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FISCAL NOTE APR (3 2003

STATE OF ALASKA Fiscal Note Number: J or.i'JA)'UIkI-:i_IF/‘I,%NGH

2003 LEGISLATIVE SESSION Bill Version: CSHB 16(0&G)=—————
(H) Publish Date: 2/28/03

Revision Date/Time (Note if correction): Dept. Affected: DCED

Title Stranded Oil & Gas Development Act BRU Regulatory Commission of Alaska (399)
Amendments Component Regulatory Commission of Alaska

Sponsor Representative Fate

Requester House Oil & Gas Component No. 2417

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
[CHANGE IN REVENUES ~

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts .
1037 GF/Mental Health !
Other (Specify Type-Do not abbreviate)
TOTAL 0.0 0.0 0.0 CcO 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Mark this box (X) if funding for tnis bill Is included in the Governrr's FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate pageif necessary)

This bill has no fiscal impact on this agency.

Prepared by: G. Nanette Thompson. Chair Phone 907-276-6222
Division Regulatory Commission of Alaska Date/Time 2/5/03 6:00 PM

Approved by: Edgar Blalchford. Commissioner Date 2/5/2003
Agency Department of Community & Economic Develoment
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FISCAL NOTE APR 0 N 2003
BP.NAIt. t-iivaiv)(.t-
STATE OF ALASKA Fiscal Note Number: " 4 cowMiret
2003 LEGISLATIVE SESSION Bill Version: CSHB 16(FIN)
(H) Publish Date: 3/19/03
Revision Date/Time (Note if correction):  March 10, 2003 Dept. Affected)] Revenue
Title Stranded Gas BRU Administration and Support
Development Act Amendments Component ~ Commissioner's Office

Sponsor Representatives Fate and Whitaker
Requester House Qil and Gas Committee Component No. 123
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services 89.5 89.5
Travel 25.0 25.0
Contractual 750.0 750.0
Supplies 2.0 2.0
Equipment 5.0 1.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 871.5 867.5 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( )
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF 1215 117.5
1005 GF/Program Receipts

1037 GF/Mental Health

1108 Statutorily Designated Receipts 750.0 750.0
TOTAL 871.5 867.5 0.0 0.0 0.0 0.0
Estimate of any current year (FY2003) cost: 0.0
Check this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal:
POSITIONS
Full-time 1 1
Part-time
Temporary
ANALYSIS: (Attach a separate pope if necessary)

See attached analysis.

Prepared by:  Larry Persily. Deputy Commissioner Phone 465-5469

Division Department of Revenue Dale/Time 3/10/03 4:32 PM
Approved by:  Larry Persily, Deputy Commissioner Date 3/10/2003

Agency Department of Revenue
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FISCAL NOTE #4

STATE OF ALASKA BILL NO. CSHB 16(FIN)
2003 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

The intent of the Stranded Gas Development Act, AS 43.82, is to provide a mechanism for achieving the
fiscal certainty that potential project sponsors say they need before proceeding with the large investment
needed to bring Alaska North Slope natural gas to market. The Act allows the state to negotiate a
contract for payments in lieu of taxes with zZ project sponsor. This contract could cover all state and
municipal taxes on a project, including state corporate income taxes, production taxes, state and
municipal property taxes, and any special municipal assessments. The Act also allows for negotiation of
gas valuation methods for use in determining state royalties.

This bil, CS HB16 (RES), would amend the 1998 Stranded Gas Development Act to:

—-Expand the Act to include a natural gas pipeline to serve mid—America and gas—to-liquid (GTL) projects
as eligible projects under the law. The existing statute limits the application of the Act to only liquefied
natural gas projects. This change would allow sponsors of either an LNG project and/or a natural gas
pipeline to mid—America and/or a GTL project to apply to the state under the provisions of the Act to
negotiate a contract for payments in lieu of taxes.

-Replace the June 30, 2001 deadline in statute for applications with a new deadline of March 31, 2005.

—-Impose a $1.5 million limit on the reimburseable expenses the state may require the project applicant(s)
to repay the s'ate for independent contractors used in evaluating the application or in the development of
the contract terms. The Act allows the state to obtain reimbursement from the project applicanl(s) for
these expenses, and this bill would impose a $1.5 million on the reimbursement. The Act also is
amended to require that the expenses be "reasonable and nonreduntant.”

—It is the intent of this legislation, and the administration, that the $1.5 million limit would be shared
between all state agencies involved with the project application. The Department of Revenue, under the
Act, is the lead agency in this effort, and would share the reimburseable agreement funding with the
Department of Law and Department of Natural Resources.

OPERATING EXPENSES

The Act allows the Department of Revenue under AS 43.82.240 to recover from a project applicant the
costs of contracting with an independent consultant to assist the state in evaluating applications submitted
under the Act and in developing contract terms. Those statutorily designated program receipts are shown
above as the authority to receive and expend those funds.

The Act does not allow the stale to seek reimbursement from a project applicant for any other costs. The
Department of Revenue would hire a project manager for the estimated two years of contract
development, negotiations and approval, and the personnel services, travel and equipment expenses for
that position and other commissioner’s office expenses are shown as General Fund money.

The above costs are essentially the same as the Legislature approved for the Department of Revenue in
passing the 1998 Stranded Gas Act.
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The Stranded Gas Development Act

The Stranded Gas Development Act, AS 43.82, was passed into law by the Alaska
Legislature in 1998. During the session it was House Bill 393. The application deadline
for a project application under the Act was June 30, 2001. There were no applications by
that date. Legislative action is required to reopen the option for a gas project developer.
Such areopener failed to win legislative approval last session, and has been introduced
again this year as HB 16, sponsored by Representatives Fate and Whitaker.

The Act’s genesis was in HB 250, which in 1997 established a North Slope Gas
Commercialization Team in the administration to research and recommend changes to
stale law to encourage commercialization of North Slope gas. The team issued a report to
the Governor in February 1998. The team’s conclusions were that the project faced
considerable risk, namely consliuclion cost risk and gas price risk, and the state’s fiscal
system exacerbated those risks. Three of the risks of particular concern were fiscal
uncertainty, the state’s regressive tax system, and the front-end aspects of the fiscal
system. We will discuss these in turn.

Given the high cost of the project, coupled with the volatility of gas prices, the project is
financially risky. Given that the project is marginal under the current fiscal system, there
is concern among potential project sponsors that if a project is started, the state could
later modify the fiscal terms after the project had been built, changing its overall
attractiveness to investors after they had invested. This is the fiscal uncertainty risk.

Second, there are two significant elements of the state’s fiscal system that make it
regressive. Regressivity means that the state’s take in terms of share of the profits is high
at low prices and low at high prices. Regressive systems exacerbate the risk of low prices
to the project developers. First, the property tax is based on cost of the asset. The higher
the cost, the higher the tax. Second, the basis of value for the severance tax and royalty is
at the wellhead and does not consider capital and operating costs. Thus when capital and
operating costs are high, and prices are low, the state’s lake is a high percentage of tlie
low profits. (Regressive systems also reduce what the state’s take could be at high prices,
which means the state loses out on a greater slice ofrevenues during high prices and high
profits.)

Third, the property tax makes for a front-end loaded system. The property tax is payable
when construction begins, which could be several years before revenues start accruing.
On alime value of money basis, this diminishes the rate of return on the project and
exacerbates the risk of not recovering the investment.
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After the team issued its report to the Governor, it worked with the major Prudhoe Bay
producers to develop legislation to deal with these risks. The producers at the time had
been studying commercializing gas through an LNG project to tidewater. The result was
HB 393.

The law provided a mechanism for converting the state’s fiscal system from a statutory
basis to a contractual basis. This would provide for greater fiscal certainty'. The fiscal
system would be negotiated between the administration and the project sponsors and
approved by the Legislature. And per the Act the contract terms could provide for a more
progressive (less regressive) system.

The process for developing the contract was as follows: A sponsor would submit a
project plan and application to the administration for contract negotiation. The project
had to produce 500 billion cubic feet within 20 years and be an LNG export project. (The
original bill called for any project. It was changed to only LNG during the legislative
process.)

The sponsor group would negotiate fiscal terms with the state. Payments to the state
would be made in-lieu of taxes. Fiscal terms would be customized to the specific project
structure. The term of the contract could not exceed 35 years.

The Revenue Commissioner would be the main agent for neg< dating and implementing
the contract. However, the Natural Resources Commissioner is also responsible for
reviewing the project plan for acceptability, and for negotiating any changes in royalty
issues. The only royalty provisions subject to negotiation under the Act are the gas
valuation method and the timing of royalty' in-kind and royalty in-value notices.

The law allowed the commissioner of Revenue to use independent contractors to assist in
the evaluation of any project application, and to condition the contract on an agreement
with the project applicant that it would fully reimburse the state for the cost of the
contractors retained for the state's analysis. The fiscal note for the legislation authorized
the Department of Revenue to collect and expend those application fees to cover its
contractor costs. The Legislature in 1998 also approved General Fund money for the
Department of Revenue to hire a full-time project coordinator for two years to help
manage the application review and negotiations. That position was never filled because
there was no project application.

(Note: It is the intent thisyear of CSHB 1((Resources) that the Department ofRevenue
would share those reimbursable agreementfunds with the Department ofLaw and
Department o fNatural Resources as necessaryfor those agencies tofulfill their work
assignments in this effort.)
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In addition to replacing'state oil and gas production taxes and corporate income taxes
with a contract for payments, the Act also allowed the Revenue commissioner to include
municipal sales taxes, municipal special assessments, state and municipal property taxes
and any other state or municipal taxes in the negotiations. The intent was to wrap up as
much as possible into the contract for payments in lieu of taxes.

Once a contract was developed, preliminary findings would be submitted to the governor.
If the governor chose to proceed the preliminary findings would be given to the
Legislature and the public. There would be a 30-day public review period.

After the review, the commissioner of Revenue would modify the contractual terms as

appropriate and if acceptable to the sponsors. The final contract would be submitted to

the governor. The governor would transmit the contract to the legislature with a request
for authorization to execute the contract. Finally, the legislature would vote on it.

There was great concern by local municipalities that a contract could compromise the
property tax revenues they might receive, especially given the concerns about the
property tax discussed above. Accordingly, the Act requires that a portion ofthe
payments due under the contract is paid to affected municipalities. Also, the law created a
municipal advisory group to participate in developing contract terms.

The law also has provisions intended to help make gas available to communities, to
promote local hire, and to deal with confidential information provided by the sponsors.
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23-LS0101MJ.A

CS FOR HOUSE BILL NO. 16(FIN) am
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION

BY THE HOUSE FINANCE COMMITTEE

Amended: 3/26/03
Offered: 3/19/03

Sponsor(s): REPRESENTATIVES FATE, W hitaker, Chcnault, Holm, Kohring, Heinze, Crawford,
Guttenbcrg, Lynn

A BILL
FOR AN ACT ENTITLED
"An Act amending, for purposes of the Alaska Stranded Gas Development Act, the
standards applicable to determining whether a proposed new investment constitutes a
gualified project, the standards used to determine whether a person or group qualifies
as a project sponsor or project sponsor group, and the deadline for applications rr’ating
to the development of contracts for payments in lieu of taxes and for royalty'
adjustments that may be submitted for consideration, and modifying the conditions
bearing on the use of independent contractors to evaluate applications or to develop
contract terms; providing statements of intent for the Act relating to use of project labor

agreements and to reopening of contracts; and providing for an effective date."

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

* Section 1. The uncodified law of the State of Alaska is amended by adding a new section

to read:

HBO0016e 1- CSHB 16(FJIN) am
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LEGISLATIVE INTENT. It is the intent of the legislature that
(1) in awarding contracts under the Alaska Stranded Gas Development Act. a
gualified sponsor or qualified sponsor group and contractors of the qualified sponsor or
gualified sponsor group may develop and enter into project labor agreements with appropriate
collective bargaining organizations for each project for which a contract is entered into; and
(2) each contract for payments in lieu of taxes and for royalty adjustments
entered into under the Alaska Stranded Gas Development Act contain a provision by which
the contract may be reopened by any party to the contract; the subject matter of the reopening
may be dealt with through the use of arbitration proceedings agreed on by the parties.
* Sec. 2. AS 43.82.100 is amended to read:
Sec. 43.82.100. Qualified project. Based on information available to the
commissioner, the commissioner may determine that a proposal for new investment is
a qualified project under this chapter [ONLY] if the project
(1) principally involves
(A) the transportation of natural gas bv pipeline t >one or
more markets, together with any associated processing or treatment:
(B) [IS A PROJECT FOR] the export of liquefied natural gas
from the state to one or more other states or countries: or
(C) anv other technology that commercializes the shipment
of natural gas within the state or from the state to one or more other states
or countries:
(2) would produce at least 500,000,000,000 cubic feet of stranded gas
within 20 years from the commencement of commercial operations; and
(3) is capable, subject to applicable commercial regulation and
technical and economic considerations, of making gas available to meet the reasonably
foreseeable demand in this state for gas within the economic proximity o f the project.
* Sec. 3. AS 43.82.110 is amended to read:
Sec. 43.82.110. Qualified sponsor or qualified sponsor group. The
commissioner may determine that a person or group is a qualified sponsoijor qualified”)
sponsor group if the person or a member of the group ?

(1) intends to own an equity interest in a qualified project, intends to jj

:CSHB 16(FIN) am -2- HBO0016e
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commit gas that it owns to a qualified project, or holds the permits that the department
determines are essential to construct and operate a qualified project; and
(2) meets one or more ofthe following criteria:
(A) owns a working interest in at least 10 percent of t
stranded gas proposed to be developed by a qualified project;
(B) has the right to purchase at least 10 percent of the stranded
gas proposed to be developed by a qualified project;
(C) has the right to acquire, control, or market at least 10
percent of the stranded gas proposed to be developed by a qualified project;
(D) has a net worth equal to at least 10 [33] percent of the
estimated cost of constructing a qualified project;
(E) has an unused line of credit equal to at least 15 [25] percent
ofthe estimated cost of constructing a qualified project.
* Sec. 4. AS 43.82.170 is amended to read:

Sec. 43.82.170. Application deadline. The commissioner of revenue or the
commissioner of natural resources may not act on an application for a contract
submitted under AS 43.82.120 unless the application is received by the Department of
Revenue no later than March 31, 2005 [JUNE 30, 2001],

* Sec. 5. AS 43.82.240(a) is amended to read:

(a) The commissioner may use independent contractors [AN
INDEPENDENT CONTRACTOR) to assist in the evaluation of an application or in
the development of contract terms under AS 43.82.200. The commissioner may
condition the development of a contract under AS 43.82.020 on an agreement by the
applicant to reimburse the state for the reasonable expenses of independent
contractors [AN INDEPENDENT CONTRACTOR] wunder :his section. A
reimbursement of expenses that is required in an agreement authorized bv this
subsection may not exceed 51,500.000 for each application.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

HBO0016e -3- CSHB 16(FIN) am
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Representative Hugh (Bud) Fate

State Capitol, Room 128 Chair Resources
Juneau, AK 99801 Member:

Phone:  (907) 465-4976 Military <k Veterans Affairs
Fax: (907) 465-3883 Oil €Gar

Toll Free: (866) 465-4976 Transportation

Sponsor Statement

CS for House Bill 16

“An Act amending, for purposes of the Alaska Stranded Gas Development Act, the standards
applicable to determining whether a proposed new investment constitutes a qualified project,
the standards used to determine whether a person or group qualifies as a project sponsor or
project sponsor group, and the deadline for applications relating to the development of
contracts for payments in lieu of taxes and for royalty adjustments that may be submitted for
consideration, and modifying the conditions bearing on the use of independent contractors to
evaluate applications or to develop contract terms; providing statements of intent for the Act
relating to use of project labor agreements and to reopening of contracts; and providing for an
effective date.”

House Bill 16 is cleanup language for the qualification and application procedures the
Commissioners of Natural Resources, Revenue, or Labor and Workforce Development may use
when considering a project involving natural gas. The changes update the language in order to allow
continued interest in the development of the resource. By expanding the areas of potential gas
exploration and development that fall under the Act.

Presently, statu.3 only allows for natural gas projects if the product is to be exported in a liquefied
form. HB 16 resolves this limitation, by expanding gas development and transportation in any form.
With a lowering of the bar in capitol net assets and lines of credit, it expands the potential for a
number of companies including those in Alaska, to become a part of the pipeline project.

When the Alaska Stranded Gas Development Act-was passed, the language included an application
deadline of June 30, 2001. FIB 16 extends that deadline so the state and producers can resume
contract negotiations with a clear understanding that the goal is the development of Alaska’s natural
gas for in-state, foreign and domestic markets.



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(07) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
AX (907) 465-2029 Juneau, Alaska 99801-1182
ail Stop 3101 Deliveries to: 129 6th St., Rm. 329
MEMORANDUM April 2, 2003
SUBJECT: Re draft SCS CSHB 16 (Resources), proposing amendments to the

Alaska Stranded Gas Development Act (AS 43.82): would
inclusion in an amendment proposed to AS 43.82.100, specifying
the conditions of a qualified project, that set out a requirement that
the project "principally involves the transportation of North Slope
natural gas" prevent the project's transporting natural gas from
other sources? (Work Order No. 23-LS0101W)

TO: Senator Scott Ogan
Senate Resources Committee

FROM: Jack Chenoweth 4
Assistant Reviso; p/f,§t£tute:
is

Linda Hay has asked me to address the above-captioned question.

In my judgment, so long as the proposed project "principally involves” the movement o f
North Slope natural gas to market, the pipeline contemplated could be used also to
transport natural gas from other sources.

The reference to "principally involves" was sought by the bill sponsor in the measure as
introduced in the House. The original source of "principally involves" :s House Bill 519
of the 22nd (preceding) Legislature, and it appears in the bill as intrc iuced. | have no
notes that would indicate the purpose to be addressed by that language, only a direction
that the insertion (and others) be incorporated into the bill without change.

With no witten legislative history to guide, | can only guess that, in last session's HB
519, a principal reason for insertion of "principally involves" in place of "for" was to
allow a measure of latitude for transportation in a proposed stranded gas pipeline project
of natural gas not destined for out-of-Alaska sale — perhaps for in-state royalty gas or
non-royalty gas sold for in-state purposes. The context in which "principally involves” is
used differs in SCS CSHB 16 from the context in which it was used in HB 519, but the
intent appears similar. A proposed project is not expected to serve exclusively as the
means to move North Slope stranded gas, and should have some latitude as to the sources
ofnatural gas that may eventually be transported.

JBC:Imb
03-131.Imb



Chapter 43.82. ALASKA STRANDED GAS DEVELOPMENT ACT
Sec. 43.82.010. Purpose.
The purpose of this chapter is to

(1) encourage new investment to develop the state's stranded gas resources by authorizing
establishment of fiscal terms related to that new investment without significantly altering tax and
royalty methodologies and rates on existing oil and gas infrastructure and production;

(2) allow the fiscal terms applicable to a qualified sponsor or the members of a qualified
sponsor group, with respect to a qualified project, to be tailored to the particular economic
conditions of the project and to establish those fiscal terms in advance with as much certainty as

the Constitution of the State of Alaska allows; and

(3) maximize the benefit to the people of the state of the development of the state's stranded
gas resources.

Sec. 43.82.020. Contracts for payments in lieu of other taxes and for royalty adjustments.

The commissioner may, under this chapter, negotiate terms for inclusion in a proposed contract
with a qualified sponsor or qualified sponsor group providing for

(1) periodic payment in lieu of one or more taxes that otherwise would be imposed by the state
or a municipality on the qualified sponsor or members of the qualified sponsor group as a
consequence of the sponsor's or group's participation in an approved qualified project under this
chapter; and

(2) certain adjustments regarding royalty under AS 43.82.220 .

Sec. 43.82.100. Qualified project.

Based on information available to the commissioner, the commissioner may determine that a
proposal for new investment is a qualified project under this chapter only if the project

(1) is a project for the export of liquefied natural gas;

(2) would produce at least 500,000,000,000 cubic feet of stranded gas within 20 years from the
commencement of commercial operations; and

(3) is capable, subject to applicable commercial regulation and technical and economic
considerations, of making gas available to meet the reasonably foreseeable demand in this state
for gas within the economic proximity of the project.

Sec. 43.82.110. Qualified sponsor or qualified sponsor group.

The commissioner may determine that a person or group is aqualified sponsor or qualified
sponsor group if the person or a member of the group



(1) intends to own an equity interest in a qualified project, intends to commit gas that it owns
to aqualified project, or holds the permits that the department determines are essentia’ to
construct and operate a qualified project; and

(2) meets one or more of the following criteria:

(A) owns aworking interest in at least 10 percent of the stranded gas proposed to be
developed by a qualified project:

(B) has the right to purchase at least 10 percent of the stranded gas proposed to be developed
by a qualified project;

(C) has the right to acquire, control, or market at least 10 percent of the stranded gas proposed
to be developed by a qualified project;

(D) has a net worth equal to at least 33 percent of the estimated cost of constructing a qualified
project;

(E) has an unused line of credit equal to at least 25 percent of the estimated cost of
constructing a qualified project.

Sec. 43.82.120. Applications.

(a) A qualified sponsor or qualified sponsor group may submit to the department an
application for development of a contract under AS 43.82.020 evidencing that the requirements
of AS 43.82.100 and 43.82.110 are met. The application must be submitted in the manner and
form and contain the information required by the department.

(b) Along with an application submitted under (a) of this section, an applicant shall submit a
proposed project plan for aqualified project that contains the following information based on the
information known to the applicant at the time of application:

(1) adescription of the work accomplished as of the date of the application to further the
project;

(2) aschedule of proposed development activity leading to the projected commencement of
commercial operations of the project,

(3) adescription of the development activity proposed to be accomplished under the proposed
project plan;

(4) adescription of eacn lease or property that the applicant believes to contain the stranded
gas that would be developed if the project was built;

(5) adescription of the methods and terms under which the applicant is prepared to make gas
available to meet the reasonably foreseeable demand in this state for gas within the economic



proximity of the project during the term of the proposed contract, including proposed pipeline
transportation and expansion rules if pipeline transportation is a part of the proposed project;

(6) adetailed description of options to mitigate the increased demand for public cervices and
other negative effects caused by the project;

(7) adetailed description of options for the safe management and operation of the projt ">nce
it is constructed;

(8) other information that the commissioner of revenue, in consultation with the commissioner
¢, natural resources, considers necessary to make a determination that

(A) the work accomplished as of the date of application, the schedule of proposed
development activity, and the development activity proposed to be accomplished under the
proposed project plan reflect a proposal for diligent development on the part of the applicant;

(B) the proposed project plan does not materially conflict with the obligations of a lessee to
the state under a lease or under a pool, unit, or other agreement with the state; and

(C) the proposed project plan describes satisfactory methods and terms for accommodating
reasonably foreseeable demand for gas in this state within the economic proximity of the project
during the term of the proposed contract.

(c) The requirements of (b) of this section do not diminish the obligations of a qualified
sponsor or member of a qualified sponsor group to the state or restrict the authority of the
eommissioner of revenue or the commissioner of natural resources under any other law or
agreement relating to aplan of development for a lease, pool, or unit.

Sec. 43.82.130. Qualified project plan.

A proposed project plan submitted under AS 43.82.120 may be approved as a qualified project
plan under AS 43.82.140 if the proposed project plan

(1) reflects a proposal for diligent development of the project on the part of the applicant;

(2) does not materially conflict with the obligations of a lessee to the state under a lease or
under a pool, unit, or other agreement with the state; and

(3) describes satisfactory methods and terms for making gas available to meet the reasonably
foreseeable demand in this state for gas within the economic proximity of the project during the
term of the proposed contract.

Sec. 43.82.140. Review of applications and determination of qualifications.

(a) The commissioner shall review an application submitted under AS 43.82.120 to determine
whether the provisions of AS 43.82.100 concerning a qualified project and AS 43.82.110
concerning a qualified sponsor or qualified sponsor group have been met. The commissioner
may approve an application only if those provisions have been met.



(b) If the commissioner approves an application under (a) of this section, the commissioner
and the commissioner of natural resources shall review the proposed project plan submitted with
the application to determine whether the provisions of AS 43.82.130 have been met. The
commissioner may approve the proposed project plan as a qualified project plan only if the
commissioner of natural resources concurs in the approval.

(c) The commissioner shall send to the applicant written notice of and the reasons for the
determinations made under (a) and (b) of this section.

Sec. 43.82.150. Actions challenging determinations on applications.

(a) Only an applicant under AS 43.82.120 who is aggrieved by a determination of the
commissioner of revenue or the commissioner of natural resources under AS 43.82.140 may seek
judicial review of the determination.

(b) The only grounds forjudicial review of a determination made under AS 43.82.140 are

(1) failure to follow the qualification and application procedures set out in AS 43.82.100 -
43.82.180; or

(2) abuse of discretion that is so capricious, arbitrary, or confiscatory as to constitute a denial
of due process.

Sec. 43.82.160. Multiple applications for similar or competing qualified projects.

Nothing in this chapter prohibits different qualified sponsors or different qualified sponsor
groups from submitting applications under AS 43.82.120 relating to similar or competing
qualified projects or prohibits the commissioner of revenue or the commissioner of natural
resources from rev*.wing and approving applications and proposed project plans under AS
43.82.140 relating to similar or competing qualified projects.

Sec. 43.82.170. Application deadline.

The commissioner of revenue or the commissioner of natural resources may not act on an
application for a contract submitted under AS 43.82.120 unless the application is received by the
Department of Revenue no later than June 30, 2001.

Sec. 43.82.180. Withdrawal of applications.

Subject to the terms of areimbursement agreement under AS 43.82.240 or other agreement with
the Department of Revenue, the Department of Natural Resources, the commissioner of revenue,
or the commissioner of natural resources affecting the withdrawal of an application, a qualified
sponsor or qualified sponsor group may withdraw an application submitted under AS 43.82.120
at any time before the date that the commissioner of revenue submits a contract to the governor
under AS 43.82.430 without further obligation under this chapter.

Sec. 43.82.200. Contract development.



If the commissioner approves an application and proposed project plan under AS 43.82.140 , the
commissioner may develop a contract that may include

(1) terms concerning periodic payment in lieu of one or more taxes as provided in AS
43.82.210;

(2) terms developed under AS 43.82.220 relating to
(A) timing and notice of the state's right to take royalty in kind or in value; and
(B) royalty value;

(3) terms regarding the hiring of Alaska residents and contracting with Alaska businesses
under AS 43.82.230;

(4) terms regarding periodic payment to, or an equity or other interest in a project for,
municipalities under AS 43.82.500 ;

(5) terms regarding arbitration or alternative dispute resolution procedures;

(6) terms and conditions for administrative termination of a contract under AS 43.82.445 ; and

(7) other terms or conditions that are

(A) necessary to further the purposes of this chapter; or

(B) in the best interests of the state.

Sec. 43.82.210. Contract terms relating to payment in lieu of one or more taxes.

(a) If the commissioner approves an application and proposed project plan under AS
43.82.140 ,the commissioner ma> develop proposed terms for inclusion in a contract under AS
43.82.020 for periodic payment in lieu of one or more of the following taxes that otherwise
would be imposed by the state or a municipality on the qualified sponsor or member of a
gualified sponsor group as a consequence of participating in an approved qualified project:

(1) oil and gas production taxes and oil surcharges under AS 43.55;

(2) oil and gas exploration, production, and pipeline transportation property taxes under AS
43.56;

(3) [Repealed, Sec. 6 ch 34 SLA 1999],
(4) Alaska net income tax under AS 43.20;

(5) municipal sales and use tax under AS 29.45.650 - 29.45.710;



(6) municipal property tax under AS 29.45.010 - 29.45.250 or 29.45.550 - 29.45.600;
(7) municipal speck, assessments under AS 29.46;

(8) acomparable tax or levy imposed by the state or a municipality after June 18, 1998;
(9) other state or municipal taxes or categories of taxes identified by the commissioner.

(b) If the commissioner chooses to develop proposed terms under (a) of this section, the
commissioner shall, if practicable and consistent with the long-term fiscal interests of the state,
develop the terms in a manner that attempts to balance the following principles:

(1) the terms should, in conjunction with other factors such as cost reduction of the project,
cost overrun risk reduction of the project, increased fiscal certainty, and successful marketing,
improve the competitiveness of the approved qualified project in relation to other development
efforts aimed at supplying the same market;

(2) the terms should accommodate the interests of the state, affected municipalities, and the
project sponsors under a wide range of economic conditions, potential project structures, and
marketing arrangements;

(3) the state's and affected municipalities' combined share of the economic rent of the
approved qualified project under the contract should be relatively progressive; that is, the state's
and affected municipalities' combined annual share of the economic rent of the approved
gualified project generally should no* increase when there are decreases in project profitability,
or decrease when there are increases in project profitability;

(4) the state's and affected municipalities’ combined share of the economic rent of the
approved qualified project under the contract should be relatively lower in the earlier years than
in the later years of the approved qualified project;

(5) the terms should allow the project sponsors to retain a share of the economic rent of the
approved qualified project that is sufficient to compensate the sponsors for risks under a range of
economic circumstances;

(6) the terms should provide the state and affected municipalities with a significant share of
the economic rent of the approved qualified project, when discounted to present value, under
favorable price and cost conditions;

(7) the method for calculating the periodic payment in lieu of certain taxes under the contract
should be clear and unambiguous; and

(8) while cost calculations for the approved qualified project under the contract should be
based on amounts that closely approximate actual costs, agreed-upon formulas reflecting
reasonable economic assumptions should be used if possible to promote administrative certainty
and efficiency.



(c) Except as provided in (b) of this section, the commissioner's discretion under this section
in developing proposed terms for a contract under AS 43.82.020 is not limited to consideration
of the economic rent of the approved qualified project.

Sec. 43.82.220. Contract terms relating to royalty.

(a) Notwithstanding any contrary provisions of AS 38, the commissioner of natural resources,
with the concurrence of the commissioner of revenue and the affected parties holding a state
lease or unit agreement, may develop proposed terms for inclusion in acontract under AS
43.82.020 that modify the timing and notice provisions of the applicable oil and gas leases and
unit agreements pertaining to the state's rights to receive its royalty on gas in kind or in value if

(1) the viability of the approved qualified project depends on long-term gas purchase and sale
agreements;

(2) certainty over time regarding the quantity of royalty gas that the state may be taking in
kind is needed to secure the long-term purchase and sale agreements;

(3) the specified period of the state's commitment to take its royalty share in value or in kind
does not exceed the term of the purchase and sale agreements; and

(4) the modification does not impair the ability of die approved qualified project or the state to
meet the reasonably foreseeable demand in this state for gas within economic proximity of the
project during the term of the contract developed under AS 43.82.020 .

(b) Notwithstanding any contrary provisions of AS 38, the commissioner of natural resources,
with the concurrence of the commissioner of revenue and the affected parties holding a state
lease or unit agreement, may develop proposed terms for inclusion in a contract under AS
43 82.020 that establish a valuation method ior the state's royalty share of the gas production
from an approved qualified project.

(c) The commissioner of revenue shall include any proposed terms relating to royalty
developed in accordance with this section in the proposed contract under AS 43.82.400 .

(d) Nothing in this chapter permits modification of the state's rights that relate to timing,
notice, and rights to receive oil royalty in kind or in value under oil and gas leases or unit
agreements.

Sec. 43.82.230. Contract terms relating to hiring of Alaska residents and contracting with Alaska
businesses.

(a) The commissioner shall include in acontract under AS 43.82.020 a term requiring the
gualified sponsor or qualified sponsor group and contractors of the qualified sponsor or qualified
sponsor group to comply with all valid federal, state, and municipal laws relating to hiring
Alaska residents and contracting with Alaska businesses to work in the state on the approved
qgualified project and not to discriminate against Alaska residents or Alaska businesses. Within
the constraints of law, the commissioner shall also include in a contract under AS 43.82.020 a
term that requires the qualified sponsor or qualified sponsor group and contractors of the



gualified sponsor or qualified sponsor group to employ Alaska residents and to contract with
Alaska businesses to work in the state on the approved qualified project to the extent the
residents and businesses are available, competitively priced, and qualified.

(b) The commissioner shall include in acontract under AS 43.82.020 aterm requiring the
gualified sponsor or qualified sponsor group and contractors of the qualified sponsor or qualified
sponsor group to

(1) advertise for available positions in newspapers in the location where the work is to be
performed and in other publications distributed throughout the state, including in rural areas; and

(2) use Alaskajob service organizations located throughout the state and notjust in the
location where the work is to be performed in order to notify Alaskans of work opportunities on
the approved qualified project.

(c) Subject to the voluntary agreement of the qualified sponsor, the commissioner may include
aterm in the contract providing for incentives to encourage training and hiring of Alaska

residents.

(d) This section does not create or abridge individual rights and does not create a private right
of action for any person.

(e) For purposes of this section,

(1) "Alaska business" means a firm or contractor that

(A) has held an Alaska business license for the preceding 12 months;

(B) maintains, and has maintained for the preceding 12 months, a place of business in the state
that competently and professionally deals in supplies, services, or construction of the nature
required for the approved qualified project; and

(C)is

(i) a sole proprietorship and the proprietor is an Alaska resident;

(ii) a partnership and more than 50 percent of the partnership interest is held by Alaska
residents;

(iii) alimited liability company and more than 50 percent of the membership interest is held
by Alaska residents;

(iv) acorporation that has been incorporated in the state or is authorized to do business in the
state; or

(v) ajoint venture and a majority of the venturers qualify as Alaska businesses under this
paragraph;



(2) "Alaskajob service organizations" means those offices maintained by the state and
recommended by the Department of Labor and Workforce Development whose functions are to
aid the unemployed or underemployed in finding employment;

(3) "Alaska resident" means a natural person who
(A) receives a permanent fund dividend under AS 43.23; or

(B) is registered to vote under AS 15 and qualifies for a resident fishing, hunting, or trapping
license under AS 16;

(4) "available," as applied to an Alaska resident or Alaska business, means that the resident or
business is available for employment at the time required and is located anywhere in the state,
notjust in the area of the state where the work is to be performed;

(5) "qualified," as applied to an Alaska resident or Alaska business, means that the resident or
business possesses the requisite education, training, skills, certification, or experience to perform
the work necessary for a particular position or to perform a particular service.

Sec. 43.82.240. Use of an independent contractor.

(a) The commissioner may use an independent contractor to assist in the evaluation of an
application or in the development of contract terms under AS 43.82.200 . The commissioner may
condition the development of a contract under AS 43.82.020 on an agreement by the applicant to
reimburse the state for the expenses of an independent contractor under this section.

(b) An independent contractor selected under this section must sign an agreement regarding
confidentiality and disclosures consistent with the determinations made under AS 43.82.310
before the contractor may review information that is determined confidential under AS 43.82.310

(c) Selection of an independent contractor under this section is not subject to AS 36.30 (State
Procurement Code).

Sec. 43.82.250. Term of contract; effective date.

The term of a contract developed under AS 43.82.020 may be for no longer than is necessary to
develop the stranded gas that is subject to the contract; however, the term of the contract may not
exceed 35 years from the commencement of commercial operations of the approved qualified
project.

Sec. 43.82.260. Change of parties to an application or a contract; assignment of interests.

(a) A qualified sponsor or member of a qualified sponsor group may assign an interest in or
add or withdraw a party to an application under AS 43.82.120 only if the commissioner has

(1) made a finding that the assignment, addition, or withdrawal is consistent with the
requirements of AS 43.82.110 ; and



(2) given prior written approval for the assignment, addition, or withdrawal.

(b) A contract developed under this chapter may provide for the assignment to or withdrawal
of aqualified sponsor or member of a qualified sponsor group.

(c) Upon being added to an application under this section, a party becomes a qualified sponsor
or a member of a qualified sponsor group, as appropriate, for the relevant project.

(d) The commissioner may not unreasonably withhold approval under (a) of this section, but
may condition the approval in any way reasonably necessary to protect the fiscal interests of the
state and to further the purposes of this chapter.

(e) For purposes of this section, an assignment includes a transfer of stock or a partnership
interest in a manner that changes control of a qualified sponsor or member of a qualified sponsor

group.
Sec. 43.82.270. Project plans and work commitments.

A contract under AS 43.82.020 must include the qualified project plan approved under AS
43.82.140 and provisions for updating the plan at reasonable intervals until the commencement
of commercial operations of the approved qualified project. The commissioner of revenue, in
consultation with the commissioner of natural resources, may, as aterm in a contract under AS
43.82.020 ,include work commitments or other obligations in the contract to be accomplished
before the commencement of commercial operations of the approved qualified project.

Sec. 43.82.300. Requests for information.

The commissioner of revenue or the commissioner of natural resources may request from an
applicant information that the respective commissioner determines is necessary to perform the
respective commissioner's responsibilities under AS 43.82.140 . If the application is approved
under AS 43.82.140 , the respective commissioner shall require the successful applicant to
provide financial, technical, and market information regarding the qualified project that the
respective commissioner determines is necessary for the purpose of developing contract terms
for the qualified project under AS 43.82.200 . If requested information is not provided, the
commissioner of revenue may not continue to review the application under AS 43.82.140 or
develop the contract under AS 43.82.200 - 43.82.270, as applicable.

Sec. 43.82.310. Disclosure of information; confidentiality.

(@) An applicant may request confidential treatment of information that the applicant provides
under AS 43.82.300 by clearly identifying the information and the reasons supporting the request
for confidential treatment. The commissioner of revenue or the commissioner of natural
resources, as appropriate, shall keep the information confidential until the commissioner
determines whether the requirements of (b) of this section are met. If the commissioner of
revenue or the commissioner of natural resources has not made a determination under (b) of this
section within 14 days after receiving a request for confidential treatment, the request is
considered denied. If the appropriate commissioner determines that the infonnation docs not
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meet the requirements of (b) of this section or if the commissioner fails to make a determination
within 14 days, the commissioner shall return the information and any copies of it at the request
of the applicant. If the commissioner of revenue or the commissioner of natural resources, as
appropriate, returns information under this subsection, the commissioner shall cease review of
the application or cease contract development under AS 43.82.200 - 43.82.270, as appropriate,
unless the commissioner determines that the returned infonnation is unnecessary to make a
determination on the application or to develop contract terms under AS 43.82.200 - 43.82.270.

(b) If requested by the applicant, infonnation provided to the commissioner of revenue or the
commissioner of natural resources under AS 43.82.300 shall be kept confidential if the
commissioner receiving the information determines, upon an adequate showing by the applicant,
that the information

(1) is a trade secret or other proprietary research, development, or commercial information that
the applicant treats as confidential;

(2) affects the applicant's competitive position; and

(3) has commercial value that may be significantly diminished by public disclosure or that
public disclosure is not in the long-term fiscal interests of the state.

(c) Information determined to be confidential under (b) of this section is confidential under
that subsection only so long as is necessary to protect the competitive position of the applicant,
to prevent the significant diminution of the commercial value of the infonnation, or to protect the
long-term fiscal interests of the state. The commissioner of revenue or the commissioner of
natural resources, as appropriate, may not release information that the commissioner has
previously determined to be confidential under (b) of this section without providing the applicant
notice and an opportunity to be heard.

(d) Notwithstanding the limitation in (c) of this section, the Department of Revenue and the
Department of Natural Resources may provide to one another, to the Department of Law, to the
legislature, and to the Office of the Governor any infonnation provided under AS 43.82.300
relevant to the implementation of this chapter or to the enforcement of state or federal laws.
Information that is exchanged under this subsection that was determined to be confidential under
(b) of this section remains confidential except as provided in (c) of this section. The portions of
the records and files of the Department of Revenue, the Department of Natural Resources, the
De -ailment of Law, the legislature, and the Office of the Governor that reflect, incorporate, or
analyze infonnation that is determined to be confidential under (b) of this section are not public
records except as provided in (c) of this section.

(e) Notwithstanding the limitation in (c) of this section, infonnation that is determined to be
confidential under (b) of this section shall be disclosed on request by the commissioner of
revenue, the commissioner of natural resources, or the attorney general to a legislator; to the
legislative auditor; and, as directed by the chair or vice-chair of the Legislative Budget and Audit
Committee, to the director of legislative finance, to the permanent employees of those divisions
who are responsible for evaluating a contract under AS 43.82.020, and to agents or contractors of
the legislative auditor or the director of legislative finance who are engaged to evaluate a
contract under AS 43.82.020 . Information that is determined to be confidential under (b) of this
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section may also be disclosed by the commissioner of revenue or the commissioner of natural
resources to an independent contractor under AS 43.82.240 or to a municipal advisory group
established under AS 43.82.510 . Before confidential information is disclosed under this
subsection, the person receiving the information must sign an appropriate confidentiality
agreement.

(O If the commissioner of revenue chooses to develop a contract under AS 43.82.020 , the
portions of the records and files of the Department of Revenue, the Department of Natural
Resources, the Department of Law, and a municipal advisory group established under AS
43.82.510 that reflect, incorporate, or analyze information that is relevant to the development of
the position or strategy of the commissioner of revenue, the commissioner of natural resources,
or the attorney general with respect to a particular provision that may be incorporated into the
contract are not public records until the commissioner of revenue gives public notice under AS
43.82.410 of the commissioner's preliminary findings and determination under AS 43.82.400 .
Nothing in this subsection

(1) makes arecord or file of the Department of Revenue, the Department of Natural
Resources, or the Department of Law a public record that otherwise would not be a public record
under AS 40.25.100 - 40.25.220;

(2) affects the confidentiality provisions of (a) - (e) of this section; or

(3) abridges a privilege recognized under the laws of this state, whether at common law or by
statute or by court rule.

Sec. 43.82.400. Preliminary findings and determination regarding the contract.

(a) If the conLnissioner develops a proposed contract under AS 43.82.200 - 43.82.270, the
commissioner shall

(1) make preliminary findings and a determination that the proposed contract terms are in the
long-term fiscal interests of the state and further the purposes of this chapter; and

(2) prepare a proposed contract that includes those terms and shall submit the contract to the
governotr.

(b) To make the preliminary findings and determination required by (a)(1) of this section, the
commissioner shall compare the projected public revenue anticipated from the approved
gualified project with the estimated operating and capital costs of the additional state and
municipal services anticipated to arise from the construction and operation of the approved
gualified project. The commissioner shall address the reasonably foreseeable effects of the
proposed contract on the public revenue.

(c) In conjunction with the making of preliminary findings and determination required by
(a)(1) of this section, the commissioner shall describe the principal factors, including the
projected price of gas, projected production rate or volume of gas, and projected recovery,
development, construction, and operating costs, upon which the determination made under (a)(1)
of this section is based. If the commissioner has previously submitted a proposed contract to the
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governor, the commissioner shall describe any material differences between the terms of the
currently proposed contract and the previously proposed contract.

Sec. 43.82.410. Notice and comment regarding the contract.

The commissioner shall

(1) give reasonable public notice of the preliminary findings and determination made under
AS 43.82.400 ;

(2) make copies of the proposed contract, the commissioner's preliminary findings and
determination, and, to the extent the information is not required to be kept confidential under AS
43.82.310 , the supporting financial, technical, and market data, including the work papers,
analyses, and recommendations of any independent contractors used under AS 43.82.240
available to the public and to

(A) the presiding officer of each house of the legislature;
(B) the chairs of the finance and resources committees of the legislature; and
(C) the chairs of the special committees on oil and gas, if any, of the legislature;

(3) offer to appear before the Legislative Budget and Audit Committee to provide the
committee areview of the commissioner's preliminary findings and determination, the proposed
contract, and the supporting financial, technical, and market data; if the Legislative Budget and
Audit Committee accepts the commissioner’s offer, the committee shall give notice of the
committee's meeting to the public and all members of the legislature; if the financial, technical,
and market data that is to be provided must be kept confidential under AS 43.82.310 , the
commissioner may not release the confidential infoimation during a public portion of a
committee meeting; and

(4) establish a period of at least 30 days for the public and members of the legislature to
comment on the proposed contract and the preliminary findings and determination made under
AS 43.82.400 .

Sec. 43.82.420. Coordination of public and legislative review.
To the extent practicable, the commissioner shall coordinate the public comment opportunity
provided under AS 43.82.410 (4) with areview by the Legislative Budget and Audit Committee

under AS 43.82.410 (3).

Sec. 43.82.430. Final findings, determination, and proposed amendments; execution of the
contract.

(a) Within 30 days after the close of the public comment period under AS 43.82.410 (4), the
commissioner of revenue shall
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(1) prepare asummary of the public comments received in response to the proposed contract
and the preliminary findings and determination;

(2) after consultation with the commissioner of natural resources, if appropriate, and with the
pertinent municipal advisory group established under AS 43.82.510, prepare alist of proposed
amendments, if any, to the proposed contract that the commissioner of revenue determines are
necessary to respond to public comments;

(3) make final findings and a determination as to whether the proposed contract and any
proposed amendments prepared under (2) of this subsection meet the requirements and purposes
of this chapter.

(b) After considering the material. . . bed in (a) of this section and securing the agreement
of the other parties to the propose .ontrae. regarding any proposed amendments prepared under
(a) of this section, if the commissioner determines that the contract is in the long-term fiscal
interests of the state, the commissioner shall submit the contract to the governor.

(c) The commissioner’sfinal findings and determination under (a) of this section are final
agency decisions under this chapter.

Sec. 43.82.435. Legislative authorization.

The governor may transmit a contract developed under this chapter to the legislature together
with arequest for authorization to execute the contract. A contract developed under this chapter
is not binding upon or enforceable against the state or other parties to the contract unless the
governor is authorized to execute the contract by law. The state and the other parties to the
contract may execute the contract within 60 days after the effective date of the law authorizing
the contract.

Sec. 43.82.440. Judicial review.

A person may not bring an action challenging the constitutionality of a law authorizing a contract
enacted under AS 43.82.435 or the enforceability of a contract executed under a law authorizing

a contract enacted under AS 43.82.435 unless the action is commenced within 120 days after the
date that the contract was executed by the state and the other parties to the contract.

Sec. 43.82.445. Administrative termination of a contract.
(a) The commissioner shall include tenms in a contract developed under AS 43.82.020 that
provide for administrative termination of a party's rights under the procedures and conditions set

out in this section if the party has

(1) ceased to meet the requirements of AS 43.82.110 as a qualified sponsor or qualified
sponsor group;

(2) intentionally or fraudulently misrepresented, in whole or in part, material facts or
circumstances upon which the contract was made;
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(3) failed to comply with a condition or material term of the contract or a provision of this
chapter; or

(4) failed to comply with the approved qualified project plan or any updated project plan.

(b) Before administrative termination of a contract under this section, the commissioner shall
give notice to the parties of the commissioner's intent to terminate the contract and an
opportunity to be heard. The commissioner may also provide the parties an opportunity to cure
any deficiency that is the basis for the termination if the commissioner determines that curing the
deficiency is appropriate under the circumstances.

(c) Notwithstanding (a) and (b) of this section, the commissioner may not administratively
terminate a contract after the party has committed full project funding except as provided in (e)
of this section.

(d) A party to acontract who is affected by the commissioner's action to terminate under (a) of
this section may file an appeal with the superior court under the Alaska Rules of Appellate
Procedure.

(e) The commissioner may provide terms and conditions in a contract developed under AS
43.82.020 upon which a party's rights under the contract may be administratively terminated
after the party commits full project funding.

Sec. 43.82.500. Obligation to share payments with municipalities.

If the commissioner develops a contract under AS 43.82.020 that includes terms that exempt a
party to the contract, and the p- operty, gas, products, and activities associated with the approved
gualified project that is subject to the contract, from a municipal tax or assessment in accordance
with AS 29.45.810 or AS 29.46.010 (b), or AS 43.82.200 and 43.82.210, the commissioner shall
include aterm in the contract that the party pay a portion of the periodic payments due under the
contract to the revenue-affected municipality.

Sec. 43.82.505. Payments to economically affected municipalities.

If the commissioner executes a contract under AS 43.82.020 that will produce one or more
economically affected municipalities, the commissioner shall include a term in the contract that
provides for a portion of the periodic payments to the economically affected municipalities under
the principles in AS 43.82.520 .

Sec. 43.82.510. Municipal advisory group.

(a) If the commissioner approves an application and proposed project plan under AS
43.82.140 and decides to develop a contract under AS 43.82 020 and 43.82.200, the
commissioner shall notify each revenue-affected municipality and economically affected
municipality.

(b) The mayor of a municipality notified by the commissioner under (a) of this section may
appoint one representative to a municipal advisory group in relation to the application.



(c) Each municipal advisory group serves until afinal action is taken on the application for
which the group was appointed.

(d) Each municipal advisory group shall elect a chair.
Sec. 43.82.520. Duties of the commissioner of revenue in relation to municipal participation.

(a) The commissioner shall meet with each municipal advisory group periodically to report on
the development of the contract provisions that affect the municipalities.

(b) In developing a contract under AS 43.82.200 - 43.82.270, the commissioner shall ensure
that each revenue-affected municipality and economically affected municipality receives a fair
and reasonable share of the payments provided under AS ¢7.82.210 in accordance with the
following principles:

(1) the share of the payments to revenue-affected municipalities should be given priority over
payments to economically affected municipalities with due regard to the anticipated size of the
tax base that the contract would exempt from municipal taxation by revenue-affected
municipalities;

(2) the share of the payments to municipalities should be determined with due regard to the
anticipated economic and social burdens that would be imposed on the municipality by

construction and operation of the project;

(3) the respective shares of the total payments to the state and to municipalities should be fixed
in a manner to ensure that their respective interests are aligned,;

(4) to the extent practicable, the periodic amounts paid to each of the municipalities should be
stable and predictable; and

(5) to the extent practicable, the provisions for sharing payments with municipalities should be
consistent with the principles established in AS 43.82.210 (b).

(c) In establishing the municipal shares under (b) of this section, the commissioner shall
consult with the pertinent municipal advisory group.

Sec. 43.82.600. Governing law.

If a provision of this chapter conflicts with another provision of state or municipal law, the
provision of this chapter governs.

Sec. 43.82.610. Regulations.
The commissioner of revenue, the commissioner of natural resources, and the commissioner of

labor and workforce development may adopt regulations to carry out their respective duties
under this chapter.
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Sec. 43.82.620. Procedures for collection of amounts due; security.

(a) The commissioner may adopt procedures for the collection of amounts due the state under
a contract developed under AS 43.82.020 , including the collection of interest and penalties.

(b) The commissioner may require a party to a contract developed under AS 43.82.020 to
provide security sufficient to guarantee amounts due under the contract.

Sec. 43.82.630. Reports and audits.

The commissioner may require periodic reports from and may at reasonable intervals conduct
audits and inspect the books of a party that has entered into a contract developed under AS
43.82.020 to ensure compliance with the provisions of this chapter and the regulations adopted
under this chapter and of the terms of the contract.

Sec. 43.82.640. Annual report of the commissioner of labor and workforce development.

On an annual basis, the commissioner of labor and workforce development shall prepare and
present to the legislature a comprehensive report on each party to a contract with the state
developed under AS 43.82.020 , and its contractors, regarding the state residency of the
employees working in this state on the approved qualified project that is subject u the contract.
The commissioner of labor and workforce development shall use state data bases, including data
from the qua- ;rly reports by a party to the contract developed under AS 43.82.020 and its
contractors foi unemployment insurance purposes, to determine state residency of employees
regarding compliance with AS 43.82.230 .

Sec. 43.82.900. Definitions.
In this chapter, unless the context requires otherwise,

(1) "affected municipality” means an economically affected municipality or a revenue-affected
municipality;

(2) "commencement of commercial operations" means the start of regular deliveries of
marketable products from an approved qualified project;

(3) "cubic foot of gas" means the quantity of gas contained in a volume of one cubic foot at a
standard temperature of 60 degrees Fahrenheit and a standard absolute pressure of 14.65 pounds
per square inch;

(4) "economically afiected municipality” means a municipality the commissioner of revenue
determines will be reasonably required to provide additional public services under the tennis
proposed in an application approved under AS 43.82.140 (a); the commissioner may consider
historical data from construction of the Trans Alaska Pipeline System, and information submitted
by a municipality in making the determination;

(5) "economic proximity" means the distance within which a person may be willing to design,
construct, and operate a gas line to provide service to a local consumer;
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(6) "economic rent" means the estimated total gross revenue less estimated total costs for a
gualified project over the term of a contract under AS 43.82.020 , measured in undiscounted
nominal dollars; for purposes of this paragraph, total costs do not include arate of return on
capital, financing costs, or any payments to governments;

(7) "full project funding" means full approval by a party to a contract under AS 43.82.020 for
the expenditure of the capital necessary for construction and operation of the approved qualified
project that is subject to the contract;

(8) "gas" has the meaning given in AS 43.55.900 ;

(9) "group" means two or more persons;

(10) "lease or property" ha’the meaning given in AS 43.55.900 ;

(11) "periodic payment" means payment made in lieu of one or more other taxes under a
contract under AS 43.82.020 ;

(12) "revenue-affected municipality” means a municipality that the commissioner of revenue
reliably expects will be restricted from imposing atax, or a portion of a tax, as aresult of

implementation of acontract developed under this chapter;

(13) "stranded gas" means gas that is not being marketed due to prevailing costs or price
conditions as determined by an economic analysis by the commissioner for a particular project.

Sec. 43.82.990. Short title.

This chapter may be cited as the Alaska Stranded Gas Development Act.
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Overview of HB 16
Presentation to Senate Finance
Roger Marks
Alaska Department of Revenue
April 3, 2003

Good morning, co-chairs Wilken and Green, and members o f the committee. My name is
Roger Marks. | am a petroleum economist with the Tax Division o fthe Department of
Revenue. | worked on the original Stranded Gas Act in 1998 and am familiar with its
history, intent, and mechanics. | would like to provide avery briefoverview ofthe Act at
AS 43.82. A more detailed synopsis is with the fiscal note.

The Act originated in HB 250 in 1997 which established a North Slope Gas
Commercialization team in the Administration to research and recommend changes to
state law to encourage commercialization of North Slope gas. The team concluded that
the project faced considerable risk, namely gas price risk and cost overrun risk, and that
the state’s fiscal system actually exacerbated those risks. Two ofthe risks o f particular
concern were fiscal uncertainty and the state’s regressive tax system.

(A briefcomment on the price risk: The cost of the project is very large: $20 billion. That
is a lot of money to any corporation, even ones the size o f Exxon, BP, or ConocoPhillips.
I f this project is built and something goes wrong, such as low prices, the sponsors face
very large losses. And even if these are relatively low probability events, the project may
not be built if acompany cannot tolerate a loss of that size. That is why the risk reduction
mechanism proposed in Congress, which is currently in place for non-conventional gas in
the lower 48, may be a very necessary linchpin in making this project a reality.)

By fiscal uncertainty we mean the threat o f changes in fiscal provisions after a project is
built, that may change the project’s viability after it is too late to do anything about it. A
project may be feasible under one tax system. If it is built under the assumption that the
tax system in place will stay in place, but the tax system changes, the changes could
cause heavy financial losses.

Second, there are two significant elements o f the state’s fiscal system that make it
regressive. By regressive we mean that the state’stake is a high percentage ofincome at
low prices, and a low percentage at high prices. First, the property tax is based on cost.
The higher the cost the higher the tax. This is a double whammy to an investor who
incurs a cost overrun. Moreover, the property tax is payable when construction begins,
years before revenues start accruing. On atime value of money basis this diminishes the
rate o freturn, and increases the risk o f not recovering the investment.

The second regressive elements are the severance tax and royalty. They are based on the
value at the point where the gas comes out o fthe ground, and ignore upstream costs such
as capital and operating cos:s. Thus when costs are high and prices are low, the state’s

take is a high percentage of low income. Again, this intensifies the danger of low prices.



I might add that a regressive system also limits the state’s take at high prices. Fixing that
could be very important to the state for securing more revenue when prices are high,

without tlireatening the viability o fthe project.

The Stranded Gas Act was the result o ftrying to fix these shortcomings. The law
provided a mechanism for converting the state’s fiscal system from a statutory basis to a
contractual basis. This would provide for greater fiscal certainty. The fiscal system would
be negotiated between the state and the project sponsors, and approved by the legislature,
after a public review period. Payments to the state would be made in-lieu o f taxes. And
per the Act the contract terms would provide for a more progressive (less regressive)

system.

Most o f the provisions subject to negotiation are the tax provisions. Given that the royalty
represents the state’s ownership share, there was not interest in making the royalty rate
subject to change. The only royalty provisions subject to negotiation would be the gas
valuation method, and the timing ofroyalty in-kind and in-value notices.

The Commissioner of Revenue would be the primary agent for negotiating and
implementing the contact. However, the Commissioner o fNatural Resources is also
responsible for reviewing the project plan for acceptability, and for negotiating any
changes in those royalty issues.

There was concern by municipalities that a contract could compromise their property tax
revenues. Accordingly, the Act created a municipal advisory group to participate in
developing contract terms, and the Act requires that a fair and reasonable share ofthe
payments due under the contract be paid to affected municipalities with due regard to the
size ofthe tax base that may be exempted, and the economic and social burdens imposed
by construction and operation.

The Act also has provisions for sponsors to help make gas available to communities, to
promote local hire, to deal with confidential information provided by the sponsors, and to
reimburse the state for contractors it may use to assist in the negotiation process.

Finally, there were some questions raised as to whether this would surrender or contract
away the power to tax, which is forbidden by our constitution. It was the administration’s
judgement that this would not preclude future legislatures from imposing other taxes, but
this contract would represent a solemn pledge, a moral commitment by the state, and a
message to future legislatures that once it agrees to the terms it will not change them.
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Re: Testimony Before House Fnance Committee March 172003
. In Supportoﬂ-IB 16

Dear Representative Williams and Representative Harris:

For the record, my name is KBNThompson. |am the past President of ARCO Akska, Inc.
Currently | am the President and CEO of a new Alaska company called Pacific Star Energy LLC.

This letter is written in support of HB 16 being reviewed by the House Finance Committee. The
timing is right to support this bill that will grant the Administration authority to negotiate fiscal
terms with North Slope gas project sponsors so that a project can be expedited. It is my opinion
that within the next 10yean, Alaska's natural gas will be needed inthe Lower 43 where natural
gas supply is declining more steeply than forecastand demand is continuing to climb.

Pacific Star Energy is a consortium of various Alaska companies across the State that are
interested in having an equity investment ownership in any North Slope natural gas project In
the Alaska oil industry, notone Alaska company owns a sizeable equity ownership in North
Slope oil production nor inthe TAPS oil pipeline. Rather, in the oil industry, Alaska companies
plsy the important role of service and support However, when the North Slope natural gas
iodustry evolves, several Alaska companies desire an equity ownership stake in the gas pipeline
and ancillary natural gas businesses within the State. Pacific Star Energy has been formed to pool
together these interested companies under one “umbrella” ¢ 7rapany that is financial ty strong and
capable to own an equity interest in the gas pipeline.

If Pacific Star Energy has cash flow from a natural gas pipeline project, we will then play a vital
role in building natural gas infrastructure within the State. Pacific Star Energy is interested in
constructing “hub” distribution centers in Alaska, natural gas processing facilities for distribution
of natural gas liquids such as propane and butane to interior communities, and interested in
constructing spur pipelines to Fairbanks, Anchorage, and potentially Valdez.

To date, several companies have either approved or are obtaining final approval for initial
investment in Pacific Star Energy. Five Alaska companies- Arctic Slope Regional Corporation;
Cook Inlet Regie. Inc.; Koniag, Inc.; Pacific Rim Leadership Development; and Jim Jansen of
Lyndon, Inc. - have approved startup funding for this new consortium company. Several other
companies in February and March have expressed interest in investing and plan to review
investment in this consortium company with their Board of Directors in April: Ahtna, Inc.;
Chugach Alaska; Doyon Ltd.; Nana, Inc.; Sealaska Corporation; and Enstar Natural Gas. We are
hopeful some if not all of these companies approve investment in Pacific Star Energy.
Discussions are also planned with 5-10 other Alaska companies and institutions to continue
building a financially strong and broad coalition of Alaska companies to invest in the North Slope

natural gas project

Pacific Star Energy will be working cooperatively with the major producers over the next years to
show that our consortium of Alaska companies can participate alongside them and add positive
value to any North Slope natural gas project Pacific Star Energy can provide assistance in: 1)
obtaining pipeline permitting across Native and other lands, 2) assist in government relationships,
3) foster investments in in-scate natural gas use and value added processing, 4)assist in
transportation arrangements of gas owned by smaller producers and the Stale in-kind royalty gas,
and 5) keep mere profits within the Stale to help the State economy.

Our coalition of Alaska companies- Pacific Star Energy - supports approval ofHB 16.

3601 C Street. Suite MOO. Anchor»ge AK 99503
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SENATE COMMITTEE REPORT
DATE: 3/28/03 FURTHER: Finance

DATE TURNED ,
INTO OFFICE: 4 h ]a?>

Resources Committee considered CS FOR HOUSE BILL NO. 16(FIN) am
HB 16 STRANDED GAS DEVELOPMENT ACT AMENDMENTS

"An Act amending, for purposes of the Alaska Stranded Gas Development Act, the standr ds applicable to determining
whether a proposed new investment constitutes a qualified project, the standards used to determine whether a person
or group qualifies as a project sponsor or project sponsor group, and the deadline for applications relating to the
development of contracts for payments in lieu of taxes and for royalty adjustments that may be submitted for
consideration, and modifying the conditions bearing on the use of independent contractors to evaluate applications or to
develop contract terms; providing statements of intent for the Act relating to use of project labor agreements and to
reopening of contracts; and providing for an effective date."
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SENATE FINANCE COMMITTEE

SIGN-IN

HB 16-STRANDED GAS DEVELOPMENT ACT AMENDMENTS
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HOUSE BILL NO. 20 REEMPLOYMENT OF RETIRED TEACHERS

"An Act relating to reemployment of and benefits for retired teachers and principals, including those who
participated in retirement incentive programs, and to the employment as teachers of members of the public
employees' retirement system who participated in a retirement incentive program; and providing for am effective
date."’
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1
2003 LEGISLATIVE SESSION Bill Version: CSHB 20(STA
(H) Publish Date: "19/03
Revision Date/Time (Note if correction); Dept. Affected: Administration
Title An Act relatino to reemplovment of '‘BRU Centralized Admin Services
and benefits for retired teachers. Component Retirement & Benefits

Sponsor Rep Stevens
Requester House State Affairs Component No
Expenditures/Revenues (Thousands of Dollars!
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services 0.0 0.0 0.0 0.0 0.0 0.0
Travel 0.0 0.0 0.0 0.0 0.0 0.0
Contractual 0.0 0.0 0.0 0.0 0.0 0.0
Supplies 0.0 0.0 0.0 0.0 0.0 0.0
Equipment 0.0 0.0 0.0 0.0 0.0 0.0
Land & Structures 0.0 0.0 0.0 00 0.0 0.0
Grants & Claims 0.0 0.0 0.0 0.0 0.0 0.0
Miscellaneous 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts 0.0 0.0 0.0 0.0 0.0

1003 GF Match 0.0 0.0 0.0 0.0 0.0

1004 GF 0.0 0.0 0.0 0.0 0.0

1005 GF/Program Receipts 0.0 0.0 0.0 0.0 0.0

1037 GF/Mental Health 0.0 0.0 0.0 0.0 0.0

Other (Specify Type-Do not abbreviate) 0.0 0.0 0.0 0.0 0.0
TOTAL 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0

Mark this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal:

POSITIONS

Full-time

Part-time

Temporary

ANALYSIS: (Attach a separate pape if nocessary)
This bill amends the Teachers' Retirement System (TRS) statutes to:
* expand the provision allowing school districts to hire retired teachers to include those teachers who
previously elected to retire under a Retirement Incentive Program (RIP);
' grant authority to the Department of Education and Early Development to hire retired teachers; and
*remove the RIP penalties for Public Employees' Recrement System (PERS) retirees who are hired
under the provisions of AS 14.20.135(a).

Prepared by:  Guy Bell Phone

Division Retirement & Benefits Date/Time 2/6/03 7 17 AM
Approved by:  Mike Miller 2/6/200B>ale
Agency Department of Administration

(Re*ses s.700rowBi Pagelof_1_
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Alaska State Legislature

SESSION ADDRESS INTERIM ADDRESS
Alaska State Capitol 112 Mill Ray Road
Juneau. AK 99801-1182 Kodiak. AK 99015
(907)405-4925 (907) 480-4925
Fax(907)405-3517 Fax (907) 465-2819

Senator Gary Stevens

SPONSOR STATEMENT-HB 20

HB 20, "An Act relating to reemployment of and benefits for retired teachers and principals who
participated in retirement incentive programs and to the employment as teachers of members of
the public employees' retirement system who participated in a retirement incentive program; and
providing for an effective date."

Alaska, like the rest of the nation, is experiencing a severe shortage of qualified teachers and
principals. Research has shown that a qualified teacher in the classroom is the single most
important school-based factor in a student's success. It is incumbent upon the Legislature to
provide additional tools to Alaskan school districts to ameliorate the current teacher shortage and
thus continue to assist school districts in their efforts to improve student learning.

HB 20 would allow schools experiencing a shortage of education professionals to reemploy
teachers and principals who had retired under a Retirement Incentive Program (RIP). This bill
would not require any school district to reemploy any particular retired individual; it would only
give them the option to do so.

School districts would be required to certify that they are experiencing a shortage in order to
rccmploy a RIP-retired teacher or principal. Those reemployed under this provision would not be
required to pay back their retirement incentive and could elect to either continue receiving their
retirement benefits or to accrue new Teacher Retirement System (TRS) credited service during
the ic-hire period. The Department of Education would also be able to hire RIP-retired teachers
and principals for Alyeska Central School, Mt. Edgecumbe, the Alaska State School for the Deaf
and Hard of Hearing, and the Alaska Vocational Tcchnica' Center.

Statute allowing school districts to hire any retired personnel without penalty sunsets on July I,
2005; school districts would not be able to rccmploy any additional retirees after that dale.

[Ib-20 would provide one more tool to school districts suffering from the shortage of
education professionals, and | hope that you will give it your support.



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2002 LEGISLATIVE SESSION Bill Version: House Bill 416
() Publish Date:
Revision Date/Time (Note if correction): Dept. Affected: Administration
Title Reemployment of and benefits for 'BRU Centralized Administrative Services
TRS retirement incentive program participants Component Retirement and Benefits
Sponsor House Special Committee on Educatic
Requester House Special Committee on Educatk Component No. 64
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0,0

CAPITAL EXPENDITURES
CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type-Do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY2002) cost: 0.0
Check this box (X) If funding for this bill is Included In the Governor's FY 2003 budget proposal:
POSITIONS
Full-time
Pan-time
Temporary

ANALYSIS: (Attach a separate patjS If necessary)

This legislation allows Teachers' Retirement System retirees who participated in a system sponsored
retirement incentive program (RIP) to be reemployed under the provisions of AS 14.25.043(b), which was
enacted by the legislature in 2001. This will allow RIP retirees to return to teaching and continue receiving
their retirement benefits. In exchange, no additional TRS credit will accrue during the period of
reemployment.

Enactment of this legislation will have no actuarial impact and, therefore, no impact on the TRS
contribution rate. The full actuarial cost of the RIP has already been covered by participating employers
and employees. Therefore, the division has prepared a zero fiscal note.

Prepared by:  Guy Bell, Director Phone 465-4471

Division Retirement and Benefits Dale/Time February 14. 2002
Approved by:  Jim Duncan, Commissioner Dale February 14. 2002
Agency Department of Administralion
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LEGAL SERVICES w2 0

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329

MEMORANDUM January 27,2003

SUBJECT: Reemployment ofretired teachers (Work Order No. 23-LS0130\A)

TO: Representative Gary Stevens

Attn: Doug
FROM: Barbara R. Craver

Legislative CounsellATAN

You have requested a sectional summary o fthe above-described bill.

As apreliminary matter, note that a sectional summary of a bill should not be considered
an authoritative interpretation of the bill and the bill itself is the best statement of its
contents. |f you would like an interpretation of the bill as it may apply to a particular set
o f circumstances, please advise.

Section 1: Adds the Department of Education and Early Development to this subsection.
The department may pass a resolution if it finds teacher shortages in particular
specialties, and rehire qualified retired teachers. The department is required to notify the
TRS administrator if it rehires retired teachers.

Section 2. Adds the Department of Education and Early Development to this subsection
which allows retired teachers to elect to continue receiving retirement benefits while
reemployed. The prohibition on rehiring teachers who participated in a retirement
incentive program (RIP) is deleted to allow the rehiring of RIP members.

Section 3. Provides that if a person is hired as a teacher under AS 14.20.135 and if that
person had retired from a PERS employer under a RIP they will not lose the incentive
credit they received under the RIP and will not be subject to the reemployment
indebtedness otherwise imposed by the RIP.

Section 4. Amends the 2001 uncodified law which repeals the sections involving rehiring
retired teachers because of shortages to include the changes above in the repeal on
July 1, 2005.

Section 5. Repeals AS 14.20.135(c) which prohibited districts from hiring RIP teachers.

Section 6. Establishes an immediate effective date for the act.

BRC'.med
03-055.med



AASB Position
HB 20 - Reemployment of Retired Teachers

The Association of Alaska School Boards (AASB) is supportive of maintaining broad latitude for
school districts to rehire teachers, administrators, and members of the public employee’s retirement
system retired under incentive programs. This position is based on the following perspectives:

» School districts participated in the retirement incentive programs primarily due to the saving
afforded them during times of challenging budgets. Districts achieved the economies
envisioned by the legislature through the retirement of more costly employees in exchange for
employees costing less.

» The current challenge of attracting and retaining teachers in Alaska is compounded by the
growing shortage o f teachers nationwide. By permitting high quality retired teachers and
administrators back into the Alaska educational system while allowing these individuals to
retain their retirement benefit is good for the children ofAlaska. These individuals have
already demonstrated their commitment to Alaska and because districts retain control as the
hiring authority, individuals of less than the highest skill level or those experiencing “burnout”
are avoided.

* School districts realize much needed economies of scale even if the teacher/administrator
retains the same salary as the benefit (health insurance, TRS district contribution, life
insurance, etc.). The cost saving could easily be in the 20-30% range. Given the substantial
savings, even as outline in the aforementioned situation, districts are in the best position to
determine salary levels for returning retired teachers.

* A bonus to retirement incentive returnees, many of whom have “bottomed out” on the salary
schedule, is their retirement stipend plus their ongoing salary to encourage their continued work
on behalfofadistrict’s children.

« Employment ofindividuals as teachers who retired under a retirement incentive program
offered by the public employee’s retirement system (PERS) is also a significant benefit to
education in Alaska. Some PERS retirees undoubtedly return to higher education to secure a
teaching oradministrate credential and will be lost to other states if prohibited from joining
districts in Alaska.

In summary, Alaska will lose the majority o f these retirement incentive professionals to other states
who are eager to develop attractive incentive packages to gain their employment. These states arc
unconcerned about v, hether the potential employee has aretirement benefit from another state. Let’s
keep the opportunity for the rehire of retired teachers, administrators, and members o f the public
employee’s retirement system as open as possible and let local districts and negotiated agreements
determine entry status. Allowing retirees to re trn to the profession in Alaska is mutually beneficial --
good for the professional who retains retirement benefits and continues the work he/she enjoys, and
good for the district that secures or maintains a quality professional at an overall cost savings to the
district. Thank you.



14 /4R P Alaska

Honorable Bruce Weyhrauch, Chair qur_eCted |etter _for HB 20,
House State Affairs Committee Orlglna”y identified as HB 15.
Alaska Capital, Room 102 Please excuse the error.

Juneau, AK 99801-1182

February 15, 2003 RE: HB 20 (Stevens) - Support

Dear Chair Weyhrauch:

On behalf of the AARP members in Alaska, we encourage you and your colleagues
on the House State Affairs Committee to support HB 20, authored by Representative
Gary Stevens and co-sponsored by Representative Carl Gatto.

At this time when we have a variety of shortages among skilled educators, HB 20
will offer flexibility to educational institutions and school districts to re-employ their
retirees without causing financial penalties for the retiree. Later life should offer many
options. Returning to work and employment ought to be one of them.

HB 20 is a "win, win, win” bill. Educational entities will have another source of
skilled, able and willing educators to fill vacant positions. Educators who miss working
and the classroom will have an opportunity to return to their chosen career. Students
who want to leam from experience, dedicated, lifelong “seasoned” teachers will have
that door opened to them.

Representatives Stevens and Gatto have a good bill that deserves your support.
AARP recommends an "AYE” vote on HB 20.

Should you have any questions about our position, please feel free to contact Marie
Darlin (907.586.3637), Coordinator of the AARP Capital City Task Force; Patrick Luby
(907.762.3314), AARP Legislative Representative; or me (907.245.5259).

3601 C Street, Suite 1420 |Anchorage, AK99S03 |907-341-2277 |907-341-2270 fax | 1-877-434-7598 TTY
Jamas G. Parkel, President |William D. Novell!, Executive Director and CEO | www.aarp.org


http://www.aarp.org

Thank you for your consideration.

Sincerely,

Marguerite Stetson

AARP Alaska

Executive Council Member for Advocacy
3009 Northwood Street

Anchorage, AK 99517-1871
907.245.5259 voice

907.245.5279 fax

ffmas@ aurora.uaf.edu

cc: Vice-Chair Jim Holm
Representative Nancy Dahlstrom
Representative Bob Lynn
Representative Paul Seaton
Representative Ethan Berkowitz
Representative Max Gruenberg
Representative Gary Stevens
Representative Carl Gatto
Marie Darlin
Patrick Luby
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Alaska does not have a gen-
eral shortage of teachers,
despite what many Alaskans
believe. But the states 53 school
districts do face shortages of
special education teachers and

to a lesser extent secondary
math and science teachers,
Shortages in these specializa-

tions are not confined to Alaska but are national.

And about a third of Alaska's school districts—almost
entirely remote rural districts—face chronic teacher
shortages. These remote districts have historically been hard
to staff, and somcscramble to fill as many as half their
teaching jobs every year.

These are among the findings of the Institute of Social
and Economic Research's assessment of the supply of and
demand for teachers in Alaska (see page 12). The president
of the University of Alaska and the commissioner of the
Alaska Department of Education and Early Development
asked ISER to examine whether Alaska has a shortage of
teachers and, if so, to provide information that could help
policymakers deal with the problem.

We collected and analyzed data from many sources,
including theAlaska Department of Education and Early
Development, the University of Alaska, and the Alaska
Teacher Placement office at the University of Alaska
Fairbanks. We also collected new data through interviews and
surveys, including a survey of teachers who left their jobs at
the end orthe 2000-2001 school year and a survey of instruc-
tional aides working in urban and rural schools during the
2001-2002 school year.

In this executive summary' we first briefly discuss why
recruiting and retaining quality teachers for all Alaska
schools will bedifficult but is crucial. Then we summarize
oui findings about (1) the variation in teacher turnover
across Alaska's school districts; (2) why Alaska teachers leave
their jobs: (3) job satisfaction among teachers who leave
their jobs; (4) how many teachers graduate in Alaska; and
(5) the potential Tor Alaska instructional aides to become
teachers. We conclude with some recommendations about
how policymakers might help recruit and keep quality
teachers for all Alaska schools.

Early Development December 2002
Reducing Turnover: Difficult but Crucial---------------=---—---

Attempts to reduce die shortages we identified in certain
specializations and in certain districts will be complicated by
Alaska's heavy dependence on teachers from outside the
state. Alaska recruits about 70 percent of its teachers from
outside Alaska—which means it competes with other states,
especially western states, for teachers with specializations that
are in short supply.

National data show that the overall supply of
teachers is more than adequate, but that shortages exist in
certain specialties— particularly special education and
secondary math and science. For example, when the
Washington Education Association recently surveyed special
education teachers in Washington state, it found that at least
one in three special education teachers planned to leave the
field within the next five years.1

Accomplished teachers with specialties that are in short
supply can usually decide for themselves where thev will
teach. Alaska's school districts are not in a strong competi-
tjve position to attract such teachers. Alaska teachers’
salaries are comparatively modest, when you consider the
state's higher living costs—especially in rural communities,
where living costs arc higher than in urban Alaska and much
higher titan in most or the U.S.

And attracting teachers to Alaska's schools is only one
step: the second step is keeping them once we hire them.
National data, as well as our own survey data, show that
working conditions—everything from class size to school
security to professional development opportunities—play a
major part in teachers’ decisions to slay or go. Personal and
ramily reasons, apart from working conditions or salary, also
strongly influence whether teachers stay in theirjobs. Not all
the factors that affect teacher retention can be influenced by
policy changes—but some clearly could,

The implications of high turnover in some rural Alaska
districts also go far beyond the costs, administrative difficul-
tics, and lack of continuity districts face when diey have to
replace so many teachers every year. Recent rescarcli shows
a strong relationship between low teacher turnover and
higher-than-avcrage student achievement.2 Results from
Alaskas High School Graduation Qualifying Examination
confirm that many of the remote rural districts where



students have fared poorly on the test arc precisely those that
have experienced the highest rates of teacher turnover.
Addressing the turnover problem will not likely be sufficient,
by itself, to improve student achievement in these districts—
but it may well be a necessary condition.

The recent federal No Child Left Behind legislation also
underlines the importance of reducing teacher turnover, if
we assume lower turnover would help improve student
achievement. The new federal law requires accountability
among states "to ensure that all children have a fair, equal,
and significant opportunity to obtain a high-quality educa-
tion and reach, at a minimum, proficiency on challenging
statca cademic achievement standards and state academic
assessments."

If a state fails to improve achievement among disadvan-
taged students, the U.S. Department of Education can
reduce the amount of federal money the stale may use for
administration of Elementary and Secondary Education Act
(ESEA) programs. Therefore, failing to improve student
achievement at schools that dont meet academic standards
will have profound consequences not only for the commu-
nities and the districts in which these schools are located,
but for the state as a whole.

Figure 1. What Did Teachers Do at the .

Changed Schools

Stayed at Same School Within Same D
6,024 743
(76%) (9%)

Stayed in Same District
i Teachers

76% Rural Teachers

Rural to ruram

Teacher Turnover: Higher in Most But
Not All Rural Districts

Of Alaskas 53 school districts, we classified the four
largest—Anchorage School District, Fairbanks North Star
Schools, Juneau Borough Schools, and Mat-Su Schools— as
urba.:. Two thirds of Alaska’ teachers work in those districts.

The other 49 districts we classified as rural. Only about
a third of Alaska's teachers work in rural districts—but in
recent years those districts have hired more than half of all
new teachers. The next several figures make it plain why
rural districts hire a disproportionate share of new teachers:
many—but not all—rural districts lose more teachers every
year than urban districts do.

Figure 1 paints the broad picture of mobility among
Alaska's public school teachers, and it offers the first evi-
dence that teacher turnover is much more of a problem for
rural than for urban schools. At the end of the 1999-2000
school year:

* Most teachers stayed put—85 percent stayed either in
the same school or the same district to teach the coming
year. But only 76 percent of rural teachers stayed in the same
district, compared with 91 percent of urban teachers.

¢ Relatively few teachers changed districts within Alaska, but
those who did were mostly rural teachers who moved to
other rural districts.

* About GO percent of those who quit teaching in Alaska public
schools were from rural districts. Keep in mind that these are
teachc-rs who quit teaching in Alaska public schools; some arc
now teaching elsewhere.

md of the 1999-2000 School Year?

Changed to a

different school Stopped teaching

istrict district in Alaska in Alaska public schools
151 1,028
(2%) (13%)
Left rural

Urban to urbaln or schools
Urban to rura
5

24% Left urban

schools

Rural to urban

Source: Alaska Department of Education and Early Development



Map 1 adds to the picture of teacher turnover, showing
that not all Alaska districts and not even all rural districts
have high turnovcr. To clarify which rural districts have
higher or lower turnover, we divided them into three
groups: (1) those with average annual turnover or 15 per-
cent or less; (2) those with annual turnover between 16 and
29 percent, and (3) those with annual turnover of 30 per-
cent or more. Turnover rates in districts with few teachers
can change sharply from year to year, if just a few more
teachers stay or leave; we attempted to compensate for such
chance variation by using 5-year average turnover rates.
The map on page 4 shows:

* Urban districts have annual turnover rates between 8 and
14 percent, around national averages.

e About a third ofrural districts have turnover rates as low
or lower than those in urban districts. Some of those districts
arc on the road system, but a number are c lastal communi-
ties off the road system in southcentral and southeast Alaska.

* Most districts with the highest turnover rates— from 30 to
50 percent annually—are clustered in remote areas of the
interior. Many districts in western and northern Alaska have
somewhat lower but still high teacher turnover rates.

* Not all districts lit the pattern. For example, while many
districts in southeast Alaska have relatively low rates,
Skagways rate falls among the highest. And conversely, the
Bristol Bay district in southwest Alaska has lower turnover
than Juneau.

Figure 2 on page 5 shows some measures of difference
among districts with higher and lower teacher turnovcr.

e Urban districts and rural districts with low turnovcr have
lower costs per student, higher household incomes, more expcri-
er.ced teachers, and smaller Alaska Native populations,

. Districts with the highest turnover have the highest costsper
s/li(Jen(i ple /owcst household incomes, the least experienced
teacherSi and the ]Jargcs( Native populations.

Science



Map 1. Alaska School Districts, By Average Annual Teacher Turnover Rate, 1996-2000

Urban Districts
Faitbanks North Star Schools
Matanuska-Susitna Schools
Anchorage School District
Juneau Borough Schools

Rural Districts, 15% or less
Delta'Grecely Schools
Klawock City Schools
lloonahCity Schools
Keitai Peninsula Schools
Sitka Borou%h Schools
Bristol Bay orou?h Schools
Valdez City Schools
Kodiak Island Borough Schools
Petersburg City Schools
Ketchikan Gateway Schools
Wrangell City Schools
Ilaines Borough School District
Chugach Schools
Cordova City Schools
Annette Island Schools
Tanana City Schools
Denali Uorough Schools

Rttml Districts, 16-29%
Kakc City Schools
Copper River Schools
Alaska Gateway Schools
Lower Kuskokwim Schools
Nome City Schools
Craig City Schools
Dillingham City Schools
Southwest Region Schools
Lower Yukon Schools
Unalaska City School District
Southeast Island Schools
North Sloi)e Borough Schools
Northwest Arctic Scht Is
Yttkon/Koyukuk Schools
Aleutian Region Schools
Kashunamiul School District
Galena City Schools
Chatham Schools
Ynkutat School District
Bering Straits Schools

Runl Districts, 30% or more
Nenana City Schools
Kitsnuk Schools
PribtlofSchool District
Skagway City Schools
Yukon Flats Schools
|ditarod Area Schools
Lake and Peninsula Schools
Pelican City Schools
Aleutians Hast School District
Yupiil School District
Ilydaburg City Schools
Saint Marys School District

Average Turnovcr Rule,
1996-2001)

6%
8%
10%
14%

3%
3%
%
8%
9%
9%
9%
9%
9%
10%

5034

City districts shown by o symbol

Aleutian

Galena

Source: ISF.R calculations from Alaska Teacher Placement data
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Figure 2. Comparing Characteristics of Districts, By Average Annual Turnover Rate, 1996-2000

Average Numbers of Students
in District, 2001

5,500 -49,000a

Average Annual Turnover Rate,
1996-2000

| IUrban districts

350-2HOtla I IRural districts 15% or less
i i - 0,
Average Numbers of Teachers ® |88 ! IRural d'_sm_CtS 16 029A)
in District, 2001 ™ 167 m B | Rural districts 30% or more
| 29
S31,39%4
Average Base Salary
of Teachers, 2001
HBBS3-UI3
J$6,473
Expenditures per Student, 1999 ~)S9.571
~~]512.172
W “W &€3 S15,994
75%
Percent of Teachers 1 J 8%
with at least 3 years' L J@B
experience, 2001b 107%
. lilt
PercentAIas.ka Native 133%
Population, 2000c £ 157%
64%
H $51,454
Median Household Income, H $46.436
1541,087
1537,284

aFor urban districts, we show ihc range rather than the average, which is misleading because
Anchorage has many times more teachers and students than any oilier district.

AThc proportion of experienced teachers in the low-lurnovcr rural districts is significantly higher than

in the other districts.

c\Ve calculated the proportion of Alaska Natives within district groups by giving equal weight
to each community within the district, regardless of total population, and then averaging across
districts. This method reveals the average Native population at the community levcl-vvhich is the
measure most relevant to this study.

Sources: Alaska Teacher Placement; Alaska Department of Education and Early Development;
Alaska Department of Community and Economic Development; U.S. Bureau of the Census



Why Teachers Leave Jobs: Personal and Professional
Reasons

Having looked at how many teachers leave their jobs,
we then looked at why they leave. We surveyed a sample
of 239 teachers who left theirjobs in Alaska schools at the
end of the 2000-2001 school year. We had a 51 percent
response rate from the urban surveys and a 59 percent
response rate from the rural surveys. Figures 3 through 7
summarize what we they told us.

* More llian half the teachers who left theirjobs after the
2000-2001 school year moved to new districts—either in
Alaska or elsewhere—while about 28 percent quit teach-
ing and the remaining 19 percent retired (Figure 3).

* Rural teachers were more likely to leave their jobs to
teach elsewhere, while urban teachers were more likely to

retire. Roughly equal shares of urban and rural teachers also
said they left theirjobs to work outside education or to care

for family members (Figure 4).

separately at responses of urban and rural teachers.

Most teachers who retired said they did so because they
became eligible for pensions, But more than half also said they
were unhappy with some aspect of theirjobs (Figure 5). Our
sample of retiring teachers was so small that we didnt look

Figure 3. Composition of Alaska Teacher Turnover
(Urban and Rural Teachers)

Source: ISER survey 0f exiling Alaska teachers, 2001-02

Figure 4. Top Reasons Why Alaska Teachers Left Jobs, 2000-01
(Includes all Teachers Who Moved to Other Districts, Retired, or Quit Teaching)

Percentages ofTeacIIJers Citing Reason

Teaching elsewhere —
Retiring
Working outside education

Caring for family members (

O Urban Teachers
mm Rural Teachers

Source: ISER survey ofexiling (cachcrs, 2001-02 N=112

Figure 5. Selected Reasons Alaska Teachers Retired, 2000-01

(Percentages of Retiring Teachers Citing Reason As Very Important or Important)

Became eligible to receive full pension

lIrlinn anti Rural Teachers

71%

Dissatisfied with job description or responsibilities 59%
Dissatisfied with CHANGES in job dcscriplion orresponsibilities 57%

Retired for family or personal reasons

Dissatisfied with teaching as a career

55%

50%

Source: ISER survey ofexiling teachers, 2001-02 N=21



* More than half those who quit teaching— including both
urban and rural teachers— cited family and personal reasons
or pursuing another career (Figure 6). Nearly half were also
dissatisfied with their jobs. But less than one-quarter were
unhappy with their pay or benefits.

e Urban and rural for
significantly different reasons (Figure 7). All urban teachers
cited family or personal reasons, while only about three-
quarters of rural teachers did. A third of rural movers were
looking for better medical care, while virtually no urban
movers were. And half of urban movers wanted better pay

or benefits, while only about 15 percent of rural movers did.

teachers changed districts

Figure 6. Selected Reasons Why Alaska Teachers Quit Teaching, 2000-2001

Percentage Rating Reason as Important

Family or personal reasons |

Pursuing another career

Dissatisfied with job description | ] u.
or responsibilities

Wanted better salary or benefits
124%
- B

Did not agree with new refonns

Sources: ISER survey ofexiling teachers. 2001-02

167%
[55%
150%
150%
|jaxu

48%
DOOUrban Teachers
mH Rural Teachers

N=30

Figure 7. Selected Reasons Why Teachers Changed Districts

Percentage of Teachers Rating Reason as Important

Personal or family reasons* | , ~— =m
Wanted to live somewhere else r* «%
_Wanted to teach in 56%
another district or community L
Dissatisfied with community support 36%
For better medical care* B0%
Better salaries or benefits* f 114%
. 1%
For better housing 1 38%
Wanted better education j0"0
opportunities for own children 1 125%
) i 1%
Disagree with refonns | e

" Difference in urban-rural responses is statistically significant.

Sources: ISER survey ofexiting teachers, 2001-02

106
J13%
150%
H57% H Urban Teachers
O Rural Teachers
156%
150%
N=55



Job Satisfaction: Teachers Who Left Happy With Some

Aspects ofJob

We also wondered how large a part job dissatisfaction
played in teachers’ decisions to leave. So in our survey we
asked teachers who left their jobs—including all those who
changed districts, quit teaching, or retired—how satisfied or
dissatisfied they were with a wide range of theirjob condi-
tions (Figuie 8). Many teachers from both urban and rural
schools were surprisingly positive about a number of aspects
of die school, they were leaving.

* More than halfof both urban and rural teachers were sat-
isfied with their schools emphasis on academic success, as well as
with opportunities for professional development and pay
and benefits. However, rural teachers were significantly
more likely than urban teachers to be satisfied with their pay
and benefits.

¢ Given the recent school security issues in some rural districts,
it is noteworthy that more than 60 percent of rural teachers said
they were satisfied with their schools’ security policies and
more than eight in ten reported feeling safe in their schools.
These responses were similar to those of urban teachers.

e Student behavior made both urban and rural teachers
unhappy, nearly two-thirds said student behavior was a
problem at their schools.

¢ Rural teachers were more likely to be dissatisfied with the
motivation ofstudents to learn, the support they received from
parents and die community, and the opportunities to
collaborate with other teachers.

* Urban teachers were more likely to say their classes were too
large and that they didn't have enough computers and other
instructional resources for their classrooms.

* These results support findings of national studies that
emphasize the role working conditions— rather than primarily
salary and benefits—play in teachers’ decisions about
staying or leaving.3

Figure 8. Job Satisfaction Among Teachers Who Left Their Jobs, 2000-2001
(Includes all Teachers Who Moved to Other Districts, Retired, or Quit Teaching)

(Percentage of Teachers Agreeing With Statement)

Most of the students were motivated to learn.*
Student behavior was a problem.

lreceived little support from parents.*

Student/Parcnt/Community Measures
65%

63%

The school received little support from the community.

Computers and other technology for my classrooms
were sufficiently available.*

Some of the classes or sections | taught were too large.*

61% d ] Urban
H B Rural
67%
Resource/ Facility Measures
I 1 31%
1st%

J65%
V%

The school facility (buildings and grounds)
was in need of significant repair.

Ccnditions/Pay/Opportunity Measures

The school emphasized academic success.

I had many opportunities to collaborate with other teachers.*

The school's security policies and practices were sufficient.

| was satisfied with my salary and benefits.*

I was pleased with the opportunities for
professional growth and development,

«Difference in urban-rural responses is statistically significant.

N=I 12

Source: ISF.R survey ofexiling teachers, 2001-3002



Teacher Production: Fewer Teachers Graduating
in Alaska:

Some policymakers hope that Alaska can alleviate

Figure 9. Secondary Teachers Graduating
From University of Alaska, 1997-2001

127 aTotal UA

the shortages of teachers in some schools and some
specialties by producing more teachers in Alaska. We
examined data on numbers of elementary and sec-
ondary teachers graduating from Alaskas colleges
and universities in recent years. Most elementary and
all secondary teacher graduates come from University
of Alaska programs; Alaska Pacific University and
Sheldon Jackson College graduate a few elementary
teachers each year.

* Numbers ofboth elementary and secondary teach-
ers graduating from Alaska institutions dropped sharply
in recent years. Still, with the exception of some

remote rural districts, Alaska schools typically have 16léJAS
adequate numbers of elementary teachers.
* The large drop in humbers of secondary teachers
graduating in Alaska— down from 127in 1997-98 to 62 1997-98 98-99 99-00 2000-01

in 2000-01—is more worrisome, because shortages of
secondary teachers are greater (Figure 9.) We don't
have the data to explain this decline in
secondary graduates.

* Alaska ccrtiTies less than a third of the new special education
teachers school districts need every year. All Alaska districts
combined hired, on average, 52 special education teachers
annually from 1996 to 2000. The University of Alaska
Anchorage (the only certification program in Alaska)
averaged about 15 special education graduates annually over
the same period.

Instructional Aides: A Possible Source ofTeachcrs, but
Many Obstacles

With Alaska facing a shortage of teachers in remote dis-
tricts, some policymakers are considering another pool of
potential teachers: instructional aides. For remote rural dis-
tricts that often suffer turnover rates of 25 percent or more
a year, supporting resident instructional aides who want to
become teachers seems an obvious strategy.

To learn about instructional aides working in Alaska
classrooms, ISER surveyed a sample of urban and rural aides
in the 2001-2002 school year. We asked them about educa-
tional levels and demographic characteristics and whether
they were interested in becoming teachers—
and if so, what impediments they saw to
becoming certified.

We mailed out 249 surveys and received
103 responses. Among aides in urban
schools, the response rate was 45 percent
and among aides in rural schools 35 percent.
We tried unsuccessfully to increase that
response rate. Still, we think enough aides
responded to provide useful information.

Rely on :ubsistencc foods

Yciir Program Completed
Source: J. Cuiw. Alaska Educator Supply. December 200!

Figures 10 and 11 summariz.c aides’ demographic and
educational characteristics:

» Almost all instructional aides in both urban and rural schools
are women, and three quarters are married.

* Rural aides have on average nine years' experience, com-
pared with about six years among urban aides.

* Rural aides aiv far more likely to be Alaska Native, to be
the primary wage earners in their families, and to rely on sub-
sistence foods (Figure 10).

* Nearly 4 in 10 rural aides have only a high-school educa-
tion, compared with about 1 in 10 urban aides (Figure 11).

¢ Only about 20 percent ofrural aides and less than half of
urban aides have the level of education required by the new No
Child Left Behind law. Within the next few years, all aides paid
with federal Title 1 money (which is money for economically
disadvantaged students) will be required to have either two
years of college education or to demonstrate requisite skills
on a “formal state or local academic assessment.”

Figure 10. Selected Characteristics
of Alaska Instructional Aides, 2001-2002

Alaska Native* O Urban
54% ib Rural
1 *
Primary wage earner 56%
4%
«Differences in uroarvnir.il responses are statistically sigmficnnl
Source; ISER survey of Alaska inslnictioual aide$. 2001-02 N=103



We asked aides whether they were working toward or
interested in earning degrees—and if so, what impediments
they saw. Those impediments are numerous, and many are
different for rural than for urban aides (Figure 12).
Aides reported:

* Money for tuilion is a problem for virtually everyone.

¢ Availability of coursesin their communities is a problem for
more than three quarters of rural aides and just over half of
urban aides.

e Many rural aides lack college-level reading and writing
skills: nearly two-thirds of rural aides said they could not
write at the college level and about a third said they could
not read at the college level.

* Nearly two thirds of urban aides said school superintendents
and school boards would not support aides’ efforts to get
degrees.

* Finding affordable child care would be another hurdle,
according to more than a quarter of urban aides and nearly
half of rural aides.

Figure 11. Education Levels
Among Alaska Instructional Aides' 2001-02
(Highest Level Completed)

High-school only* N3 O Urban
138% m  Rural
e ~p3
Some college 140%
8%
AA degree ]
’ 19
. Its?
Bachelor's degree P
Hi 7%

Graduate-level study

eUrban-rural difference is statistically significant.

Source: ISER survey of Alaska instructional aides, 2001-02

N=100

Figure 12. Selected Impediments
To Alaska Instructional Aides' Obtaining Degrees

Percentages citing specific impediment

Lack money for tuition

Requiired courses not | m
available in community

Need better computer skills

Can't write at college level

Lack affordable child care

Lack support 1

" )96%
100%

IUrban
Rutal

[ |
76% fli

] 59%

from superintendent/school board @ A V | 22%

Lack support from family/friends L
18%

J36%

Suurcc: ISER survey of Alaska instructional aides. 2001-02 N=54
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Conclusions and Recommendations

What do our findings tell us about possible ways of eas-
ing the shortages that exist in some specializations and in
some rural districts? State and university policymakers may
want to consider a number of options.

Could Alaska Ease Teacher Shortages By
Producing More Teachers.7

Developing targeted programs could address
specific shortages. Given the specific nature of Alaska’ teacher
shortages, the university and the stale i ly need to collabo-
rate on programs designed to recruit and prepare teachers in
the specializations where they arc most needed. This would
suggest collaboration with the historically diflkult-to-staff
districts to identify the specializations they need.

But such programs would have to be adapted as circum-
stances changed, and predicting future shortages is always
risky. However, most shortage areas—especially secondary
science and math; special education; and difTicult-to-stafT
remote rural districts—have proven persistent over the past
decade. Developing programs to address those shortages is
probably a safe bet.

¢ Developing programs specifically to prepaiv teachers for
rural schools could address shortages in hard-lo-slaff rural
districts. The university and the state need to develop pro-
grams to graduate more teachers who are permanent resi-
dents of rural communities. For more than a decade, the
state has not funded any programs that specifically target the
development of teachers in remote rural communities.

¢ Developing career ladders for and providing support to
instructional aides could produce more teachers in ivmote
districts. But these potential candidates face a legion of
obstacles: affordable, quality day care; funds for tuition;
maintaining their incomes as the primary breadwinners in
their families; and the demands of subsistence activities in
summer months, when they would otherwise be available
Tor classes.

Equally challenging is the inadequacy of their basic aca-
demic skills, with nearly <10 percent having no more than a
high school education, almost two thirds lacking adequate
writing skills, and a third lacking college-level reading skills.
Recent changes in federal law make the availability of addi-
tional educational opportunities even more important for
rural aides. Soon, school districts will be unable to use their
Title 1 funds to pay aides whose educational levels don't
meet federal requirements.

Tiiese challenges might seem insurmountable, the costs
far greater than the current political will to address the
obstacles. Yet, they must be viewed against what we know of
the situation in many remote rural districts: persistent,
debilitating levels of teacher turnovcr; the high costs of
recruiting and training new teachers every year or two;

persistent low student achievement; and mounting concerns
about student behavior and motivation. Developing a core of
teachers who are permanent residents of these communities
could be the cornerstone of policies and programs to reverse
these trends in remote rural districts.

How Can We Improve Alaska's Competitiveness?

Data from the American Federation of Teachers indicate
that Alaska teacher salaries—once the highest in the nation—
have been declining for a decade and are now 40th among the
states, when adjusted for Alaska's higher living costs. And
because Alaska depends so much on teachers recruited from
outside the state, school districts here are particularly vulner-
able to changes in the state's competitive position.

¢ Raising salaries to keep up with those in other states is criti-
cal. Allocating more money to education at a time of declin-
ing state revenues and growing budgetary shortfalls seems
unlikely. But if salaries continue to fall, hard-to-slaff dis-
tricts—as well as those that have not typically had to struggle
to staff their schools—will find it increasingly difficult to
compete for well-qualified teachers in areas where shortages
are national. Schools in which students are already perform-
ing poorly on the state assessments will have to rely on
unqualified or under-qualified teachers and will
continue to suffer high teacher turnover rates.

How Can We Reduce Turnovcr and Increase Recruitment?

Weve seen that while teacher turnover in Alaska's urban
distn'cts is near national averages, some rural districts have
annual turnovcr above 30 percent. When we asked rural
teachers why they left their positions, half said that at least
part of the reason was that they were dissatisfied with their
jobs. Specifically, they were most dissatisfied with student
motivation and behavior; community and parental support;
the ability of their school leaders to communicate with
parents; and with the relevance of required professional
development activifies. Thus, while comparatively modest
salaries may be hindering recruitment for hard-to-staff dis-
tricts, it is working conditions rather than pay that is the pri-
mary issue for teachers leaving rural schools.

¢ School improvement efforts should include conversations
between educators and the community on goals for the school and
academic and behavioral expectations for students. Dealing
with student motivation and behavior will require a con-
certed, collaborative effort by educators, on the one hand,
and parents and community members, on the other.
Problems with behavior and motivation can often be traced
t 0
inconsistent messages coming from home and school.

* Professional development for principals could help them
broker the conversation between the school and the community
about goals and expectations for student performance and behav-
ior. The conversation required to develop common expecta-
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lions for student behavior and school performance should
be at the core of communications between the school and
the community. Each must listen to the other. Educators
who do not plan to stay in the community need to make a
special effort to hear what parents want from the school. The
school principal is obviously the person to broker these
conversations.

e District-arid school-lcvcl professional development must
include teachers in identifying tlwir needs and planning activities.
Districts and school administrators need to address teachers
perception that much of their professional development is
irrelevant to the issues and problems they face. A mounting
body of evidence clearly demonstrates the importance of teach-
ers’ involvement in planning their professional development.

* Induction programs that support teachers through the diffi-
culties of the lirst year of teaching help keep them in the class-
room. A major problem all states face is that a high number
of new teachers—between 30 and 50 percent, depending on
location—Ileave the profession within the first five years.
Much of that attrition can be traced to the frustrations an<
sense of failure that new teachers feel.

Research from California has shown that induction pro-
grams for new teachers can dramatically reduce the number
leaving the profession in their first few years.1The State of
Alaska should fund induction programs in a;. districts, espe-
cially those with high rates of teacher turnover. Districts can
work in collaboration with the University of Alaska and
NEA-Alaska to prepare teachers as mentors. The costs of
such a program need to be weighed against the costs of
recruiting and training new teachers.

In conclusion, the shortages that some Alaska districts face
arc unlikely to disappear in either the short- or long-term,
without major policy changes at the state and district levels
and at the University of Alaska. Although graduating more
teachers should clearly remain a goal, the evidence suggests
that we cannot simply “pioduce" our way out of our current
shortages. Policymakers must address the conditions that
cause high rates of turnover and difficulties in recruiting in
some districts, if all students in all Alaska's schools arc to have
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the opportunities to learn that (hey need and deserve.

* Washington Education Association. (2002). Special

Education Task Force, 2002 Special Education Survey Report. Online
at:lillp:/Avww.wa.noa.org/lunips/2002 2Avorklonri.htm

A Crissmcr, D.. Flanagan, A. Kawata, J., and Williamson. S.
(2002). Improving Student Achievement: What State NAEP Test
Scores Tell Us. Santa Monica, CA: RAND.

Ingersoll, R. (2001). Teacher Turnovcr, Teacher Shortages, and
the Organization ofSchools. Seattle, WA: Center for Policy and
Teaching, University of Washington and Kardos, S., Johnson, S.,
Peske, H., Kauffman, D., and Liu, E. (2001). Counting on
Colleagues: New Teachers Encounter tho Professional Culture of
Their Schools. Educational Administration Quarterly, 37(2), 250-
290.

Bullard, C. (199k). Qualified Teachers for All California Students:
Current Issues in Recruitment, Retention, Preparation and
Professional Development. Sacramento: California Research

The full report and the survey instruments wc used to
collect data are .available on ISERS Web site:
www.iser.uaa.alaska.edu/

You can also get a copy of die report from ISER for $6.50
plus postage if you order by mail. Call 907-786-7710 or
send an e-mail message to: ayiser@ uaa.alaska.edu


http://www.iser.uaa.alaska.edu/
mailto:ayiser@uaa.alaska.edu

Retaining Quality Teachers far Alaska

Retaining Quality Teachers for Alaska

I.The Nationaland Regional Picture
Historically, Alaska has depended heavily on teachers educated outside the state.
Over time, Alaska has imported roughly 70 percent of its teachers. As a consequence,
national trends—in certification of new teachers, teacher shortages, retirements, and
salaries—are of immediate relevance to teacher supply and demand in Alaska.

Before we delve into data on Alaska educators, therefore, we will look at the
wider national picture. Specifically, projections of student enroliment, teacher retirement,
turnover, and new entrants to the teaching field seem critical to the issue.

Nationwide Enrollment
Nationv. ide, student enrollment is beginning to level off, after increasing for a
number of years. Projected enrollments for the year 2010 are almost identical to those for
2000. Secondary enrollment grew slightly between 1999 and 2000, while elementary
enrollment decreased slightly from the previous year (NCES, 2002).

The bigger issue is which slates are experiencing growth. Six states are witnessing
a surge in enrollment: California, Nevada, Arizona, North Carolina, Massachusetts, and
Rhode Island. The three Western states experiencing enrollment growth compete with
Alaska for teachers. Student enrollment in the Western region, projected to grow about 6
percent between 2000 and 2010 (Chart 1), will outstrip the national growth rate in the
period 2000-2010.

Although this growth is not dramatic—roughly half a percent annually—it
nonetheless suggests a slow, steady increase in demand for teachers. And when growing
enrollment is coupled with policy initiative' such as class-size reduction in California, the
demand for teachers increases dramatically—as we have seen in Los Angeles.

Chart 1. U.S. Western Region, K-12 Enrollment Projections, 2000-2010
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National Teacher Retirement and Turnover
What has received the most public attention nationwide is the rise in the number
of teachers reaching retirement age. From 1986 to 1996, the median age of teachers
increased from 41 to 44 (NCES, 1998). As Chart 2 indicates, the proportion of teachers
over 50 has been increasing since 1976. However, after increasing 5 percent a decade
from 1976 to 1996, the share of teachers over 50 is projected to level off, like student
enrollments.

Chart 2. Nationwide Teacher Experience and Age Trends

1) | i i H 1 I 11 |
IV/i iy/0 ivoi 1VoO 1VVI 1Wo

m Over Age 50 22.3% 15.5% 19.4% 21.2% 22.9% 25.8%
0 Over 20 Years of Experience  18.3% 14.1% 21.9% 271.7% 34.7% 38.1%

Source: American Federation of Teachers, Survey and Analysis of Teacher Salary Trends 1998, p. 37

Some analysts have concluded that retirements are strongly influencing the
demand for teachers. One analysis, based on 1999 surveys of teacher preparation
institutions nationally, identified early retirement—intended to save districts money—as
the primary factor determining demand, followed by routine retirement (American
Association for Employment in Education, 2001).

Yet, retirements account for only small—although growing—proportions both of
teachers who leave their positions and those who leave the profession. Of the more than
400,000 teachers who left theirjobs in 1993-94— to teach elsewhere, to quit teaching, or
to retire—only about 50,242 retired (Ingersoll, 2001). Those retirements accounted for
only about 12 percent of teacher turnover that school year. As Chart 3 indicates, these
data are consistent over time, rising slightly in the 1990s.
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Chart 3. Total Turnovcr in the U.S.: Movers, Leavers, and Retirees,
1987-88 to 1993-94

1987-88 1990-91 1993-94

Ytir

Source: National Center for Educational Statistics, School Staffing Survey. 1994. cited in Ingersoll 2001

As Ingersoll (2001) has argued, it is those who leave the profession (“leavers”),
even if temporarily, and those who move from one teaching position to another position
elsewhere (“movers”), that constitute the bulk of what is called teacher turnover.

As Chan. 4 shows, movers also make up almost half of the new hires each year.

In 1993-94—the most recent year for which we have NCES statistics—49 percent of new
hires were actually movers, while only 51 percent were new entrants to the profession.
This illustrates what Ingersoll calls the “revolving door” of teaching.
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Chart 4. Total Hires in U.S. Schools: New Entrants And Movers, 1987-88 to 1993-94
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Source: National Centerfor Education Statistics, School Staffing Survey, 1994, cited in Ingersoll, 21101

Is the U.S. Facing an Inadequate Supply of Teachers?

Another common assumption is that the U.S. supply of teachers is inadequate and
that teacher preparation programs need to produce more teachers. Although that may be
tme for certain specialties—for instance, math, science, and special education—it may
not be generally true. Enrollment in teacher education programs increased 49 percent in
the 15 years between 1983 and 1998 (Feistritzer, 1999). Over the past decade, 67 new
teacher education programs have come on line. Recent federal policy initiatives such as
the Transition to Teaching program—designed to foster alternate ways for teachers to
become licensed and shorten the preparation time—uwill further increase the labor pool.

Depending on which estimate you choose, the nation has a surplus supply of
several million teachers who are certified but not teaching. Census data from 1993
indicated that six million people held at least a bachelor’s degree in education in the U.S.
(Feistritzer, 199S), while fewer than four million were teaching that year (NCES, 2001).
We know relatively little about these potential teachers—for instance, we do not know
" [hat incentives would draw some of them into teaching.

Thus, while the demand for teachers has increased nationwide, so has the
supply—and it continues to increase.
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If Inadequate Supply Isn’t the Problem, What Is?

The data we just discussed suggest that a significant number of people do not
teach after earning their certificates—perhaps as many as 40 percent of the graduates of
teacher education programs nationwide. And the attrition rate for teachers in the first five
years of teaching is also high—between 30 and 50 percent, depending on location
(Darling-Hammond, 2000; NCES, 1997). Consequently, a graduating class of 100
teachers might yield, five years later, between 30 and 42 teachers in the classroom.

In addition to high attrition rates, the supply of teachers is uneven. For some
specialties—such as elementary, English, and social studies—surpluses exist in some
areas of the country (NCREL, 2000; Oregon University System, 1999). Yet for other
specialties—such as special education, math, and science—shortages are rampant in
many districts.

Consequently, to speak of a generic teacher “shortage” is misleading. Rather, we
are experiencing shortages that are localized and specific to specialties. As we noted
above, much of teacher turnover—roughly 50 percent—is actually teachers moving from
one district to another (Chart 3). Among all teachers in the U.S., 14 to 15 percent actually
leave the profession annually.

Which Schools and Districts arc Experiencing Shortages and in Which Fields?

Shortages are localized to a small number of schools. Unfortunately but
predictably, high-need schools in rural and urban districts are much more likely than
suburban schools to experience shortages (Darling-Hammond, 2000). Students in these
high-need schools are also less likely to be taught by teachers with majors or minors in
the subjects they are teaching (Education Trust, 2002). Among high-poverty districts, 65
percent hire non-certified or long-term subs (Darling-Hammond, 2000). A student in a
high-need math classroom has less than a 50-50 chance of being taught by a teacher with
a major or minor in mathematics (Oakes, 1990).

The problem is exemplified by data on shortages by specialty. Most of the areas
of shortage are well known—math, science, special education, English as a second
language, bilingual education. However, some schools actually experience shortages in
specialties for which a surplus of licensed teachers exists. In 1993-94, for instance, 16
percent of schools reported difficulty staffing math positions and 15 percent had trouble
filling special education positions—but 9 percent also reported difficulty finding
qualified English teachers, despite evidence that teacher preparation programs are
producing a surplus of English teachers. This indicates that hard-to-staff schools—which
loo often are also the schools where students have the greatest educational needs—may
have difficulty attracting teachers even in specialties with a surplus of qualified teachers.

This supply problem suggests a parallel to the world food situation. Although
sufficient food is produced worldwide to feed everyone, the food often fails to reach the
people in greatest need. Thus the issue is less one of production and more one of
distribution. Teachers—especially accomplished teachers who teach in specialties that
arc experiencing shortages—can usually decide for themselves where they will teach.
Many teachers avoid high-tumovecr districts precisely because they tend to be in
impoverished neighborhoods and to enroll students who lack many of the resources that
lead to success in school.
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This is not to deny that critical supply problems do exist in some specialties. For
instance, the Washington Education Association sent current and former special
education teachers a survey asking what they would be doing in five years (Washington
Education Association, 2002). About two-thirds of those who received surveys
responded. Among the respondents, only 36 percent reported they planned to continue
working in the field. Another 22 percent were unsure, 13 percent planned to retire, 9
percent planned to leave education altoge'her, and 20 percent planned to remain in
education but not in special education. Even if all those who didn’t respond to the survey
plan to stay in special education—which seems unlikely, given the answers of those who
did respond—at least one in three special education teachers plan on leaving the field
within five years. This survey indicates the depth of the problem in special education.
Washington is one of the states with which Alaska competes for teachers.

National and Regional Context: Conclusion

The national and regional picture suggests that the primary problem is getting
teachers to the schools where they are needed. Most schools in the country and in the
Western region are not facing shortages. But schools where students have traditionally
been underserved—rural and urban schools in communities with high poverty—are
suffering severe shortages. These schools have little choice but to tum to unlicensed and
under-prepared people who, facing the greatest instructional challenges, are often
overwhelmed and consequently abandon the classroom in short order. As we will see
later, one factor associated with students’ failure to learn is high leacher-tumover.

Increasing the supply of teachers, esp.vcially in high-need areas such as math,
science, and special education, may help. Nev.ly minted teachers may find their way to
the schools that most need them. History, hov'evei, suggests otherwise.

Consequently, we need incentives that will attract well-qualified teachers to the
schools where they are most needed.

The Relationship Between Teacher Turnover and. Student Achievement

A primary reason to be concerned about h'gh rates of turnover among teachers is
the relationship that has been established between teacher tamover and student
achievement. David Grissmer and his colleagues iz RAND analyzed math and reading
scores from over 2.500 fourth and eighth graders in 44 states on the 1990-1996 National
Assessment of Educational Progress (Grissmer et al., 2000 ). The researchers were
particularly interested in the relationship between certain school and teacher
characteristics and student achievement. They used both U.S. census data and parent self-
reported data from the National Educational Longitudinal i Tidy to ensure that they were
comparing students from similar socio-economic backgrounds. Among the variables that
correlated with higher-than-average student scores over time was low teacher turnover.

The findings of Grissmer and his colleagues arc nart.cularly important because
they (1) used a national sample of students and their families; (2) examined NAEP results
over time, rather than just a “snapshot” of scores; and (3) controlled for the effects socio-
economic factors have on student achievement. Still, these results only allow us to say
that low teacher turnover is associated with higher student achievement, not that low
turnover causes higher student achievement. Nonetheless, the results are suggestive and
make the point that turnover is not merely disruptive and a headache for administrators
but that it may also affect student achievement. This finding is particularly relevant to
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Alaska at (his time, because students will soon be required to pass a High School
Graduation Qualifying Examination before they can receive diplomas and because both
the federal and state governments have established school accountability systems.

The recent federal No Child Left Behind (NCLB) legislation underlines the
importance of addressing the turnover issue. NCLB requires accountability “to ensure
that all children have a fair, equal, and significant opportunity to obtain a high-quality
education and reach, at a minimum, proficiency on challenging state academic
achievement standards and state academic assessments.” If a state fails to improve
achievement among disadvantaged students, the U.S. Department. of Education could
reduce the amount the stale may use for administration of ESEA programs. Persistent low
performance on the state assessment among students at a given Alasxa school is not
merely a problem for the community and district in which the school is located—it is a
challenge for Alaska as a ’ 'hole. Addressing chronically high turnover rates—arguably a
major factor in persistent low performance—is thus a key to overall state success in
meeting the NCLB performance objectives.
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II. The Alaskan Context

Population and Enrollment Growth

Alaska’s population is expected to grow at a rate of about 1.5 percent annually
over the next 25 years (Goldsmith, 2001). This aggregate figure hides unevenness in
growth among different groups and in different regions. In 2000, for instance, 39 percent
of Alaska Natives were under the age of 18, compared with 30 percent of all Alaskans;
Alaska Natives made up 20 percent of school-age children, butjust 16 percent of the total
population (U.S. Census, 2000). Some areas of the state also grew faster than others in
recent years—particularly the Mat-Su Borough, but also the Kenai Peninsula, the North
Slope, and the Yukon-Kuskokwim Delta. These data suggest that the demand for teachers
is likely to increase more in specific areas and in school districts with large numbers of
Alaska Native students.

Alaska’s Competitiveness

As noted above, Alaska has relied on teachers from outside the state since the
establishment of formal schools in the nineteenth century. In recent years, roughly 70
percent of the teachers in Alaska’s schools have been educated outside the state.

The demand for teachers in Alaska increased dramatically during the mid-1970s,
when construction of the trans-Alaska oil pipeline attracted new residents, and in the late
1970s and early 1980s, as tne stale government built and staffed village high schools. At
that time, North Slope oil production was generating very high revenues for the state
government, and the state was able to offer the highest teacher salaries in the country. As
a consequence, most Alaska school districts received far more applications than they had
positions and could pick and choose whom they wanted.

However, as the 1980s unfolded, oil revenues began to decline and so did Alaska
teachers’ salaries, when adjusted for Alaska’s higher cost-of-living (COL). The American
Federation of Teachers reports that during tiie 1990s, average COL-adjusted salaries in
Alaska plummeted from 8th to 40th among the states (Table 1).

Table 1. Average Salary, Cost-of-Living Adjusted Salary, and
Relative National Ranking for Alaska Teachers, 1989-90 to 1999-2000

Year Average Salary COL Adj. Salary National Ranking
1989-90 543,097 535,152 8
1992-93 546,799 S35,214 18
1995-96 547,349 536,422 24
1997-98 548,275 538,620 23
1999-00 546,481 537,185 40

Source: American Federation of Teachers, 200/

To adjust average teachers’ salaries to reflect cost-of-living differentials across
states, the federation uses the cost-of-living index published by the American Chamber of
Commerce Researchers Association (ACCRA; see www.coli.org/). ACCRA uses the
COL-adjustment for Anchorage to reflect the cost-of-living differential for the entire
state. ACCRA’Sadjustment for Anchorage is about 23 to 25 percent above the U.S.
average, according to Goldsmith (2002). Goldsmith, based on his own research into cost-
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of-living differences between Alaska and other states, argues that ACCRA overestimates
the cost-of-living difference between Anchorage and the U.S. average but may
underestimate the difference for rural areas, where costs can be significantly higher.

Potential sources of error include methods of data collection; the contents of the
ACCRA “market basket” used to measure living costs; and the exclusion of sales taxes
from the cost of items. Also, the Permanent Fund dividend the state pays Alaska residents
effectively reduces the cost-of-living differential —by increasing buying power of
Alaskans—but the ACCRA index doesn’t account for that.

Goldsmith estimates that the Alaska differential is about 20 percent above the
U.S. average (Goldsmith, 2002). This represents the average cost of living across the
state, based on weights for particular places using the number of sta zand local
employees in each place. This state average tends to overestimate the differential for
Anchorage and underestimate the differential for rural Alaska.

Overall, Goldsmith estimates that the ACCRA index is likely inaccurate for
Anchorage and for the state as a whole—and may actually underestimate the cost-of-
living differential for rural Alaska. As we will discuss below, of greatest concern in
Alaska is the high turnover rate in hard-to-staff schools. These schools are almost
exclusively in the remote rural areas of the state, where the cost-of-living differential is
the highest. Thus, while the rankings in Table | may place Alaska lower than real living
costs statewide would justify, they may—by underestimating rural costs—overstate the
competitive position of remote rural Alaska districts.

Snapshot of Alaska Teacher Mobility

To put our descriptions of teacher turnover and demand in perspective, we first
present a snapshot of mobility among Alaska’s teachers at the end of the 1999-2000 year.
Chart 5 shows that about three quarters of teachers stayed at the same schools to teach the
following year. Another 9 percent changed schools but stayed in the same districts. Two
percent moved to other Alaska school districts. The final 13 percent decided, for various
reasons, to leave theirjobs in Alaska’s public schools. This turnover— defined as
“movers” plus “leavers”—of 15 percent was similar to the national turnover rate of 13.7
percent in 1995 (NCES, 1997).

Within that broad pattern among all teachers, there were substantial differences in
movements of urban and rural teachers, as the bottom half of Chart 5 shows. While more
than 90 percent of teachers in urban schools stayed in the same districts (either in the
same school or a new school) to teach the following year, only 76 percent of rural
teachers stayed in the same districts. Among the teachers who left the public schools,
nearly 60 percent left rural schools, as compared with 40 percent leaving urban schools.

Of special interest in Alaska is the question of whether significant numbers of
rural teachers move to urban districts. Anecdotal evidence suggests that some of the
teachers who move to the sta'.” initially take jobs in remote districts until they can find
openings in districts on the road system. Rural educators point out that if this is true, rural
districts shoulder a disproportionate burden of inducting and training new teachers who
then move on to urban schools. Because such induction and training may cost S8,000 or
more per teacher, this would represent a subsidy rural schools pay urban schools (Texas
Center for Educational Research, 2000).
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Chart 5 shows that of the small number of teachers who moved from one Alaska
district to another in 2000, most were in fact rural teachers. But they moved mostly to
other rural districts. Of the roughly 150 teachers who moved from one Alaska school
district to another after the 1999-00 school year, about two-thirds moved from rural
districts to other rural districts. Another 20 percent—36 teachers—moved from rural to
urban schools. A handful moved from urban to rural schools, and a few moved from one
urban district to another. Thus, the number of teachers who move from rural to urban
districts appears small—yet the acute teacher shortages that rural districts experience
suggest that even these relatively small numbers are significant.

Chart 5. Snapshot of Alaska Teacher Mobility, 1999-2000

W Iml Did Teachers Do at the 12dof the 1999-2001) School Year?

All Alaska I'tihlic School Teachers
7.946
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Chanced Schools different school Stopped leadline
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0[022)
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TT\VE Rural Teachers r\él‘r
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24U

Source: Alaska l)e[tuntncnt of lidncniioii anti llarlv Development
Source: ISER calculations from Alaska Department o fEducation and Early Development data

Alaska Teacher Turnover

Now we describe teacher turnover among Alaska’s 53 public school districts in
recent years. As Map 1shows, the average annual turnover rale from 1996 through 2000
differed sharply across school districts, from a low of 3 percent to a high of 50 percent.
We calculated a five-year average, to compensate for year-to-year fluctuations. Some of
the smaller, remote rural districts have experienced rates near 100 percent in some years.
The state’s urban districts—Anchorage, Fairbanks, Juneau, Mat-Su—have historic annual
turnover rates between 6 and 14 percent—comparable to the national average. All the
districts with annual turnover rales of 30 percent or more are rural districts far from the
main road system. But at the same time, some remote districts —notably Klawock (3
percent), Hoonah (7 percent), and Bristol Bay Borough (9 percent)—have annual
turnover rates comparable to those of their more accessible counterparts. These districts
deserve closer study, so we can leam more about how they manage to retain their
teachers.
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District and Community Characteristics and Teacher Turnover Rates

Table 2 compares district, community, and teacher characteristics in urban
districts—which have low turnover—and several categories of rural districts: those with
turnover rates below 15 percent, between 16 and 29 percent, and above 30 percent.
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Tabic 2. District, Community, and Teacher Characteristics, by Teacher Turnover Group
Turnover Grou )s, Based on Annual Average Turnovcr, 1996-2000

“dicator Y ear Rural Districts Rural Districts Rural Districts
Urban Districts Turnovcr Below Turnovcr Between Turnover 30% or
15% 16% and 29% more

District Average

Indicators District Teacher Turnovcr Rate 1996-2000 9% 10% 24% 37%
Average Daily Membership 2001 20,669 1,299 1,014 282
Average Number of Teachers 2001 350-2,800* 88 67 29
Average Base Salary of Teachers 2001 531,394 532,447 535,988 S34.313
Expenditures per Student (ADM) 1999 S6.473 S9.571 512,172 S15,994

Community Aver. Number of Communities in District 2001 8 5 8 6

Indicators

(Average across Average Population per Community 2000 92,667 5,390 3,033 1,164

communities) Percent Alaska Native Population 2000 11% 33% 57% 64%
Median Household Income 2000 551,454 546,436 S41,087 S37.284
Median Value, Owner-Occupied Housing 2000 S$123,131 5126,558 588,733 592,522
Unemployment Rate 2000 8% 13% 15% 18%
Percent Families below Poverty Line 2000 8% 10% 16% 19%

Teacher Percent Teachers with 1Ycai Experience 2001 7% % 9% 13%

Indicators

(For entire district) Average Years of Experience 2001 10.1 11.8 8.8 7.5
Percent Female 2001 73% 61% 62% 60%
Percent Alaska Native 2001 3% 8% 14% 12%

* This is llie range rather than the average among urban districts; the average is misleading, because Anchorage has nearh three limes the teachers as the next largest district.
ISER tabulations with datafrom Alaska Teacher Placement; Alaska Departments o fEducation and Early Development and Community and Regional Affairs; U.S. Census
Note; District indicators and teacher indicators are averages across districts in each group. Community indicators arc averages across communities in each group.
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Table 2 makes clear the patterns of difference between, on the one hand, urban
districts and rural districts that have little difficulty in staffing their schools, and on the
other, rural districts that are chronically difficult to staff.

High-tumover districts have significantly smaller populations and likewise far
fewer teachers and students. The districts with the highest turnover had on average 29
teachers in 2001, compared with an average of S8 in rural districts with low turnover and
between 350 and 2,800 in urban districts. Alaska Natives make up a substantial share of
the small populations in high-tumover districts. In 2000, Alaska Natives made up
between 57 and 64 percent of the community populations, compared with just 11 percent
in urban districts and 33 percent in rural districts with lower turnover.

Base salaries of teachers in high-tumover districts are just modestly higher than
salaries in urban districts, despite significantly higher living costs. The base salary is the
bottom of the pay scale—what a district offers its newest, least experienced teachers —
and it does not reflect average salaries. However, it is a reasonable indication of the
salary differential among districts. In 2001, base salaries of teachers in high-tumover
districts were in the range of 10 percent more than in districts with lower turnover. Salary
levels may be critical in efforts to attract teachers to remote, high-tumover districts.

Districts with the highest turnover also have the highest per-pupil expenditures —
reflecting the higher costs of living and doing business at remote rural sites; small schools
in general also face higher costs because they can’t take advantage of economies of scale.
In 1999, per-student costs in high-tumover districts were more than twice as high as in
urban districts. These high per-pupil costs make rural districts vulnerable to crit cs who
want to reduce state education spending at the expense of small, remote communities.

Substantial income differences also exist between districts with lower turnover
and districts with higher turnover. In 2000, median household income in urban districts
was $51,454— nearly 40 percent higher than the S37, 284 income in rural districts with
the highest turnover.

The districts with high turnover also have highei unemployment and more
poverty. The 2000 unemployment rate in urban areas was S percent, while the rate in
districts with higher turnover was 15 to IS percent. And because of the way
unemployment is defined and recorded, these data significantly underestimate real
unemployment in rural Alaska (for a discussion, see McDiarmid and Goldsmith, 1998).
Also, as we might expect with higher unemployment, poverty was more widespread in
high-turnover districts. While 8 percent of families in urban districts—and 10 percent in
rural districts with low turnovcr—had incomes below the federal poverty level in 2000,
between 16 and 19 percent of families in high-tumover districts had incomes below the
federal poverty level.

Clearly, districts that have the highest turnover rates also have smaller popu'ations
that tend to include more Alaska Fativcs and are economically poorer by several
measures. The finding that districts with higher poverty also have higher teacher turnover
rates is consistent with national data (Darling-Hammond, 2000- Hanushek, Kain, and
Rivkin, 2001).

Looking at teacher characteristics in Table 2, we again find noticeable differences
between district' with higher and lower rates of turnover. Districts with the highest
turnover rates employ more first-year teachers (13 percent) than do urban and low-
tumover rural districts (7 percen. each). Grissmer and his colleagues found a strong
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positive correlation between the proportion of teachers with two or more years of
experience and student achievement (Grissmer et al., 2000). Correspondingly, urban and
low-tumover rural districts employ teachers who have on average been teaching longer.
In 2001, teachers in urban districts had been on the job an average of 10.1 years, and
teacher in rural districts with low turnover had been working on average 11.S years. By
comparison, teachers in districts wilh the highest turnover had been working on average
7.5 years.

Table 2 also shows some differences by gender and race among teachers in highl-
and low-tumover districts. The percentage of women teaching in urban and low-tumover
rural districts is larger than in the higher turnover districts—Dbut the difference is not
statistically significant. There are substantially more Alaska Native teachers —between
12 and 14 percent—in the high-tumover districts (which are also the districts with larger
overall Alaska Native populations); in urban districts only 3 percent of teachers are
Alaska Native and in low-tumover rural districts 8 percent.

In sum, teachers in districts v.'ith low turnover rates tend to be more experienced
and are far less likely to be Alaska Native than teachers in high-tumover districts.

Demand for Teachers In Alaska

The best proxy we have for teacher demand is the number of teachers hired. Chart
6 shows the number of annual hires over the six years from 1995 through 2000.

Annual new hires statewide increased dramatically between 1995 and 1998—
from 817 to 1,386. Numbers of school-age children peaked during those years, which
explains some of the new hires. But the need to hire more teachers may also reflect
increased turnover due to a number of factors we’ve already discussed, including the
relative decline of COL-adjusled Alaska teacher salaries and a rise in retirements.
Another factor may have been the early retirement programs urban districts offered in an
effort to reduce their operating expenses. The impact of these piograms was less
pronounced in 1999 and 2000. However, as Chart 6 shows, the trend has been to ‘ard
fewer hires in recent years.
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