00

$
7,000,000.00

s
13,610,722.00

s
118,166,968.25

S
254,587,780.68

Year 9

S
35,000,000.00

s
20,556,621.00

$
10,000,000.00

s
4,443,379.00

$
206,306,256.93

$
398,940,616.06

Year 3

s
35,000,000.00

S
18,502,029.00

S
9,000,000.00

S
7,497,971.00

s
129,075,316.66

s
272,317,169.71

Year 10

s
35,000,000.00

s
20,556,621.00

S
10,000,000.00

s
4,443,379.00

s
221,621,569.78

S
423,887,646.86

Year 4

$
35,000,000.00

s
20,556,621.00

s
10,000,000.00

s
4,443,379.00

s
140,529,082.50

s
290,933,028.20

Year 5

$
35,000,000.00

s
20,556,621.00

$
10,000,000.00

s
4,443,379.00

s
151,998,915.62

S
310,479,679.61

Year 6

$
35,000,000.00

S
20,556,621.00
$
10,000,000.00

S
4,443,379.00

s
164,598,861.40

S
331,003,663.59



The “Next Ten Years” row shows the growth of the fund after the first ten year, but just does not include the specifics of the
appropriations and pay outs.



Heather Beaty

From: Murray Richmond

Sent: Thursday, November 04, 2010 5:04 PM
To: Heather Beaty

Subject: Att. Sen. Joe Thomas

Boss,

Here are the graduation requirements for the FNS school district; You’ll notice they require 22 and half credits.

If a student takes 4 years of math, science English and Social studies, that is 16 credits. Add to years of foreign language,
and that brings it up to 18. Throw in a year of fine arts and we are now at 19. The district requires one and half units of
PE and a half unit of health. So add two more and we are now at 21 units. That means that a student would only get to
choose one other course (drama, music, yoga, etc) their entire high school career.

Now some electives could come in the social studies block, possibly. For instance, my daughter took Women'’s history at
West, which is probably considered a social studies course. Creative writing would be an English course.

it was recommended that the foreign language be added to the science, math, social studies and English, which might be

considered an overload of required courses.

Subject
English
Social Studies

Ls TW's
& G § Tenmara et Science
g e ”’ Mathematics
Cmady 17 _ _
’ Physical Education
Health
Electives
Total Credits
Murray Richmond
Legislative Aide

Senator Joe Thomas
(907) 456-8161

# of Credits
4

3-1/2  Alaska Studies required
3
3 Algebra | required
1-1/2 **
1/2
7
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Senate President Gary Stevens
. State Capitol Room 111
Juneau, AK 99801-1182

Speaker of the House Mike Chenault
State Capitol Room 208
Juneau, AK 99801-1182

Dear President Stevens and Speaker Chenault,

This report is submitted to the Legislature by the Joint Legislative Higher Education Scholarship Funding
Task Force, established by the 26™ Alaska State Legislature under Senate Bill 221 to “examine higher
education costs and identify the best approach in providing financial aid to assist students in the state”.

Pursuant to this purpose, the Task Force has spent the interim performing three of the duties outlined in
SB 221. These included evaluating how best to provide long-term and sustainable funding for state
provided financial aid, evaluating proposals pertaining to financial aid opportunities and taking public
comments on financial aid opportunities in the state.

Having completed all these assigned duties, the Task Force now respectfully submits the attached report
in fulfillment of its fourth and final duty: “recommend improvements or additions to the laws providing
for financial aid at postsecondary institutions.” Those recommendations, along with supporting
justifications and documentation, as included herein.

Respectfully,

Senator Kevin Meyer,
Chairman, Joint Legislative Higher Education Scholarship Funding Task Force
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Executive Summary

Throughout the fall of 2010, the Scholarship Funding Task Force, established by Senate Bill 221
during the 26" Alaska State Legislature, performed an analysis of higher education financial aid
policy in an effort to arrive at a set of recommendations for providing financial assistance for
the post-high school education and training of Alaska students.

Specifically, the Task Force had been asked to consider options to ensure a long-term and
sustainable funding stream for the newly created Alaska Scholarship program (Scholarship) and
other state-provided financial aid. To do this, the Task Force solicited input from professionals
with knowledge and expertise in education, administration, financial aid and governmental
budgeting. It also took public testimony from groups and individuals (including current
postsecondary students) who would benefit from or be impacted by the new program. The
Task Force performed an in-depth analysis of the existing and potential components of the
Scholarship and then, finally, reviewed the budgetary means and mechanisms available to the
State to sustain programs like the Scholarship.

In a series of meetings, the Task Force reviewed the legislative history of the Scholarship, from
inception to passage into law, and examined the form and function of the merit-based
scholarship program created in statute with passage of SB 221. The Task Force also considered
needs-based financial aid and examined the State’s existing needs-based education assistance
program — the AlaskAdvantage education grant program. Finally, the Task Force reviewed the
budgetary tools available for supporting state-sponsored programs and analyzed structures the
State might use to fund and finance the Scholarship.

Within the context of these reviews, evaluations and analyses, the Task Force formulated a
consensus opinion on the funding strategy members agreed would be most efficient and
effective in placing the Scholarship on a firm and enduring financial footing. It also considered
numerous structural conditions and modifications through which the State’s scholarship and
financial aid systems might be strengthened to support the optimal functioning of the
Scholarship.

This work of the Task Force formed the basis for the following recommendations to the
Legislature and the State.

Implementation of these recommendations is expected to provide the structure necessary for
the Scholarship to meet its two great promises: Its promise to Alaska that it can raise student
academic performance by raising expectations, and its promise to students that, if they
challenge themselves and achieve academic success under a highly rigorous curriculum, the
State will reward them with a Scholarship.

Executive Summary Page i



Summary of Recommendations

Funding and Finance

e The Legislature should immediately create a Scholarship Fund for the Scholarship
program.

e If possible, the Scholarship Fund should be immediately capitalized to the point
where it can be both self-sufficient and self-sustaining.

e Otherwise, the Scholarship Fund should be incrementally capitalized to a minimum
balance of $160 million using sources which have been positively identified and with
revenues that have been affirmatively designated.

Merit-Based Component
Curriculum:
e No immediate amendment should be made to the Scholarship curriculum until its
yearly reporting can provide the data to serve as a factual basis for such alterations.

e The Department of Education & Early Development should specify the “required
courses” not specifically delineated in statute for each curricular subject area and
define the content requirements and standards for those courses.

Distance Delivery:

e The Legislature should do an assessment of the State’s existing distance delivery
capacity and, should it be necessary, develop a plan (including cost estimates) for
upgrading the Department of Education & Early Development’s capacity to provide
virtual program or distance-delivered secondary courses.

Needs-Based Component
e Todirectly support Scholarship awardees, a capped needs-based supplement should
be reintegrated into the Scholarship.
e To assist all students, however, the Legislature should continue its support of the
AlaskAdvantage grant program but do so at higher than historic levels.

e The supplemented Scholarship and AlaskAdvantage grant programs should be
programmatically separate but should be funded through the same mechanism,
under a funding formula which ensures adequate support for both.

Other Policy Recommendations

e Any institution which accepts Scholarship awards should integrate an
advisor/advocate program to assist Scholarship awardees in expediting the students’
time to education program completion.

Executive Summary Page ii



Summary of Recommendations

e Institutions accepting Scholarship awardees should make their best effort to provide
course delivery structures that allow for two and/or four year certificate/degree
completion timelines.

Executive Summary Page iii
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Introduction

Throughout the fall of 2010, the Joint Legislative Higher Education Scholarship Funding Task
Force (hereafter referred to as the “Task Force”), established by Senate Bill 221 during the 26™
Alaska State Legislature and in accordance with the Purpose and Duties described therein
(Attachment 1), performed an examination of higher education financial aid policy options
relative to student success in its effort to arrive at a set of recommendations for providing state
financial assistance to Alaska students for post-high school education and training. Specifically,
the Task Force was asked to consider options for securing a long-term and sustainable funding
stream for the Alaska Scholarship (hereafter referred to as the “Scholarship”), and other state-
provided financial aid meant to assist students in attending postsecondary institutions within
the State, and to offer guidance to the Legislature on how it might best achieve that goal.

In furtherance of its statutory mandate, the Task Force solicited input from professionals with
knowledge and expertise in education, administration, financial aid and governmental
budgeting, and took public testimony from impacted groups and individuals, as it performed an
in-depth analysis of the existing and potential components of the Scholarship and the means
and mechanisms available to the State to sustain it.

The Task Force reviewed the legislative history of the Scholarship (Attachments 2 —6):
e the Taylor Plan, which served as its preliminary model
e the proposal submitted by the Governor
e the versions created by the House and Senate Education Committees
e the Alaska Performance Scholarship codified in statute today

The Task Force discussed the merit-based component of the Scholarship:
e how students become eligible
how they apply and the level of awards they can achieve
where and how recipients can use their scholarships
how many students are likely to apply for and receive awards
how much it is likely to cost the State to provide those awards (Attachment 7)

The Task Force discussed the needs-based complement to the Scholarship (Attachment 8):
e the rationale for needs-based assistance
e the proposals on the issue vetted by the Legislature
e the vehicle the Legislature used to mitigate the Scholarship’s lack of an integrated
needs-based assistance component - the AlaskAdvantage education grant program
e an estimate of the annual full cost of funding the current AlaskAdvantage grant
program to serve as the state’s needs-based assistance component
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e potential modification of the AlaskAdvantage grant program to better align it with the
student performance goals of the Scholarship

The Task Force discussed the budgetary tools available to the State for funding and financing
the Scholarship (Attachment 9):
e the revenues available for appropriation for its support
e the fund and account structures the State can create or maintain to securely hold those
funds
e the methods available to the State of ensuring the directed distribution of monies
e the advantages and disadvantages relative to each budgetary structure in relation to the
goals of the Task Force

The Task Force analyzed, as representative examples, funding and financing structures
submitted to the Task Force (Attachments 10 - 14):

e Two forms of Endowments

e Two Rolling-Account proposals

e the default, annual General Fund appropriation option

Finally, The Task Force discussed ideas for possible “improvements and additions” to the
Scholarship, in areas including:

e mandatory curriculum

e assessment alternatives

e access to education programs through distance delivery

e the postsecondary educational system

Having concluded its fact finding and subsequent deliberations, and in accordance with its
statutory mandate, the Task Force has generated a list of consensus recommendations
regarding the State’s postsecondary financial aid system in general and the Scholarship in
particular. Those recommendations, and their supporting rationales, are included in the
following report under their corresponding subject heading.
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Funding and Finance

The first duty and priority for the Task Force was to “evaluate how best to provide long-term
and sustainable funding for state provided financial aid for postsecondary institutions in the
state” with particular emphasis being given to the performance-based Alaska Scholarship.

The Task Force analyzed — as representative examples — a number of funding and financing
structures which were submitted to the Task Force. Those structures included: heavily
capitalized, constitutionally protected endowment funds; heavily capitalized, statutorily created
General Fund sub-accounts; moderately capitalized rolling-fund accounts; and, as a control
group, the pay-as-you-go default case of annual General Fund appropriations. The Task Force
also considered both the numerous revenue sources which could be tapped to provide monies
for scholarships and the appropriation mechanisms available for directing such monies to
specific programs, as well as the opportunities and challenges associated with each approach.

Relatively speaking, the ideal structure for ensuring a secure, long-term, sustainable funding
source for the Scholarship would be a constitutional account, not unlike the Permanent Fund or
Constitutional Budget Reserve, specific to the Scholarship and capitalized at a level where
revenues generated from investment of the corpus would be sufficient to not only fully fund
annual scholarship awards but also sufficient to inflation-proof the fund itself through
reinvestment. Though subject to market volatility, such a mechanism (essentially a
constitutionally protected endowment) would be highly durable, self-sustaining, more able to
attract private donations through the newly augmented education tax-credit system and more
likely to provide an adequate, predictable funding stream for the program.

However, such a constitutionally protected endowment account, due to the need for
overwhelming legislative support and a further vote of the people, would be difficult and time
consuming to create. Another substantial challenge would be capitalizing the account —
identifying and appropriating the hundreds of millions of dollars in initial investment necessary
to place the fund on the desired self-financing and self-sustaining footing.

One alternative to the constitutionally protected account was reflected in the Governor’s
original Scholarship proposal. Senate Bill 224 and House Bill 297 each called for the
establishment of a “scholarship fund” - a statutorily created sub-account of the General Fund,
to hold appropriations, donations and income earned on investments of fund assets. Such a
statutory account would have offered, though to a lesser degree, many of the same benefits as
its constitutionally protected counterpart yet, because it could be created through a purely
legislative process, would have been far easier to make and could have been established on a
timeline as compressed as a single legislative session.

This option, however, suffered from the same fund capitalization shortcomings (both in
immediacy and scale) as its counterpart. As described in Fiscal Note 2 of SB 224, the purely
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statutory endowment would still have required an initial, immediate, investment of no less
than $400 million to approach fund self-sustainability.

Attempts to mitigate these capitalization challenges resulted in proposals which functionally
resembled the revised School Bond Debt Reimbursement program. Under these designs,
termed rolling-fund accounts by the Task Force, the fund capitalization threshold was reduced
and the investment timeline extended. Under draft legislation requested for the Task Force
(Attachments 15 and 16), the Scholarship Fund would be incrementally capitalized up to $160
million over a series of years as monies were deposited into the fund in excess of those
required for distribution as scholarship awards. Such a system would represent a moderate
continuing strain on the State’s finances but would allow the Legislature to capitalize the fund
without the budgetary shock of a large, one-time appropriation. Also, though a smaller account
balance would not afford the fail-safe, in perpetuity funding security of a heavily capitalized
endowment, the corpus of a rolling-fund would provide a reasonable level of mid-term
programmatic funding assurance; allowing the State the potential of a program wind-down
while still having sufficient funds to meet its obligations to Scholarship awardees already in the
training/education pipeline.

The Task Force considered all of these account options to be preferable to the pay-as-you-go
default case of making no specific accommodation for the Scholarship and simply allowing the
Administration to submit yearly funding requests for legislative consideration.

Therefore, it is the recommendation of the Task Force that the Legislature immediately
create, through statute, a Scholarship Fund as a sub-account within the General Fund. As an
account capitalization goal, the Task Force recommends the Scholarship Fund account balance
to be an amount sufficient to allow the Scholarship Fund to be wholly self-sustaining both for
award distribution and inflation-proofing replenishment. As an optimal capitalization
strategy, the Task Force would prefer, should sufficient funds be available, immediate account
capitalization. However, recognizing this may not be possible, the Task Force recommends, as
an alternative, incremental capitalization of the Scholarship Fund to a minimum balance of
$160 million, or whatever amount the Legislature deems sufficient for it to act as a surety
account for already obligated awards.

Possible funding sources for the Scholarship are many since the State has multiple sources from
which it collects revenue (like severance taxes and corporate income taxes), multiple ways it
generates income (like investment returns, dividends and program receipts) and dozens of
existing accounts in which it is already holding money. Much of this income flows into the
General Fund and is as available for appropriation to the Scholarship as it is for any other state
program.

However, relying primarily on General Funds for support of a program is to subject it to the
uncertainty of the budgetary process by placing it in competition with all other programs for
yearly legislative prioritization and appropriation. This is a situation the Task Force, with an
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overarching interest in assuring an adequate, secure and predictable funding stream to the
Scholarship, would hope to avoid. Therefore, the Task Force advocates a funding regime which
would require General Funds as supplemental funds only, if at all.

In general, and as much as is practicable, the Task Force recommends that sources of funding
for the Scholarship by positively identified, “funds-in” revenue be affirmatively designated
and General Funds be used as necessary and in supplement only. In order of preference, from
“first place to go” to last, the Task Force advises the Legislature to fund the Scholarship Fund as
follows:

Designating Interest from Specific, Existing Accounts
Designating Program Receipts and Dividends
Designating Revenues from Specific, External Sources
Re-appropriated Assets from Liquidated Accounts
General Funds

L2 S
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Merit-based Component

Curriculum

It is the intent of the Scholarship (Attachment 17), through “increased academic rigor”, to
improve the academic performance of Alaska students in grades kindergarten through 12 and
thereby improve preparedness for postsecondary education and successful performance at
postsecondary educational institutions. As such, many Task Force discussions focused on the
dual curricular offerings embedded in the codified Scholarship.

To some, the inclusion of a “liberal arts” option, allowing for the taking of three years of
mathematics, four years of language arts, three years of science, four years of social studies,
and two years of a foreign language or Alaska Native language, represented a diminishment of
programmatic rigor, and it was argued that the State should return to the single curricular
option described in House Bill 297. To others, the inclusion of the two curricular options better
reflected the reality of individual scholastic propensity and represented no such diminishment.

Recognizing that other states, with longer established Taylor Plan-based scholarship programs,
have wrestled with this issue, and that future adjustments regarding these broad curricular
categories are always within the State’s power, the Task Force recommends making no
immediate amendment to the curricula of the Scholarship until its yearly reporting can
provide the data to serve as a factual basis for alteration.

The Task Force does, however, further recognize that broad statements regarding years of
required schooling by discipline are relatively meaningless, and the State’s goal of increasing
academic proficiency is less likely to achieve success, without a clearer definition of precisely
what courses are to be taken and what content is expected to be taught and learned.
Succinctly, course rigor is dependent on content not course titles. Therefore, to ensure the
quality and uniformity of statewide Scholarship curricular offerings, the Task Force
recommends the Legislature direct, and statutorily allow, the Alaska State Department of
Education & Early Development, in consultation with the Alaska State School Board and any
other public or private parties deemed necessary or beneficial, to specify the required courses
not specifically delineated in statute for each educational category (Ex. 4yrs Math = Algebra 1,
Algebra 2, Geometry and Trigonometry, etc.) and define the content requirements and
standards for those courses in regulation. Although the State might experience resistance to
such a move, the voluntary nature of the Scholarship vis-a-vis student curricular choices,
coupled with the size of the State’s required investment and the customary ability of
scholarship sponsors to set whatever requirements it feels most likely to achieve its desired
ends, are compelling justifications for such a move.



Task Force Recommendations | Merit-Based Component

Distance Delivery

There is concern the State, due to a lack of physical infrastructure and/or virtual secondary-
level educational content, may currently be unable to deliver, on a consistent basis, all facets of
the rigorous curriculum required by the Scholarship to all students in all locations throughout
Alaska. Therefore, recognizing that a robust, reliable distance delivery system is essential to
ensuring all students will have a reasonable opportunity to compete for Scholarship awards,
and to ensure equity in the Scholarship Program, the Task Force recommends the Legislature,
in partnership with the State Department of Education and Early Development, the University
of Alaska, and any other public or private parties deemed necessary or beneficial, do an
assessment of the State’s existing distance delivery capacity and, should it be necessary,
develop a plan (including cost estimates) for upgrading the Department’s capacity to provide
virtual program or distance-delivered secondary courses.
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Needs-Based Component

The original scholarship proposal (SB 224/HB297), as submitted, provided only for merit-based
financial assistance but was later amended to include a needs-based component that was
supplemental to the merit-based Scholarship. By supplemental, it is meant that the needs-
based component was integrated within the merit-based Scholarship, creating a single program
whereby a student would have to be a Scholarship recipient to be eligible to receive needs-
based assistance. The goal of integrating a needs-based component into the merit scholarship
was to ensure that the lesser socio-economically advantaged students who qualified for the
merit scholarship would have the ability to use their merit-based award.

However, the statute that created the Scholarship (SB 221) used the AlaskAdvantage education
grant program — an existing, stand alone program which, as a function of historic funding levels,
had only been able to provide grants to those students demonstrating the highest level of
financial need based on the methodology used in the Free Application for Federal Student Aid:
primarily non-traditional, older students - to address the possible necessity for added
assistance by Scholarship awardees specifically and the acknowledged insufficiency of state-
funded needs-based financial assistance in Alaska generally.

This was not a perfect fit as these programs were not designed to work in concert and generally
target groups which are not aligned. The AlaskAdvantage grant program has much broader
eligibility standards than the Scholarship. Seeking to make the Scholarship’s qualifications the
same as for AlaskAdvantage would greatly impair, or even eliminate, its efficacy related to its
broad-based programmatic goals just as seeking to amend AlaskAdvantage education grant’s
qualifications to mirror those of the Scholarship would render it unavailable to many of the
groups it currently serves. However, the Task Force recognizes the value of the programs, their
complementary natures and the statewide benefit of maintaining them both.

Therefore, the Task Force recommends the creation of a second needs-based assistance
program: a needs-based component, similar or identical to the one proposed in Education
Committee versions of SB224/HB297, to be reintegrated into the Scholarship. Such a
supplement will allow the Scholarship to more fully serve its high achieving, traditional student
population. However, recognizing the indeterminate funding liability potential of the need-
based supplement, the Task Force recommends the integrated needs-based component be
capped, either at a 2010 amount of $4,755 (as the merit-based portion of the Scholarship
award has been capped at the 2010 UA tuition amount) or some other reasonable figure. The
Task Force further recommends continued funding, at a level commensurate with its full
functioning, of the AlaskAdvantage grant program, allowing it to serve the non-traditional,
General Education Development (GED), and older students as prioritized for grants under the
program’s current criteria. Finally, though they are to be programmatically separate, the Task

8
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Force recommends the supplemented Scholarship and AlaskAdvantage grant programs be
funded through the same mechanism, perhaps, though not necessarily, under a funding
formula which will ensure adequate support for both.
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Other Policy Recommendations Regarding
Scholarship Investments

It is recognized that remedial courses delivered at the postsecondary level may entail public
and/or private expense but do not count for degree credit. Also, by delaying progress toward
completion, the need for remediation substantially reduces the probability a student will ever
complete a degree/certificate program. Therefore, a goal of the Legislature in establishing a
merit scholarship program was to create a source of transformational pressure on Alaska’s K-12
system - a renewed impetus for it to adequately prepare students for successful entry into
college and career/tech - and, in so doing, ensure scholarship awardees will not need to expend
time or personal capital on developmental education (remedial) courses.

Degree/certificate completion — not simply attendance — is the investment objective of the
State. It should therefore look at factors that produce delay in progress or otherwise contribute
significantly to non-completion. What other policies should be instituted in the scholarship
program to stimulate postsecondary education changes to incentivize completion and make our
money count? On-time completion will also become vital to Alaska institutions as a scholarship
program becomes fully implemented because the anticipated growth in student enrollment
may well overwhelm available capacity if students do not progress more rapidly. The following
suggestions are programmatic recommendations to advance that goal:

The Task Force recommends that any institution which accepts Scholarship awards should
integrate an advisor/advocate program to assist Scholarship awardees.

Evidence shows that advisor/advocate programs work at all education levels. Many designs are
in use across the nation. Private institutions with traditionally high completion rates almost
always incorporate a rigorous advising model. The University of Nevada even aids students
through a Course Concierge program (Attachment 18). Some initiatives such as Complete
College America presume advising programs as evidenced in discussion of retention rate
metrics by the statement that colleges “can actively work to better engage those students
during their first year....” The Task Force heard testimony that University of Alaska Fairbanks
(UAF), with mandatory advising for all degree seekers, has a five-year completion rate which is
50% higher than University of Alaska Anchorage (UAA) with optional advising for degree
candidates. As the State will be making a significant investment in the scholarship student, it is
reasonable for the State to request that institutions receiving those funds advise that student
on how to remain on track toward graduation.

The Task Force recommends that institutions accepting Scholarship awardees should assist
them in maximizing the value of their awards by providing timely course offerings (or courses

10
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of study) that allow for completion of certificate and/or degree programs within a two- or
four-year course of study.

This would not guarantee that all students would progress perfectly but would mean that those
who desire to move forward would be provided that opportunity. The diversity of methods for
providing access to courses for on-time completion has never been more available to Alaska
institutions. Programs such as the Western Interstate Commission for Higher Education’s
Internet Course Exchange (WICHE ICE) or other programs through participating institutions
permit students to take courses not otherwise available to them. It will be important for all
programs requiring more than 60 units for an AA certificate and more than 120 credits for a
BA/BS degree to provide students the estimation of time for completion so they can reasonably
assess the probability of their Scholarship funding their education through completion and
make further arrangements as appropriate or necessary.

11
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Attachment 1

Joint Legislative
Higher Education Scholarship Funding

Task Force
Membership:
Chair: Senator Meyer
Vice-chair: Representative Seaton
Senate House
Senator Johnny Ellis Representative Peggy Wilson
Senator Lyman Hoffman Representative Wes Keller
Senator Gary Stevens Representative Anna Fairclough
Senator Joe Thomas Representative Chris Tuck

Administration
Department of Education: Eddy Jeans, Education Policy Coordinator
University of Alaska: Saichi Oba, Assodate Vice President
OMB: Karen Rehfeld, Director
ACPE: Diane Barrans, Director
AK State Board of Education: Esther Cox, Chair

Purpose: Examine higher education costs and identify the best approach in
providing finandal aid to assist students in the state.

Duties:
® Evaluate how best to provide long-term and sustainable funding
for state provided finandial aid for postsecondary institutions in
the state, including scholarship opportunities

®= Evaluate proposals that are based on available facts and
condusions pertaining to financial aid opportunities at
postsecondary institutions in the state.

=  Recommend improvements or additions to the laws providing for
financial aid at postsecondary institutions.

=  Take public comments on finandal aid opportunities in the state.
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Attachment 2

TAYLOR PLAN - Louisiana (2014 Graduates)

CURRICULUM*

Four (4) years of math

Four (4) years of Language Arts
Four (4) years of Science

Four (4) years of Social Studies
One (1) year Fine Arts

Two (2) years Foreign Language

*Specific required courses spelled out in publications

MINIMUM ACHIEVEMENT

° 2.5 or higher cumulative GPA
° Composite ACT of 20 or above

STANDARD AWARD

State-paid tuition at any public two- or four-year college, university or vocational/technical school or
equivalent award at any in-state private institution.

ADDITIONAL AWARDS
° $400 for students with a GPA of 3.5 or better, and ACT of 23 or higher
° $800 for students with a GPA of 3.5 or better, and ACT of 27 or higher

Attachments Page 3



Attachment 3

GOVERNOR’S PERFORMANCE SCHOLARSHIP

QUALIFICATIONS OF APPLICANTS

° Alaska Residents who have applied, or will apply, no more than six (6) months before or after date of
graduation.
° Will use the scholarship at a qualified (Alaskan) post secondary institution no later than 6 years after

the beginning of the first school year after graduation.

ELIGIBILITY

° Completed Core Curriculum

° Met minimum grade-point average threshold

° Met minimum career-skills assessment or college entrance examination threshold

Be enrolled in a certificate or degree-seeking program

CURRICULUM*

Four (4) years of math

Four (4) years of Language Arts
Four (4) years of Science

Three (3) years of Social Studies

*Specifics TBA

AWARD LEVELS* **

° 3.5and up- 100% of qualified tuition
° 3.0-3.49 - 75% of qualified tuition
° 2.5-2.99 - 50% of qualified tuition

*Minimum test scores per tier, and how they would impact awards, TBA
**Career Scholarship award not to exceed $3,000 per school year

ESTIMATED PROGRAMMATIC COST

FY 2012 - $8,221,935
FY 2016 - $20,556,621
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SENATE EDUCATION COMMITTEE

QUALIFICATIONS OF APPLICANT

° Alaska Residents who have applied, or will apply, no more than six (6) months before or after date of
graduation.
° Will use the scholarship at a qualified (Alaskan) post secondary institution no later than 6 years after the

beginning of the first school year after graduation.

ELIGIBILITY
o Completed Core Curriculum
° Met minimum grade-point average threshold
° Met minimum career-skills assessment or college entrance examination threshold
° Be enrolled in a certificate or degree-seeking program
CURRICULUM*
Four (4) years of math Three (3) years of math
Four (4) years of Language Arts Four (4) years of Language Arts
Four (4) years of Science Three (3) years of Science
Four (4) years of Social Studies, one may include a Four (4) years of Social Studies
non-English language, art, etc. Two (2) years of foreign or Alaska Native language
*Specifics TBA

AWARD LEVELS* **

Academic

° 3.5and up- 100% of qualified tuition

° 3.0-3.49 - 75% of qualified tuition

° 2.5-2.99 - 50% of qualified tuition

Need

° 50% of outstanding “unmet financial need” after grants, awards and $2,000 student contribution

*Minimum test scores per tier, and how they would impact awards, TBA
**Career Scholarship award not to exceed $3,000 per school year

ESTIMATED PROGRAMMATIC COST

FY 2012 - $25,341,600*
FY 2015 - $40,106,600

*Reflects inclusion of 2010 graduates in first cohort
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HOUSE EDUCATION COMMITTEE

QUALIFICATIONS OF APPLICANTS

e Alaska Residents who have applied, or will apply, no more than six (6) months before or after date of
graduation.
° Will use the scholarship at a qualified (Alaskan) post secondary institution no later than 6 years after the

beginning of the first school year after graduation.

ELIGIBILITY

Completed Core Curriculum
Met minimum grade-point average threshold

° Met minimum career-skills assessment or college entrance examination threshold
° Be enrolled in a certificate or degree-seeking program
CURRICULUM*

Four (4) years of math

Four (4) years of Language Arts
Four (4) years of Science

Three (3) years of Social Studies

*Specifics TBA

AWARD LEVELS* **

Academic

° 3.5and up - 100% of qualified tuition

° 3.0-3.49 - 75% of qualified tuition

° 2.5-2.99 - 50% of qualified tuition

Need

° 50% of outstanding “unmet financial need” after grants, awards and $2,000 student contribution

*Minimum test scores per tier, and how they would impact awards, TBA
**Career Scholarship award not to exceed $3,000 per school year

ESTIMATED PROGRAMMATIC COST

FY 2012 - $14,480,000
FY 2016 - $37,169,600
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ALASKA SCHOLARSHIP PROGRAM

QUALIFICATIONS OF APPLICANTS

° Alaska Residents who have applied, or will apply, no more than six (6) months before or after date of
graduation.
° Will use the scholarship at a qualified (Alaskan) post secondary institution no later than 6 years after

the beginning of the first school year after graduation.

ELIGIBILITY

° Completed Core Curriculum

° Met minimum grade-point average threshold

e Met minimum career-skills assessment or college entrance examination threshold
° Be enrolled in a certificate or degree-seeking program

CURRICULUM*
Four (4) years of math Three (3) years of math
Four (4) years of Language Arts Four (4) years of Language Arts
Four (4) years of Science Three (3) years of Science
Four (4) years of Social Studies, one may include a Four (4) years of Social Studies
non-English language, art, etc. Two (2) years of foreign or Alaska Native language
*Specifics TBA
AWARD LEVELS*
Academic
° 3.5andup-  $4,755
° 3.0-3.49 - $3,566
o 2.5-2.99 - $2,378
Need
° $400,000 one-time appropriation to AlaskAdvantage to accommodate increased maximum award

*Minimum test scores per tier, and how they would impact awards, TBA

ESTIMATED PROGRAMMATIC COST

FY 2012 - $9,321,900
FY 2016 - $21,656,600
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Department of Education Updated Scholarship Cost Estimate — 8/17/10:

Percentage of

Graduateswith GI
District_Name 2010 Graduates 35+ 3.0-3.49 25-299 35+ 30349 25-2.99 2.5 or better
North Slope Borough School District 81 9 19 B 1% B.46% 28.40% 62
Northwest Arctic Borough School District 99 16 19 1 16.16% 19.19% 19.19% 54
Petersburg City School District 38 8 18 8 2.05% a7371% 21.05% E]
Matanuska-Susitna Borough School District 1,092 233 23 269 2.3% 2.43% 24.63% 7
Kenai Peninsula Borough Schaol District 666 n 13 150 25.68% 25.98% 0252% i)
Juneau Borough School District 356 9% 0 (] 26.40% 19.66% 19.10% 65
Fairbarks North Star Borough School District 889 213 193 1m0 B%% nn% 24.63% 70
Ancharage School District 3,082 714 681 742 BIT% 2.10% 2.08% 6
Averages 19.78% 26.39% B.45% 69

Tatal Statewide Graduates 2010 8256 Estimated number of Students on GPA 163 1M 1,93

Est # students eligible and using Scholarship 2,244

% of graduates utilizing scholarship 27.2% 5yr avg # of students ACT cuts 231% 12.14% 12.87%

Estimated number of Students on ACT 2420 1,002 1,063

Difference hetween ACT and GPA 787 1177 473

Scholarship Type >>> Honors Achlevement  Opportunity

Estimated number of students eligible for scholarships by category 1633 1,789 1,063

Variable for eligible students >>>>> Percentage of eligible students using scholarship 50% 817 895 532
scholarship rates $4,755 $3566 $2378 Estimated
$3884835  $3191570  $1,26509 $8,34;

The four year graduation rate is significantly lower.

Year 1
Year 2
Year 3
Yeard

|According to Education Trust, the average graduation rate for 5 year graduation for UAFis 25% and UAR is 16.5%,

Participation number of Est. annual
rates Studerts cast
100% 2,244 $8,341,501
75% 1568 $6,256,126
50% 1122 $4,170,751
25% 561 $2,085,375

5610 $20,853,753

Estimated annual cost when fully implemented

Year 1 Year 2 Year3
Estimated cast  Estimatedcost  Estimated cost
$8,341,501
$14,597 627
$18,768,378

Prelfininory 2010 District Gradwation Rote
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ACPE Needs-Based Assistance Presentation:
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A

As recently as 2002, a natlonal report* reiterated that the
Ieast academlcally prepared hlgh-lncome studant had

Attachments Page 10



Attachment 8

ﬁnanélal cabaélty

| s 2t eten i L = g2 ‘_ i ]
Less needs award @ 50% -53,692 -$4,1 06 -3388 $0
Remaining family costs $3,692 $4,106 $389 $0
Total State aid $7,258 $7,672 $3,954 $3,566
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student amount of state-paid funds iuas substantial
nily Incomes at or below $50-$60,000

Need-based supplement to APS would have provided
additional funds to APS recipients based on a pre-
determlned formula

Important to note that an APS supplemental award
would exclude all curmntly enrolled postsec,

, s ultimate vehicle for establishing the
curren scholarship structure

- Performance eliglhjl_iﬁ-‘rﬁﬁlilrements pared down with
minimal statutory academic framework

Provided for needs-based grant aid administration
through the AlaskAdvantage grant program with
increased annual and lifetime per-student grant
maximums
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S
-
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Have unmet need of at least $500 after all other non-loan
financial aid considered

Applicant pool is all otherwise eligible students who file
a FAFSA on or before April 15

ed énd verify enrollmont
fli ng a set standard cost of attendance (based on
 current year UA COA), ACPE reduces the COA by each
student’s other non-loan aid and the Estimated Family
Contribution (EFC)

- Other non-loan aid
- EFC
nmet need
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Standard Award

Workforce Shortage

$3,000
test takers scores

(All amounts shown for full
academic years)
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federal S/LEAP funds, ASLC Ofee account
9 capital appropriation

intere# 5
, ntilFY09 annually funded at approximately $650,000

e y
Most recent 3-year average total awarded is $1.161
million :

Over five years number of AK FAFSA filers is up 70%
with greater increases in the number of grant-eligible
applicants

Because demand has .oﬁistrlpped funding, only
applicants with very high need h been funded

Popuiation sorved in 2003-

$14,965  $14,538

Alaska FAFSAs - number of Alaska resident filers for attendance at Alaska
schools

Eligible population - a total population subset having filed by the April 15
deadline, indicating enroliment at a participating school and w/unmet need of
$500 or greater g ¢
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AS “"qmlng ellgible pool will grow by 20% due to increase in
time freshman entering UA and that these students
be grant-eligible @ at same rate (69%)

Fall 09 Freshman (Alaskans/headcount) - 3,352*
Fall 09 Freshman (recent HS grads) - 2,355*
EED estimates of students eligible & using APS - 2,244

Anticlpate slow growth over time demand on

For goal of equlty and broad access, the current

antage grant program is the simplest model
e it is most inclusive

To incent and reward academic achievement, additional
requirements could be imposed either for: continued grant
eligibility or increased grant amounts/priority grant
eligibility in subsequent years

Similarly, to incent accelerated progress to
certifi cateldegree, grant eligiblllty could requl
enrol ad itional pe i
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GED mciments

. Non-tradlﬂonal adults seeking to upgrade or acquire new
skr!lsleducatlon

cap fundmg Ievel and continue to award from
_greatest to least needs levels

Questions/Discussion
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Legislative Finance State Fiscal “101” Presentation:

Joint Legislative Higher Education Scholarship
Funding Task Force

Outline

® Where does the state get its revenue?
e How is the revenue accounted?
® How is the revenue expended?

11/16/2010 Legislative Finance 2
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Revenue Sources

e Oil
® Non-Oil (excluding Investment)
® Investment

e Federal

11/16/2010 Legislative Finance 3

Oil Revenue

® Royalty
e Leasing of state land and royalty payment as land owner
® Production Tax
e Net profits tax on production
® Petroleum Property Tax
* Property tax on oil and gas property in state
® O&G Corporate Income Tax
* Income tax on oil and gas corporations

11/16/2010 Legislative Finance 4
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Non-Oil (excluding investment)

e Corporate Income Tax (non-oil companies)

¢ Excise Taxes

e Tobacco, alcoholic beverages, motor fuel
e Licenses and Permits

e Fishing Hunting, Motor Vehicle
¢ Charges for Services

» Marine Highway, other program receipts

11/16/2010 Legislative Finance 5

Investment Income

¢ GF Earnings (relatively new)
* CBR

® Permanent Fund

11/16/2010 Legislative Finance 6
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How is revenue accounted?

¢ The primary operating fund of the state is the General
Fund

» The general fund has numerous sub-funds created by
law

¢ Other fund types outside the general fund include (but
not limited to):
e Permanent Funds
e Fiduciary Funds
e Component Units

11/16/2010 Legislative Finance T

Accounting # Budgeting

Both accounting and budgeting are fiscal systems

® Accounting focuses on recording financial
transactions

® Budgeting is more the enactment of a fiscal plan

e Budget processes are dependent upon the accounting of
past and current year expenditures and revenue

® Accounting follows generally accepted accounting
practices (GASB)

® Budgeting does not follow a stringent set of rules

11/16/2010 Legislative Finance 8
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How is revenue expended?

e Legislature has the Power of Appropriation
* No expenditure of state funds w/o an appropriation

e Legislature appropriates funds based on levels of
discretion

11/16/2010 Legislative Finance 9

Levels of Discretion (Highest to Lowest)

Fund sources (revenues) grouped according to levels of
discretion

e Unrestricted General Funds
* Designated General Funds
e Other State Funds

¢ Dedicated Funds

11/16/2010 Legislative Finance 10
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Dedicated

e Very little discretion how appropriated
e Article IX, Section 7 of the Constitution prohibits the
dedication of revenue to any special purpose

» Exceptions:
 Article IX, Section 15 - Permanent Fund
« Dedication prior to Statehood
« Federal

11/16/2010 Legislative Finance 11

| Other State Funds

e Little discretion how appropriated

e Although not dedicated, funding sources in the
group typically are restricted in some fashion
e Contractual obligation
» Bonds

e Held in trust
« PERS, TRS, etc.

e Court order
« Mental Health Trust

* Legal separation
» Corporate receipts

11/16/2010 Legislative Finance 12
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Designated General Funds

® Designated General funds consist of fund sources that
have been “designated” for a special purpose in statute

¢ Constitutional prohibition “trumps” statutory
designation

e Therefore, Legislature has complete discretion on use
of funding

e However, Legislature typically follows statutory
“guidelines”

11/16/2010 Legislative Finance 13

Unrestricted General Funds

* Complete discretion how appropriated
e Typically referenced as a measure of state spending

e Utilized when calculating the Fiscal Surplus or Fiscal
Gap
¢ General Fund Revenue less General Fund
Appropriations = Fiscal Surplus or (Gap)

e Approximately 9o% of GF revenue is derived from Qil

11/16/2010 Legislative Finance 14

Attachments Page 26



Attachment 9

The Question?

® The levels of discretion play a large role in budgeting and
financing programs

e What level is best?

e Example’s:
e PCE - statutory endowment
¢ Revenue Sharing - rolling type plan
e Pay as you go - most state programs

Questions?

11/16/2010 Legislative Finance 15
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Endowment Structure

Example A: $400 Million Constitutional Fund

Equivalent: Permanent Fund

Operation:

= $400 deposited to capitalize constitutionally created fund

® |nvested for long-term return

= Earnings (520 M/yr at assumed 5% ROI) accrue to account
= Excess earnings inflation-proof fund

= Account pays scholarships

e Highest potential for long-term
programmatic sustainability

e Principal is safe

e Inflation proof

e Earnings provide predictable pay-
out funding stream

e Earnings: Very safe from
“raiding” if const. protected

e High profile focal point for State
investment

e Highest likelihood of attracting
outside donations

Necessity for large Initial
investment

Necessity for constitutional
amendment

Account is rare

Higher administrative cost?
Subject to market volatility
Questionable base for
programmatic evolution

Pandora’s box and the Christmas
tree effect

Earnings susceptible to “raiding”
if not const. protected

Subject to market volatility

Attachments Page 28




Attachment 11

Endowment Structure

Example B: $400 Million Statutory Fund (General Fund Sub-account)

Equivalent: Power Cost Equalization Fund

Operation:

= S400 deposited to capitalize fund

® |nvested for long-term return

® Earnings (520 M/yr at assumed 5% ROI) accrue to account
= Excess earnings inflation-proof fund

= Account pays scholarships

High potential for long-term
programmatic sustainability
Tried mechanism

Principal offers strongest
programmatic insurance policy of
unprotected fund-types

Earnings provide predictable pay-
out funding stream

e High profile focal point for State
investment

e Strong base for programmatic
evolution

e Likelihood of attracting outside
donations

Necessity for large initial
investment

Higher administrative cost?
Subject to market volatility
Questionable base for
programmatic evolution

Principal susceptible to “raiding”
Earnings susceptible to “raiding”
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“Rolling Fund” Structure
Example A: Progressive Capitalization
Equivalent: Community Revenue Sharing

Operation:

®  Progressive fund capitalized up to $160 million

® |nterest bearing fund

®  Principal and interest earnings pay for scholarships

= Yearly appropriations used to maintain value of fund corpus

e Low capitalization hurdle

e Tried mechanism

e Lower administrative cost than
endowment

e Greater pay-out stream
predictability than Default

e Principal acts as fixed-term
programmatic insurance policy

e Responsive to programmatic
evolution

e Some likelihood of attracting
outside donations

Susceptible to budget volatility
Susceptible to budgetary process
Less than predictable pay-out
funding stream

Lower likelihood of attracting
outside donations than
Endowment

Declining oil production/revenue
Declining federal spending
Increasing demand for services
Principal susceptible to “raiding”
Earnings susceptible to “raiding”
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“Rolling Fund” Structure
Example B: Immediate Capitalization
Equivalent: Community Revenue Sharing

Operation:

* Immediate fund capitalized up to $200 million

® |nterest bearing fund

"  Principal and interest earnings pay for scholarships

= Yearly appropriations* used to maintain value of fund corpus
*Dividends, program receipts and other funds (AIDEA, AK Housing, ACPE)

designated to Scholarship Fund

e Moderate capitalization hurdle
Tried mechanism

Identified fund replenishment
stream

Lower administrative cost than
Endowment

Greater pay-out stream
predictability than Default
Principal acts as fixed-term
programmatic insurance policy

e Responsive to programmatic
evolution

e Some likelihood of attracting
outside donations

Necessity for substantial Initial
investment

Susceptible to budget volatility
Susceptible to budgetary process
Less than predictable pay-out
funding stream

Lower likelihood of attracting
outside donations than
Endowment

Declining oil production/revenue
Declining federal spending
Increasing demand for services
Principal susceptible to “raiding”
Earnings susceptible to “raiding”
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Default Structure

Example: Pay-As-You-Go

Equivalent: Senate Bill 221

Operation: Yearly appropriation to support programmatic costs

e Most routine funding mechanism

e No need for account creation

e Lowest administrative cost

e Yearly funding most directly
matches yearly programmatic
cost

e Leaves greatest level of
budgetary flexibility

Most susceptible to budget
volatility

Most susceptible to budgetary
process

Least predictable pay-out funding
stream

Lowest likelihood of attracting
outside donations

e Most responsive to
programmatic evolution

Declining oil production/revenue
Declining Federal spending
Increasing demand for services
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27-LS0078\M
Mischel
917110
HOUSE BILL NO.

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - FIRST SESSION
BY
Introduced:

A BILL
FOR AN ACT ENTITLED
"An Act relating to Alaska scholarship awards; and establishing the Alaska scholarship

award income account and the Alaska scholarship fund.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.43.825(f) is repealed and reenacted to read:

(f) Payment of a scholarship is subject to appropriation and the availability of
funds for expenditure under AS 37.14.750. If insufficient funds are appropriated or
available in a fiscal year to pay all eligible scholarships, the commission may not
award a scholarship to a new applicant and the commission shall pay existing awards
on a pro rata basis for that fiscal year.

* Sec, 2. AS 14.43 is amended by adding a new section to read:

Sec. 14.43.835. Alaska scholarship award income account. The Alaska
scholarship award income account is created as an account in the general fund. Money
may be appropriated into the account from the Alaska scholarship fund under
A8 37.14.750 and from other sources. The commission may use the money in the

.1-
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account to pay scholarships awarded to students under AS 14.43.810 - 14.43.849. The
amount determined under AS 37.14.750(c) each year and deposited into the account is
the maximum amount that may be used to pay scholarships for the immediately
succeeding fiscal year.

* Sec. 3. AS 37.14 is amended by adding a new section to read:

Article BA. Alaska Scholarship Fund.

Sec. 37.14.750. Alaska scholarship fund established. (a) The Alaska
scholarship fund is established in the general fund for the purpose of making
scholarship payments to qualified postsecondary institutions and students under
AS 1443810 - 14.43.849. The fund consists of money appropriated to the fund.
Income earned on money in the fund and donations to the fund may be appropriated to
the Alaska scholarship income account established in AS 14.43.835. Money in the
fund does not lapse.

(b) Each fiscal year, the legislatare may appropriate to the Alaska scholarship
fund an amount equal to 20 percent of the money received by the state during the
previous calendar year under AS 43.55.011(g). The amount may not exceed the
greater of

(1) $40,000,000; or
(2) the amount that, when added to the fund balance on June 30 of the
previous fiscal year, equals $160,000,000.

(¢} The balance in the Alaska scholarship fund shali be determined on June 30
of each year. The department shall distribute one-third of that amount or $40,000,000,
whichever is less, for deposit into the account established in AS 14.43.835. If the fund
balance is less than $80,000,000 in a fiscal year, payments may be made only to
satisfy obligations from previous fiscal years.

(d) Notwithstanding the limitation in (b) of this section, the legislature may
appropriate any amount to the Alaska scholarship fund. Nothing in this section creates
a dedicated fund.

A (¢) In this section, unless the context requires otherwise, "fund" means the
Alaska scholarship fund established in (a) of this section.

* Sec. 4. The uncodified law of the State of Alaska is amended by adding a new section to

a2
New Text Underlined [DELETED TEXT BRACKETED]
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WORK DRAFT WORK DRAFT 27-L50078\M
1 | read:
2 TRANSITION: ALASKA SCHOLARSHIP FUND BALANCE. Notwithstanding the
3 || $40,000,000 limit in AS 37.14.750(b), the following amounts shall be substituted for that
4 {| amount as follows for
5 (1) fiscal year 2012, $15,000,000;
6 (2) fiscal year 2013, $30,000,000.

-3-
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WORK DRAFT WORK DRAFT WORK DRAFT
27-LS0078\B
Mischel
9/8/10
HOUSE BILL NO.

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-SEVENTH LEGISLATURE - FIRST SESSION
BY

Introduced:
Referred:

ABILL
FOR AN ACT ENTITLED
"An Act relating to AlaskAdvantage education grant funding and to Alaska schelarship

funding; and establishing an account and fund for those purposes."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 14.43.410 is amended by adding a new subsection to read:

(c) Notwithstanding the provisions of this section, payment of a grant is
subject to appropriation and the availability of funds for expenditure under
AS 37.14.750. If insufficient funds are appropriated or available in a fiscal year to pay
all eligible grants, the commission may not award a grant to a new applicant, and the
commission shall pay existing awards on a pro rata basis for that fiscal year.

* Sec. 2. AS 14.43.825(f) is repealed and reenacted to read:

(f) Payment of a scholarship is subject to appropriation and the availability of
funds for expenditure under AS 37.14.750. If insufficient funds are appropriated or
available in a fiscal year to pay all eligible scholarships, the commission may not
award a scholarship to a new applicant, and the commission shall pay cxisting awards

o
New Text Underlined [DELETED TEXT BRACKETED]

Attachments Page 36




Attachment 16

w 8 N AN bW N e

B DN N DD s oped ek e et b b e et et

WORK DRAFT WORK DRAFT 27-LS0078\B

on a pro rata basis for that fiscal year.
* Sec. 3. AS 14.43 is amended by adding a new section to read:

Sec. 14.43.915. AlaskAdvantage education grant and Alaska scholarship
award income account. The AlaskAdvantage education grant and Alaska scholarship
award income account is created as an account in the general fund. Money may be
appropriated into the account from the AlaskAdvantage education grant and Alaska
scholarship fund under AS 37.14.750 and from other sources. The commission may
use the money in the account to pay grants awarded under AS 14.43.400 - 14.43.420
and scholarships awarded to students under AS 14.43.810 - 14.43.849. The amount
determined under AS 37.14.750(c) each year and deposited into the account is the
maximum amount that may be used to pay scholarships for the immediately
succeeding fiscal year.

* Sec. 4. AS 37.14 is amended by adding a new section to read:
Article 8A. AlaskAdvantage Education Grant and Alaska Scholarship Fund.

Sec, 37.14.750. AlaskAdvantage education grant and Alaska scholarship
fund established. (a) The AlaskAdvantage education grant and Alaska scholarship
fund is established in the general fund for the purpose of making grant payments under
AS 14.43.400 - 14.43.420 and scholarship payments to qualified postsecondary
institutions and students under AS 14.43.810 - 14.43.849, The fund consists of money
appropriated to the fund. Income earned on money in the fund and donations to the
fund may be appropriated to the AlaskAdvantage education grant and Alaska
scholarship award income account established in AS 14.43.915. Money in the fund
does not lapse.

(b) Each fiscal year, the legislature may appropriate to the AlaskAdvantage
education grant and Alaska scholarship fund an amount equal to 20 percent of the
money received by the state during the previous calendar year under AS 43.55.011(g).
The amount may not exceed the greater of

(1) $40,000,000; or
(2) the amount that, when added to the fund balance on June 30 of the
previous fiscal year, equals $160,000,000.

{(¢) The balance in the AlaskAdvantage education grant and Alaska

-
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scholarship fund shall be determined on June 30 of each year. The department shall

distribute one-third of that amount or $40,000,000, whichever is less, for deposit into

the account established in AS 14.43.915. If the fund balance is less than $80,000,000
in a fiscal year, payments may be made only to satisfy obligations from previous fiscal
years.

(d) Notwithstanding the limitation in (b) of this section, the legislature may
appropriate any amount to the AlaskAdvantage education grant and Alaska
scholarship fund. Nothing in this section creates a dedicated fund.

(¢) In this section, unless the context requires otherwise, "fund"” means the
AlaskAdvantage education grant and Alaska scholarship fund established in (a) of this
section.

* Sec. 5. The uncodified law of the State of Alaska is amended by adding a new section to
read:

TRANSITION: ALASKADVANTAGE EDUCATION GRANT AND ALASKA
SCHOLARSHIPF FUND BALANCE. Notwithstanding the $40,000,000 limit in
AS 37.14.750(b), the following amounts shall be substituted for that amount as follows for

(1) fiscal year 2012, $15,000,000;

(2) fiscal year 2013, $30,000,000.

-3-
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SENATE EDUCATION COMMITTEE

CO-CHAIRMEN: MEMBERS:
SENATOR BETTYE DAVIS

SENATOR KEVIN MEYER SENATOR CHARLIE HUGGINS
SENATOR JOE THOMAS SENATOR DONALD OLSON
SENATOR GARY STEVENS

Letter of Intent for Senate Bill 224

An Act establishing the Alaska Student Ackievement Program ...

It is the intent of the legislature to establish a scholarship program with the following goals:
(1) improving preparedness of Alaska students for postsecondary education;
(2) improving the postsecondary academic achievement;
(3) improving the postsecondary graduation rates of students in the state;
(4) providing a rigorous curriculum in all high schools in the state;
(5) improving the quality of fhe educational programs offered by high schools in the state;
© Wmmammmwm;mzmm

(7) increasing high school graduation rates in the state;

(8) increasing the scores of high school students in the state on college entrance
examinations;

(9) expanding the pool of high school students in the state who pursue postsecondary
opportunities;

(10) increasing participation of Alaska high school graduates in Alaska postsecondary
aichionr md

(11) increasing job traming opporfumities in the state

Jomo Stewart, Commuttee Aide Murray Richmond, Conmmittee Aide
(507) 4656874 (507) 465 - 6443
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February 21, 2010 The Chronicle of Higher Education

Need That Class, Desperately? The Course Concierge Will See You Now

Jean Dixon, University of Nevada

Paul Neill, whom students think of as the "course concierge" at the U. of Nevada at Reno, can
cut red tape that might be beyond advisers' reach.

By Eric Hoover

Paul Neill's title is director of the core curriculum at the University of Nevada at Reno, but
students there know him as the "course concierge." He's the one they contact when they can't
get into a class they need.

A few years ago, officials at the university decided that they had to do more to reduce the
hassles of registering for courses. They imagined a kind of registration czar, someone who
could communicate well with faculty members but who had the authority of an administrator.
Mr. Neill, a faculty member who works in the provost's office, fit the bill.

Soon Nevada was promoting Mr. Neill as the course concierge, the man advisers and students
could turn to when stuck. Each semester, he helps 50 to 60 students solve their scheduling
problems, working one on one with those who need a particular course to graduate, or who
have trouble getting into classes they must take in a sequence. Often he creates a spot in a
class that's full, or steers students to suitable alternatives.

"In the past, it was often left up to the student and the professor to see who could get in
where," Mr. Neill says. "It was very informal."
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Even in times of plenty, students often learn a tough lesson when they register for courses:
You can't always get what you want. In this era of budget cuts, however, students on some
campuses have scrambled to get not only the courses they would like but also those they need
for their majors and to satisfy core requirements.

As colleges pack more students into fewer courses, the scheduling puzzle has become more
challenging for administrators, instructors, and students alike. Institutions are using a variety
of strategies to alleviate the course crunch, and often that begins with improving the
registration process.

Nevada's president, Milton D. Glick, proposed the course-concierge program as a way to
improve timely progression toward degrees at the university, which has about 13,000
undergraduates. Over the years he has learned that even small scheduling snags can
discourage students, delay their progress, and make them more likely to transfer or drop out.

After he arrived, in 2006, Mr. Glick developed a plan to improve Nevada's retention and
graduation rates. He pledged publicly that students would get the courses they needed to
graduate on time. To that end, his course-concierge program provides a backstop for the
university's academic advisers.

Mr. Neill is not a replacement for advisers, who continue to meet with students and help them
select courses. But they sometimes encounter dilemmas that they can't handle on their own.
"They don't always have the ability to cut through red tape, to get through to the department,
to get something done," Mr. Glick says. "Paul can get a phone call through."

'A Relief Valve'

When Natica Rudavsky contacted Mr. Neill this winter, she was frantic. Ms. Rudavsky, a
transfer student who has a bachelor's degree from another university, wanted to pursue a
second degree, in nutrition, at Nevada, but she was confused about which core requirements
would apply to her. Would the university waive that required mathematics course?

By the time she and her adviser had sorted that out, it was late in the registration cycle, and
all the courses she needed were full. Mr. Neill evaluated her record, then discussed her
options with her. Ultimately, he found Ms. Rudavsky a spot in three of the four courses she
sought. "If he hadn't helped, " Ms. Rudavsky says, "I probably would have just waited until

the next semester to enroll."
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The course concierge doesn't cater to whims. A student who just wants to avoid that 8 a.m.
class would not get help from Mr. Neill. The same might go for a senior who had never
bothered to register for a required course that he had every opportunity to take.

The service does cater to those who truly have a need, or are simply stuck or confused. "We've
taken some of the burden off the shoulders of advisers," he says. "It's a relief valve."

The course concierge has also helped the university plan more effectively during a difficult
time. For the current fiscal year, the state cut the university's budget by $33-million, or 15
percent. Last semester, Nevada offered 96 fewer course sections than it did in the fall of 2008,
a 6-percent reduction.

Recently, Mr. Neill's work with students helped him identify scheduling conflicts that made it
difficult for them to register for the right courses. For instance, freshmen and sophomores
taking biology or chemistry courses are supposed to enroll simultaneously in Math 127. Yet
Mr. Neill realized that that math lecture overlapped with several of the laboratory sections.

He discussed the issue with the three departments, which adjusted their schedules
accordingly. "The departments probably would have become aware of this," he says, "but the
concierge service helped them understand it quickly."

Better Communication

Elsewhere, administrators have looked for ways to make small but meaningful changes in the
registration process. This fall the University of California at Santa Barbara, which has seen
substantial budget cuts and an enrollment surge, created an online waiting list for courses.
The system formalized the process of determining who gets a spot, allowing advisers to better
evaluate students' needs and communicate with them more effectively.

"It was a huge help," says Mary Nisbet, acting dean of undergraduate education. "Now faculty
aren't getting hundreds of e-mails, and students know there is somewhere to go where
advisers will get back to them."

This past fall, the university reduced the number of credits students could sign up for during
the second round of registration. As a result, juniors and seniors, who have priority, can snag
a total of four classes, instead of five, at that time.
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In the past, many students eventually dropped their fifth course anyway. The new policy has
encouraged older students to focus on getting the courses they really need, and the change
recently freed up at least 1,500 class spots for other students, Ms. Nisbet says.

For the first time, the university is offering schedule-planning workshops, in which students
learn how to prioritize. "We're trying to help students weather a storm," she says.

Many institutions have turned to sophisticated data analysis to better anticipate course
demand. At the University of California at Berkeley, Catherine P. Koshland helps lead a task
force that will determine which courses students will need—and how many—in the coming
years.

To do that, Ms. Koshland and her colleagues have begun to examine a decade's worth of
enrollment data, which help them predict how many freshmen will need to take a specific
math sequence, for instance, or how many sections of pre-med physics courses the university
will need.

"We can bring some rationality to the offerings, rather than having departments
guesstimate," says Ms. Koshland, vice provost for teaching, learning, academic planning, and
facilities. "We're bringing more and more discipline to something that could grow organically
before, when there was elasticity in the system. There's no elasticity now."

(Head Count explores the changing enrollment landscape. Please send ideas to eric.hoover@chronicle.com)
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SENATOR KIM ELTON
MEMORANDUM

February 4, 2009

To: Senator Joe Paskvan, Chair
Senatg Labor & Commerce Committee

~

< —

Re: Sectional Analysis, SB 23

From: Kim Elt

Sec. 1 Updates the definition of a retirement “plan” in the teachers’ retirement system to
remove references to the DC plan repealed by the bill. It also updates the definition of
“system.”

Sec. 2 Replaces language limiting the DC plan to employees hired after July 1, 2006 with
language describing the defined benefit teachers’ retirement system.

Secs. 3-5 Adjust references for the purpose of applying existing law to teachers who
elect to remain in the former DC plan, repealed by the bill.

Secs. 6 and 7 Allow the Alaska Retirement Management Board, rather than the
administrator, to adjust pension payments for inflation when the financial condition of
the TRS trust fund permits, by removing the 105 percent minimum funding ratio.

Secs. 8-24 Adjust references for the purpose of applying existing law to teachers and
public employees who elect to remain in the former DC plan, repealed by the bill.

Sec. 12 Adjusts a reference to ensure the Alaska Retirement Management Board
continues oversight of the health reimbursement arrangement portion of the former DC
plan, repealed by the bill.

Secs. 13 through 24 Adjust references for the purpose of applying existing law to
teachers and public employees who elect to remain in the former DC plan, repealed by
the bill.

Sec. 25 Updates the definition of a retirement “plan” in the teachers’ retirement system
to remove references to the DC plan repealed by the bill.

ALASKA SENATE

STATE CAPITOL ¢ JUNEAU, ALASKA 99801-1182 ¢ (907) 465-4947 ¢ FAX (907)-465-2108
SENATOR_KIM_ELTON@LEGIS.STATE.AK.US



Sec. 26 Updates the definition of a retirement “system” in the public employees’
retirement system to remove references to the DC plan repealed by the bill.

Sec. 27 Replaces language limiting the DC plan to employees hired after July 1, 2006
with language describing the defined benefit public employees’ retirement system.

Secs. 28 and 29 Adjust references for the purpose of applying existing law to public
employees who elect to remain in the former DC plan, repealed by the bill.

Sec. 30 Allows the Alaska Retirement Management Board, rather than the
administrator, to adjust pension payments for inflation when the financial condition of
the PERS trust fund permits, by removing the 105 percent minimum funding ratio.

Sec. 31 Removes language, made obsolete by the repeals in Section 33 of the bill,
regarding the return of previously terminated employers to PERS.

Sec. 32 Adjusts a reference for the purpose of applying existing law to public employees
who elect to remain in the former DC plan, repealed by the bill.

Sec. 33 Repeals the defined contribution retirement systems for both teachers and other
public employees.

Sec. 34 Gives employees hired into the defined contribution plans who have not
refunded out of those plans a 90-day period from the effective date of the bill (or until
September 1, 2009, whichever is later) to irrevocably convert into PERS tier III or TRS
tier II, as appropriate. It also gives them the opportunity to transfer their contributions
from the DC plan to the DB plan if they make the switch.

Sec. 35 Sets for the procedure for the conversion election in Sec. 34 and allows the
Alaska Retirement Management Board to adopt regulations related to the conversion.
The choice to convert is irrevocable, and certain information must be provided to the
employee. Employees who transfer receive credited service in the defined benefit plan
equal to the lesser of the employee’s actual service or the actuarially calculated value of
the employer and employee money transferred from the defined contribution account.

Sec. 36 Allows the Commissioner of Administration to adopt regulations to implement
and make specific the bill’s provisions.

Sec. 37 Instructs the Revisor of Statutes to submit a bill via the Legislative Council to
make technical or clarifying changes, if needed.

Sec. 38 is an immediate effective date for sections 35 and 36 of the bill.



Dear Governor Palin:

The mission of the American Fisheries Society (AFS) is to improve the conservation and
sustainability of fishery resources and aquatic ecosystems by advancing fisheries and
aquatic science and promoting the development of fisheries professionals. The fisheries
professionals within the Alaska Chapter of AFS strive to meet this objective through a
sustained effort in the advancement and development of Alaska’s aquatic resources. The
Past Presidents Committee, comprised of individuals representing the Chapter’s
institutional knowledge and experience, is deeply concerned about trends in recruitment
and retention of the state employees responsible for the conservation and sustainable
management of the State’s fisheries resources.

In 2006, the retirement ang beneﬁts package fer state employees was changed from
defined benefits to deﬁned contributions. This change will create & “¥ery mobile work
force that is able to Switch employers and fake their retirement’ package swith them.
Incentives need' o be in place’ ‘to retain good employees. or they will seek better pay and
benefits with'the private sector or other government agenciés: In the abseénce’ of salary
and retiremient packages that at least equal those offered by other entities, the régruitment
and retention of quahf ied individuals into state positions will become 1ncrea51n01y
dlfﬁcult ' ‘ -

As past preSIdents of the AFS Alaska Chapter, we believe the future of Alaska s‘ﬁshenes
is directly linked to the quality and experi¢nce of aquatlc resource, professwnals in state
employment Recent and antlclpated upcoming ' ong -term: :
employees, combined wi the lack of retention” and tecruitfient of employees wﬂl
leave few individuals:with the experience necessary to effcciwely ) e, research, and
develop Alaska’s. aquatlc resources. We feel that compe‘atlon in the job inarket WIIl E
becomie more mtense in the futirre, especially when a gas plpellne is constructed.
Therefore, we urge you to work Wlth the leglslature to re-examine the long-term’ 1mpacts
of current salary schedulés dnd recent changes to the retirement and benefits paokage on
employee retention. ST :

Thank you for your consideration of this issue that has such broad effects on a part of the
Alaska: geonomy that employs so many people in our state.

Sincerel , . .

Jamal Moss, Scott Maclean Hal Gelger Tim Joyce Carol Kerkvlext Blll Bectol, Cindy
Hartmann, Alex Werthem1er Tom Kron and Bxll WllSOD '

cc- all current Alaska Legislators



Value of Employer-Paid Benefits
(31-year old new employee)

$60,000

$50,000 |

$40,000

$30,000

$20,000

$10,000

$0

PERS - Others TRS
DB Plan 21652 56550
B DCR Plan 16791 | 7 41667

Based on data provided by Buck Consultants, letter dated May 4, 2006 Assumes a married member with starting salary of $35.5/year.



SENATOR Kiv ELTON

Memorandum
TO: Sens. Hoffman and Stedman, co-chairs, and Finance Committee members
FROM: Sen. Kim Elton
RE: Defined Benefit/Defined Contribution
DATE: March 30, 2007

Attached are slightly reformatted charts codifying data provided by Buck Consultants
in their letter dated March 19, 2007. The Buck letter responds to requests by the
committee to disaggregate by tiers data that previously was dumped into only two
buckets for comparison purposes—a defined benefit bucket and a defined contribution
bucket. Now we have several buckets of data—four PERS buckets (tiers 1-4) and three
TRS buckets.

The normal cost charts for PERS and TRS are easy-to-read comparisons of PERS pension
and medical costs by tier and TRS pension and medical costs by tier. The third chart, the
accrued liability chart, puts dollar amounts to liabilities by tier.

Here are some demonstrable basics revealed by the Buck data:

e the PERS tier 3 DB employees are just slightly more expensive than the new DC
employees;

e the new TRS DC employees are very slightly more expensive than the TRS tier 2
DB employees;

e the very slight cost advantage of a PERS tier 4 over a tier 3 is erased when tier 4
employees leave early and take employer dollars that, if left in the system, would
help meet pension benefit obligations in the out years; so

o the DB PERS tier 3 and the DB TRS tier 2 fundamentally fixed the problems the
governor claimed had to be fixed by his new DC plan.

There also are some other DB/DC inferences that can be drawn:

» recruitment for quality public employees is made more difficult when Alaska is a
defined contribution pension system (without even the backstop of the defined
Social Security benefit) because professionals can work with other public
employers that are just as competitive on wages and almost all of whom provide
a defined benefit pension; and

e retention is made more difficult with the portability provisions of the defined
contribution because relatively short-term employees can take their contributions
as-well-as employer contributions out of the retirement systems and go to

ALASKA SENATE
STATE CAPITOL « JUNEAU, ALASKA 99801-1182 ¢ (907) 465-4947 « FAX (907) 465-2108
SENATOR_KIM_ELTON@LEGISSTATE.AK.US



another public employer that provides a defined benefit (any federal employer,
or any other state, or almost all municipalities or school districts outside Alaska).
As we know, a high percentage of teachers and public employees leave before
five years and now new DC employees have a special financial inducement to
leave—they can cut and run and take the employer dollars, too.

These inferences are now backed with anecdotal Alaska evidence, even after less than a
year’s experience with tier 4. Further, the anecdotal Alaska evidence mimics the real-life
experience of the two states that actually moved to a defined contribution but later
back-tracked because of recruitment and retention problems.

Given the instructive Buck numbers that finally compare the immediately previous DB
plans to the replacement DC plan and given, too, the cost-sharing bills that will spread
the past service costs to employers regardless of tiers, we need to review what we
wrought with SB141.

We must not assume our only options now are passing a DC ‘fix-it" bill and passing a
cost sharing bill that spreads the pain of past service costs. At a minimum we must also
decide whether to give new employees a choice of tier 3 or DC in the PERS system or
tier 2 and DC in the TRS system. If the cost differences are a wash, why limit the ability
of employers to recruit and retain, and limit new employees to a risky defined
contribution plan?



Normal Cost

Employer Normal Cost  [PERS PERS PERS Total |# of Active &
Rate Pension Medical Retired:
Tier 1 (DB) 9.15% 10.46% 19.61% 26,263
Tier 2 (DB) 5.33% 10.41% 15.74% 10,999
Tier 3 (DB) 1.55% 9.28% 10.83% 18,719
Tier 4 (DC) 5.67% 3.99% 9.66% 2,214
1 as of October, 2006
Employer Normal Cost ~ [TRS Pension [TRS Medical |TRS Total |# of Active &
Rate Retired:
Tier 1 (DB) 7.18% 8.02% 15.20% 11,872
Tier 2 (DB) 2.16% 8.96% 11.12% 7,635
Tier 3 (DC) 7.56% 3.99% 11.55% 754
2 as of October, 2006
Accrued Liability?
PERS PERS PERS Total |TRS Pension TRS TRS Total
Accrued Liability (DB)  |Pension Medical Medical
Tier 1 $5,628,778 $4,036,751 $9,665,530 $3,925,023 | $1,816,223 | $5,741,247
Tier 2 1,123,559 1,334,674 2,458,233 409,562 347,748 757,309
Tier 3 334,854 386,224 721,078 N/A N/A N/A
Total $7,087,191 $5,757,650 | $12,844,841 $4,334,585 | $2,163,971 | $6,498,556
Assets® $8.442.919 $3,958,939
Accrued Liability $4,401,922 $2,539,617

°PERS DB net assets as of 6/30/2008 were $10,726,913,000.
TRS DB net assets as of 6/30/2008 were $4,804,371,000.

* per Buck Consultants letter, March 2007
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‘My Account Info | Seminars | Insurance Enroliment | Employer Services | Look&Listen| Forms ~ DRB l : find )

Do | need to take Leave to Attend Seminars? Quick Links J’

State of Alaska > Departments > Administration > Retirement

Forms/Brochures
and Benefits > Do | need to take Leave to Attend Seminars?

Address Changes

Alaska Retirement Management
Board
-Contacts and Archives

Benefit Mailing Dates

Insurance Benefits/ AlaskaCare
« Employee Links
« Retiree Links

Insurance Enroliment
My Account Information

To All Employees,

Questions have arisen about whether attendance at Retirement and Benefits
seminars constitute work time. This memorandum is to clarify this matter.

If an employee attends a Retirement & Benefits sponsored seminar during
his/her regularly scheduled work day, the time is counted as work time.
Approval to be away from the work site must be secured from the supervisor in
advance. If the seminar is offered outside the employee’s regularly scheduled

work day it will not be counted as work time and is not compensable time. -Member Services
-Calculators
If there is any question about whether or not a State sponsored event is work -Net Pay Estimator
time, please contact your Human Resource Service Center for assistance. + Publications
} Retirement Education
Nicki Neal  Contact Us

Director, Division of Personnel
Department of Administration

All materials published on this website are available in print.
Request copies from the address listed below or request by email.

6th Floor State Office Building, PO Box 110203, Juneau, AK 99811-0203
Fax: (907) 465-3086 TDD: (907) 465-2805 Telephone: (907) 465-4460 Toll-Free: 1-800-821-2251

- State of Alaska ’Admsmszranon 'State Employees | Glossary |Webmaster I Office Location & Telephone Numbers

http://www.state.ak.us/drb/reps/soa_employee leave for seminars.shtml 2/4/2009
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INVESTMENT RETURNS:
DEFINED BENEFIT VS. 401 (k) PLANS

By Aricia H. MUNNELL, MAURICIO SOTO, JERILYN LIBBY, AND JOHN PRINZIVALLI*

Introduction

Pension coverage in the private sector has shifted
from defined benefit plans where professionals man-
age the money to 401(k) plans where participants
invest their own accounts. The supposition is that
individuals are not very good at investing their own
money. The question is whether the supposition is
borne out by the facts. That is, are returns on 401(k)
plans markedly lower than those on traditional de-
fined benefit plans?

This brief first reports rates of return on defined
benefit and 401(k) plans over the period 1988-2004.
The second section then looks at the holdings of the
two types of plans to see whether the difterences
in returns can be explained by a more risky portfo-
lio. The third section speculates about the role fees
play in the results. The fourth section explores the
implications of the findings for 401(k) participants.
The final section reports on Individual Retirement
Accounts (IRAs), because the assets in these accounts
now exceed holdings in either defined benefit or

defined contribution plans, and most of the money is
rolled over from employer-sponsored plans.

The bottom line is that over the period 1988-2004
defined benefit plans outperformed 401(k) plans by
one percentage point. This outcome occurred despite
the fact that 401(k) plans held a higher portion of
their assets in equities during the bull market of the
1990s. Part of the explanation may rest with higher
fees, which are deducted before returns are reported
to participants. But the one percentage point shortfall
understates the investment problem in 4o1(k) plans,
since an aggregate number does not reflect the fact
that more than half of participants in 401(k) plans do
not follow the prudent investment strategy of diver-
sifying their holdings. Finally, the available data sug-
gest that IRAs produce even lower returns than 4o1(k)
plans, which, if true, implies trouble ahead given the
massive amount of money that is being rolled over
into these accounts.

* Alicia H. Munnell is the Director of the Center for Retirement Research at Boston College (CRR) and the Peter F. Drucker
Professor in Management Sciences at Boston College’s Carroll School of Management. Mauricio Soto is a senior research
associate, Jerilyn Libby is a research associate, and John Prinzivalli is a student research assistant at the CRR. The authors
would like to thank Sylvester Schieber and Brendan McFarland for providing access to Watson Wyatt’'s previous research
and Peter Diamond and Francis Vitagliano for helpful comments.
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Rates of Return in Defined
Benefit and 4o1(k) Plans

Financial assets in private sector defined benefit and
defined contribution plans (including IRAs) totaled
$8.5 trillion at the end of 2005 (see Table 1). At that
time, defined benefit assets accounted for only 23
percent of the total, while self-directed defined contri-
bution plans and IRAs made up the rest. Thus, the
question of how individuals fare when investing their
own retirement funds is an important one.

TABLE 1. PRIVATE SECTOR RETIREMENT ASSETS, YEAR
END 2005

Type of plan Billions of dollars Percent of total
Defined benefit $1,916.5 22.7%
Defined contribution 2,868.7 33.9
IRAs 3,667.0 43.4
Total 8,452.2 100.0

Source: U.S. Board of Governors of the Federal Reserve
System (2006).

The first step in assessing the performance is to
compare median annual rates of return for defined
benefit and 401(k) plans. The analysis focuses on
companies that sponsor both types of plans to mini-
mize the effect of company or participant character-
istics on the results." The formula for calculating
rate of return is one commonly used by actuaries.® It
relates the change in assets (A — A, _ ), netting out
the impact of benefit payments from the plan (B) and
contributions to the plan (C), to initial assets (A, _ )
plus half of net inflows (C — B):

(A,~A,_)+B-C
(A,_) +A(C-B)

Rate of return =

The Department of Labor’s Form 5500 filings
provide data on assets, contributions, and benefits for
each plan over the period 1988-2004.3

Returns, even median returns, can be calculated
in a number of ways. The analysis presented below
starts with the simplest approach, and one used in
earlier studies, that arrays the plans and reports the
return for the plan at the 50® percentile. In terms of
the example shown below, the median rate of return
would be 5 percent. One obvious question is whether
comparing median rates of return is the right exer-
cise, since three-quarters of the total assets in the
example are in Plan A earning 10 percent. An alter-
native measure would be one that weighted returns
by plan assets, and then identified the median. Such
an approach would yield a return of 10 percent in this
example. In our view, this is the preferred approach,
although both results are reported below.

ExaMpPLE: UNWEIGHTED VERSUS WEIGHTED MEDIANS

Plan Agsets Rate of return
Plan A $75 10%
Plan B 20 5

Plan C 5 2

Figure 1 shows the simple medians over the
period 1988-2004.% During the period, the average
of this measure suggests that the performance of
defined benefit and 401(k) plans is virtually identical
— 8.3 percent versus 8.2 percent.’

Ficure 1. UNWEIGHTED MEDIAN RATES OF RETURN
FOR DEFINED BENEFIT AND 401(k) Prans, 1988-2004

30%
— Defined Benefit
- - 4o1(k)
20% O
10% /\\//\\V\/ ~\ /[\
0% T T T T V T T \“ T T T —
-10% 1 Defined benefit gor(k)—— =
1988-2004 83% 8.2%
-20%
1988 1992 1996 2000 2004

Source: Authors’ calculations from U.S. Department of
Labor (1990-2000).
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FiGURE 2. WEIGHTED MEDIAN RATES OF RETURN FOR
DeriNED BENEFIT AND 401(K) Prans, 1988-2004

The Impact of Portfolio
Allocation

30%
— Defined Benefit
o N__ - - 4o1(k) One question is the extent to which portfolio dif-
20% A N\ A ':\ ferences can explain differences in rates of return.
/\ /\ / \/\’\ / ) Based on historical performance, stocks have a high
10% \//'\ 3 yield and big fluctuations in annual rates of return;
\'/ \/ \ / corporate bonds have a lower yield and much less
0% T T A A variation; Treasury bills are the most predictable
\/ investment but provide the lowest return (see Table 3).
0% Defined benefit 4o1(k)
1988-2004 10.7% 9.7%
-20% |
1988 1992 1996 2000 2004 Tasie 3. ANNUAL ToTaL RETURNS ON VARIOUS

Source: Authors’ calculations from U.S. Department of
Labor (1990-2006).

Figure 2 recalculates rates of return weighting re-
turns by assets in the plan. Two factors change. First,
the returns are higher. Second, defined benefit plans
appear to have outperformed 4o01(k) plans by one per-
centage point (10.7 percent versus 9.7 percent).

The higher return reflects the fact that larger plans
have historically performed better than smaller ones
(see Table 2). The usual explanation is that large
plans can hire better managers and spread fees over a
larger base. Size matters much less for 4o1(k) plans,
because the outcome reflects a myriad of individual
investment decisions.

TaBLE 2. MEDIAN RATES OF RETURN BY ASSET
QuintiLk FOR DEFINED BENErIT AND 401{k) Prans,
1988-2004

FINANCIAL INSTRUMENTS, 1926-2005

Financial instrument Rate of return Standard deviation

Asset quintile Defined benefit 401(k)
Largest 20 percent 101% 8.8%
Second 8.9 8.1
Third 8.2 7.8
Fourth 7.4 7.6
Smallest 20 percent 5.6 6.6

Source: Authors’ calculations from U.S. Department of
Labor (1990-2006).

Stocks 10.4% 20.2%
Long-term corporate bonds 5.9 85
Intermediate government 5.3 5.7
bonds

U.S. Treasury bills 3.7 3.1
Inflation 3.0 43

Source: Ibbotson Associates (20006). Based on copyrighted
works by Ibbotson and Sinquefield. All rights reserved.
Used with permission.

Table 4 shows a breakdown by type of investment
for both defined benefit and defined contribution
plans.® Defined benefit plans appear to hold about 59
percent of assets in equities, compared to 35 percent
for defined contribution plans.” But that is not the
end of the story because mutual funds also reflect
equity holdings, and mutual funds are a very impor-
tant component of the assets of defined contribution
plans. In 2003, roughly 78 percent of the mutual
fund assets in 401(k) plans were equities.® Applying
that percentage to both the defined benefit and de-
fined contribution mutual fund numbers yields total
equity holdings of 67 percent in defined benefit plans
and 65 percent in defined contribution plans.
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TABLE 4. PERCENTAGE DISTRIBUTION OF ASSETS IN
PRIVATE SECTOR DEFINED BENEFIT AND DEFINED
CoNTRIBUTION PraNS, YEAR END 2005

Financial instrument Defined benefit Defined contribution

Equities 58.8% 35.2%
Mutual funds 10.6 38.5
Bonds 21.9 6.7
Cash 3.1 4.5
GICs 3.6 87
Other 2.0 6.4
Total 100.0 100.0

Source: U.S. Board of Governors of the Federal Reserve
System (20006).

Figure 3 shows the percentage of the portfolios in
equities for defined benefit and defined contribution
plans over the period 1988-2005, where a portion of
mutual funds are included in equities as described
above. The higher share in equities for defined con-
tribution plans in the late 199os allowed 401(k) plans
to outperform defined benefit plans. The reliance on
equities also meant that 4o1(k) participants were hurt
more when the stock market collapsed in 2000, and
then did better when the stock market recovered.

FI1GURE 3. EQUITIES AS A PERCENT OF TOTAL
Porrrorio, DEFINED BENEFIT AND DEFINED
CONTRIBUTION P1aNs, 1988-2005
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Sources: Authors’ calculations from U.S. Board of Governors
of the Federal Reserve System (2006); Investment Com-
pany Institute (2005); and Investment Company Institute
{2006b).

One interesting aspect of Figure 3 is not the difter-
ence between the defined benefit and defined contri-
bution portfolios, but the fact that both professional
managers and individual 4o1(k) participants dramati-
cally increased their holdings of equities over the
period. If defined benefit portfolios were optimally
balanced in the early 199os with about 40 percent
in equities, what would make 65 percent optimal by
the end of the period? In the case of defined benefit
plans, an aging beneficiary population would argue,
if anything, for less equity investment. Some po-
tential explanations include: 1) professional manag-
ers, like individual investors, forgot to re-balance; 2)
professional managers, like individual investors, got
swept up in the euphoria of the boom and purposely
increased their holdings of stocks; 3) sponsors of
fully funded defined benefit plans felt like they could
gamble with their “surplus” funds; or 4) defined ben-
efit managers wanted to hold the market portfolio and
the boom caused equities to increase as a share of the
total market. Regardless of the explanation, defined
benefit and defined contribution plans both held 40
percent of their portfolios in equities in 1990 and
increased their holdings to 65 percent by 2000. The
difference is that during most of that period, individu-
al 4o1(k) investors had higher equity holdings.

The Role of Fees

Another possible explanation for the lower return in
defined contribution plans is investment fees, which
typically account for 75 to 9o percent of total expenses
associated with managing 401(k) plans.? These fees
compensate providers of, say, mutual funds for select-
ing the stocks and undertaking the research that leads
to buy and sell decisions. These fees are usually as-
sessed as a percentage of invested assets, and are paid
by the employee in that they are deducted directly
from investment returns.”™

Mutual funds are the major investment vehicle for
4o01(k) participants, and Table 5 reports the fees for
alternative investments. The fees vary substantially
depending on whether the investments are actively
managed or follow an index. For example, an actively
managed Global Fund costs 1.72 percent of assets
annually compared to 0.59 percent for an S&P Index
Fund. Given these charges, it is probably reasonable
to assume that fees reduce the gross return on 4o01(k)
plans by about one percentage point.

Of course, defined benefit plans also involve some
expenses but these are small compared to those as-
sociated with 4o01(k) plans.”
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TaBLE 5. MUTUAL FUND FEES AS A PERCENT OF ASSETS,
Juiy 31, 2006

Category Fee
Global Fund 1.72%
Equity Income Fund 1.33
Balanced Fund 1.22
Intermediate Bond Fund 0.92
S&P Index Fund 0.59
Institutional Money Market Fund 0.45

Source: Lipper (2006).

The Implications for
Individual 401(k) Participants

So far the discussion has focused only on totals and
averages, which tell us little about how individuals
might invest. After all, if a plan has 100 participants
and half invest all their assets in stocks and the other
half all their assets in bonds, the aggregate data sug-
gest that participants are well diversified when in fact
they are not. Therefore, it is useful to look at invest-
ment data from particular 401(k) plans to see whether
the individual participants have balanced portfolios or
whether the balance simply reflects offsetting
behavior.

As shown in Figure 4, detailed data on the asset
allocation of individual participants show that nearly
half of all participants have either none of their ac-

FIGURE 4. EQUITIES oS A PERCENT OF 401(k)
PARTICIPANT ACCOUNT BALANCES BY PERCENT OF
PARTICIPANTS, 2005
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Source: Holden and VanDerhei (20006).

count in equities or virtually all of their account in
equities. So even though the aggregate data suggest
that participants make sensible investment choices
on average, the individual data reveal that a majority
of participants are not diversified at all. Given their
choices, most participants face the risk of ending up
with inadequate retirement income or exposing them-
selves to large swings in the value of their assets.”
Thus, the one percentage point difference in returns
between defined benefit and 401(k) plans understates
the poor investment decisions made by individuals.

TaBLE 6. Asser Horpings aND IRAS BY INSTITUTION,
YEAR END 2005

Institution Percent of total
Mutual funds 39.0 %
Life insurance companies ILI
Money market mutual funds 4.4
Commercial banking 4.6
Saving institutions L5
Credit unions L3
Other self-directed accounts 38.0
Total 100.0
Memorandum: total assets (billions) $3.667.0

Source: U.S. Board of Governors of the Federal Reserve
System (2000).

The Inclusion of IRAs

1t has become impossible to ignore the role of IRAs.
As shown earlier in Table 1, IRAs now hold more
money than either defined benefit or defined con-
tribution plans. And even though most IRAs are

not sponsored by employers, the Investment Com-
pany Institute (2006b), the national association for
mutual fund companies, reported that g4 percent of
the money flowing into traditional IRAs was rolled
over from employer-sponsored plans in the period
1997-2003. Although detailed information is not
available, it is probably reasonable to assume that
most of the rollovers come from defined contribution
plans — although lump-sum payments are becoming
increasingly common in defined benefit plans.

Only limited information is available on the asset
allocation in IRAs. The Flow of Funds data show
only the type of institution holding the account, as
opposed to the type of asset in the account (see Table
6). About 73 percent of the mutual fund assets — the
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largest component — are in stock.™ But no informa-
tion is available on the composition of IRA assets held
by other institutions, which hold the majority of the
assets.

The Investment Company Institute (20006a)
provides data on beginning-year assets, year-end
assets, contributions, rollovers, and withdrawals for
traditional IRAs that make it possible to calculate the
aggregate average return for the period 1998-2003.
Table 7 summarizes these results and compares
them to returns earned on defined benefit and 401(k)
plans over the same period. If estimates of the flows
into and out of IRAs are correct, the rate of return
numbers suggest that IRA investments produced
significantly lower returns than either defined benefit
or 401(k) plans during the six-year period.”> More
important than the precise numbers, however, is the
message that the performance of IRAs will have a sig-
nificant impact on the retirement security of people in
the future.

TaBLE 7. RATE OF RETURN FOR IRAS, DEFINED
BENEFIT P1ANS AND 401(k)s, 1998-2003

Year IRA Defined benefit 401(k)
1998 13.6 % 14.9% 17.8%
1999 15.7 15.5 13.1
2000 -6.0 1.8 2.4
2001 -4.6 -5.1 5.1
2002 81 8.9 9.5
2003 12.1 2L.2 19.4
1998-2003 3.8 6.6 5.6

Source: Authors’ estimates based on Investment Company
Institute (2006a).

Conclusion

Three main conclusions emerge from this review.
First, defined benefit plans outperformed 4o01(k)
plans over the period 1988-2004. This conclusion is
most evident using the weighted median. A higher
equity allocation most likely led to higher 401(k)
returns during the 199os, while fees inevitably
reduced returns. These two effects may well have
balanced each other out, leaving a one percentage
point shortfall due to poor timing and other invest-
ment mistakes.

Second, lower returns are only one component
of the investment problems facing 4o1(k) investors.
The other is that despite a reasonable mix for 401(k)
assets in the aggregate, nearly half of 401(k) partici-
pants are either nearly fully invested in stocks or hold
no stocks at all. That is, nearly 50 percent of partici-
pants are not diversified in their retirement accounts.
The combination of the lack of diversification and
the lower returns suggests that introducing balanced
portfolios as a default, which would remove the indi-
vidual from the decision making, would significantly
improve the performance of 401(k) plans.

Finally, IRAs are now bigger than either defined
benefit or defined contribution plans, and their per-
formance is going to have a major impact on retire-
ment security in the future. Preliminary data suggest
that [RAs underperform employer-sponsored plans.
IRAs are too big and important a form of retirement
saving to not know what is going on with these ac-
counts. Some mechanism is needed to identify the
asset allocations in these accounts as well as docu-
ment the inflows and outflows. Only by including
IRAs will it be possible to understand fully how well
people are investing for retirement.
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Endnotes

1 This formulation follows Watson Wyatt (2002 and
2003). Calculations for the entire universe of plans
showed very similar results.

2 Including one half of contributions less benefits as-
sumes that net inflows occur at an even rate over the
year so that on average half the annual net inflows are
available for investment. This assumption is neces-
sary because the Form 5500 lacks detailed informa-
tion on the timing of benefits and contributions over
the year.

3 See Buessing and Soto (2000) for a detailed de-
scription of the Form 5500 data.

4 The median refers to the across-firm rates of return
per year for defined benefit and defined contribution
plans. The average returns shown are the arithmetic
means of the median rates of return over the period
1988-2004. The geometric means do not differ
widely from the arithmetic means calculated for the
unweighted and weighted median rates of return. Ap-
pendix Table A1 shows the unweighted and weighted
median rates of return as well as the arithmetic and
geometric means.

5 For the 1990-2002 period, the results are similar to
results from Watson Wyatt (2004) with defined ben-
efit plans outperforming 4o1(k) plans. The difference
in defined benefit and 401(k) returns is 0.35 percent
while Watson Wyatt showed a difference of 0.56
percent for this period. The improved performance
of 401(k)s over the 1988-2004 period comes simply
from adding four more years of data to what was a
very close outcome.

6 Separate data on 401(k) plans are not available on

a comparable basis. Butin 2004, 401(k) assets ac-
counted for 88 percent of total private sector defined
contribution assets for plans sponsored by employers
with 100 or more employees. See Munnell and Perun
(20006).

7 Since most 401(k) participants invest through
mutual funds, the high number for “Equities” for
defined contribution plans (that is, direct equity
holdings as opposed to equities held through mutual
funds) in Table 4 is surprising. The explanation is
that “Equities” include pools of stocks that companies
set up themselves for their 401(k) plans; only mutual

funds bought off the shelf are included in the mutual
fund line. The other large category of direct equity
holdings is employer stock. The final category of
direct equity investment arises from a relatively small
percentage of 4o1(k) participants who invest directly
through brokerage accounts.

8 Investment Company Institute (2006a).
9 Munnell and Sundén (2004).

10 Fees are generally not explicitly reported in the
Form 5500. See U.S. Department of Labor (2004).

11 Council of Institutional Investors (2005).

12 Of course, critics contend that assessing individu-
als’ 401(k) holdings without knowing their entire
asset holdings is of limited value. They argue that
most people who save through a go1(k) plan also
have Social Security, human capital, defined benefit
pension wealth, housing, and taxable savings. But
for most people taxable savings are miniscule, and
their 401(k) plan is their major financial asset. Thus
the investment allocation within their 401(k) plan is
important.

13 In 2003, assets in traditional IRAs accounted for
9o percent of total IRA assets. This share was down
slightly from g5 percent in 1997.

14 Investment Company Institute (20006a).

15 One likely explanation for the lower returns in
IRAs is that IRAs are often held by older workers who
have rolled over their 401(k) assets. Older workers
tend to invest in assets with lower returns to avoid the
potentially large fluctuations that are associated with
riskier investments.
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