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MEMORANDUM

DATE: June 23, 2025

FROM: Alexei Painter W ﬂ/’

Director of Legislative Finance Division

SUBJECT: K-12 Foundation Formula Veto

This memo provides additional information about the potential impact of the Governor’s partial
veto of the K-12 Foundation Formula in FY26.

HB 53, passed by the legislature, appropriated the amount necessary to fully fund the K-12
foundation formula to the Public Education Fund (PEF), which spends without further
appropriation. AS 14.17.400(b) provides prorating language:

If the amount appropriated to the public education fund for purposes of this chapter is
insufficient to meet the amounts authorized under (a) of this section for a fiscal year, the
department shall reduce pro rata each district's basic need by the necessary percentage as
determined by the department.

The language in the legislature’s budget included an estimate that did not factor in the impact of
HB 57, which increased the Base Student Allocation (BSA) by $700. The Governor vetoed the
open-ended appropriation to a fixed dollar amount of $1,243,807.2 thousand. The Office of
Management and Budget’s (OMB) description states that this constitutes a reduction of $50,640.2
from the projected $1,294,447.4 cost of the full formula, or the equivalent of $200 in the BSA.

There are two issues with OMB’s calculation of a $50.6 million impact. First, it does not account
for the State’s failure of the federal disparity test. Second, it does not factor in a known issue with
the Pre-K calculation in DEED’s original projection. In our view, the full effect of the veto should
be based on the best available information, particularly when vetoing to a sum certain, as this
leaves the State without flexibility to update those estimates. The administration is relying on its
original unadjusted projection and does not consider new information and is therefore improperly



applying AS 14.17.400.

The first issue would increase the impact of the veto by $80.8 million, or an additional $319 in the
BSA. The second issue reduces the estimated impact of the veto by $5.3 million, or from $200 in
the BSA to $179 in the BSA.

Failure of Disparity Test
The State’s failure of the FY26 federal disparity test could cause the stated effect of the veto to be
understated by $80.8 million.

In May of this year, the State was informed by the federal Department of Education that Alaska
had failed the federal disparity test for FY26 (based on FY24 data) and would be unable to deduct
federal impact aid from the State’s share of the foundation formula. This would have the effect of
increasing State costs by an estimated $80.8 million. OMB confirmed that the State will appeal
and attempt to find a way to pass the test or at least to delay the impact.

The open-ended appropriation for the foundation formula in the legislature’s budget would have
automatically increased foundation funding to districts by an estimated $80.8 million. The veto
changed foundation funding to a fixed dollar amount. The post-veto fixed funding means the same
dollar amount will go out to districts regardless of whether the state is able to deduct impact aid.
Instead of increasing the total funding to districts, the post-veto language would offset the
additional costs from failing the disparity test by proportionally reducing BSA-equivalent funding
to districts. The impact of the veto may in fact be $80.8 million larger than it appears if the State
cannot deduct federal impact aid, or a $319 BSA equivalent.

This outcome is uncertain as the appeals process is ongoing, but it is a significant variable for
school districts to contend with. Not deducting impact aid would mean that certain districts would
benefit greatly by keeping all their impact aid, but an additional reduction across the board would
reduce net funding to many other districts. Districts would have little time to react and adjust their
budgets if DEED’s appeal is unsuccessful. OMB confirmed that as of the time of the veto, the
administration has not received any assurances from the federal government that Alaska will be
able to deduct impact aid. When Alaska previously failed the test, for FY22, the outcome was not
confirmed until June of 2022. If the timing is similar in this instance, the actual proration may not
be known until near the end of the fiscal year, too late to adjust expenditures.

Therefore, the message that the impact of the veto is limited to $200 in the BSA and not an
additional $319 reduction puts districts in a difficult situation. If the State fails in its appeal or to
get a stay for an additional year, districts that would lose funds from the additional proration could
have a sudden, unfillable budget gap at the end of the fiscal year. For districts that gain funds, they
would have no ability to spend them, potentially exceeding the statutory 10% reserve cap and



resulting in a reduction of State funds the
following year.

The table at right shows the potential effect of
the failed disparity test by school district.

Pre-K Funding
Balance

Calculation and PEF

In its veto documents, OMB calculated the
$50.6 million estimated veto impact based on
DEED’s December 2024 projection of the
FY26 student count. Legislative Finance
disagrees with OMB that the projected amount
necessary was $1,294,447.4 for FY26. The
legislature reduced the estimated amount
necessary by $5,285.6 from the Governor’s
original proposal because of flaws in DEED’s
projection. The Governor’s veto math does not
account for this reduction.

DEED’s projection was flawed because it
overestimated the amount necessary to fund
Pre-K students who can be counted in the
formula under the Alaska Reads Act. This
provision allows certain Pre-K students to be
counted as 0.5 of a student in the formula, but
limits growth from year to year to $3 million
above the actual expenditures for this purpose
in the previous year. In the FY25 projection,
DEED included $4,693.6 for Pre-K students.
However, in FY25 DEED only expects to grant
out $2,050.2, meaning that $2,643.4 extra was
included in the FY25 calculation (and
appropriated to the PEF). DEED then added $3
million to its FY25 calculation for its FY26
projection, rather than adding $3.0 million to
the actual grant amount that was $2.6 million
lower. Therefore, DEED’s projection is too
high by $2.6 million each year.

Lost Funding Due
Impact Aid [to Proration of
Not Impact Aid

School District Deducted |Amount Net Impact
TOTAL 80,807,459 (80,807,459) 0
Alaska Gateway 378,796 (488,892) (110,096)
Aleutian Region 70,508 (41,460) 29,048
Aleutians East 866,205 (249,503) 616,702
Anchorage 6,608,921 (22,505,055)| (15,896,134)
Annette Island 4,666,616 (292,852)| 4,373,764
Bering Strait 12,756,034 (2,147,394)| 10,608,640
Bristol Bay 37,169 (127,855) (90,686)
Chatham 65,237 (199,027) (133,790)
Chugach 173,336 (280,671) (107,335)
Copper River 226,280 (327,830) (101,550)
Cordova 15,486 (303,247) (287,761)
Craig 93,128 (310,941) (217,813)
Delta/Greely 174,467 (567,673) (393,206)
Denali 2,994 (414,261) (411,267)
Dillingham 183,171 (311,691) (128,520)
Fairbanks 9,628,324 (7,400,020)| 2,228,304
Galena - (2,329,775)| (2,329,775)
Haines - (216,331) (216,331)
Hoonah - (155,451) (155,451)
Hydaburg - (79,208) (79,208)
Iditarod Area 744,794 (344,167) 400,627
Juneau - (2,538,111)| (2,538,111)
Kake 184,029 (134,586) 49,443
Kashunamiut 2,604,138 (338,285)| 2,265,853
Kenai Peninsula - (5,345,927)| (5,345,927)
Ketchikan Gateway - (1,601,209)| (1,601,209)
Klawock 664,680 (139,063) 525,617
Kodiak Island 1,222,471 (1,679,568) (457,097)
Kuspuk 2,361,085 (406,269) 1,954,816
Lake & Peninsula 174,892 (469,406) (294,514)
Lower Kuskokwim 17,152,706 (4,068,116)| 13,084,590
Lower Yukon 6,874,824 (2,405,874)| 4,468,950
Mat-Su - (11,305,357)| (11,305,357)
Nenana - (748,241) (748,241)
Nome 20,652 (548,403) (527,751)
North Slope 796,737 (1,809,999)| (1,013,262)
Northwest Arctic 622,542 (2,102,896)| (1,480,354)
Pelican - (22,736) (22,736)
Petersburg - (401,154) (401,154)
Pribilof 503,466 (78,273) 425,193
Saint Mary's - (194,486) (194,486)
Sitka 15,519 (794,182) (778,663)
Skagway - (115,121) (115,121)
Southeast Island - (247,234) (247,234)
Southwest Region 4,278,273 (714,910) 3,563,363
Unalaska 5,069 (306,646) (301,577)
Valdez 8,655 (452,472) (443,817)
Wrangell - (198,526) (198,526)
Yakutat 1,751 (77,092) (75,341)
Yukon Flats 1,367,173 (326,279) 1,040,894
Yukon/Koyukuk 629,933 (1,333,968) (704,035)
Yupiit 3,055,523 (584,291)| 2,471,232
Mt. Edgecumbe 1,571,875 (225,475) 1,346,400




In past years, DEED has retained unspent funds in the PEF at the end of the year rather than
returning the unnecessary amount to the general fund, despite clear appropriation language
directing that only the amount necessary for the formula should be transferred. According to the
FY24 Annual Comprehensive Financial Report, there was a balance in the PEF of $17.3 million
at the end of that year. The legislature in FY25 reworded the appropriation language into the PEF
to account for this balance, but both DEED and OMB have confirmed an intent to keep a balance
in the PEF despite the appropriation language.

By failing to correct DEED’s estimate, OMB may be exaggerating the impact of the veto by $5.3
million, or $21 of BSA funds. While we would expect this estimate will get “trued up” later in the
year after the October student count anyway, communicating the $200 BSA reduction to districts
may result in them making unnecessary reductions to their FY26 budgets.

Even if DEED changes their practices and does not leave a balance in the PEF at the end of FY25,
the $2.6 million over-estimate for FY26 should clearly be accounted for because that money cannot
statutorily be spent. At the very least, the veto impact should be reduced by that amount, or $10 in
BSA dollars.

In response to questions about this calculation, the Office of Management and Budget asserted: “If
more was projected versus actually calculated, then any extra would remain in the balance of the
PEF and not paid out.”! However, this interpretation does not match the statutory language. The
statutory proration language in AS 14.17.400(b) reads: “If the amount appropriated to the public
education fund for purposes of this chapter is insufficient to meet the amounts authorized under
(a) of this section for a fiscal year, the department shall reduce pro rata each district's basic need
by the necessary percentage as determined by the department.” Therefore, the department should
adjust that pro rata reduction based on the actual amount necessary, rather than sticking with the
December 2024 estimate.

The question of how to account for the projected FY25 balance of the PEF is more difficult, and
Legislative Finance recommends consulting with Legislative Legal for a fuller view. The plain
language of AS 14.17.400(b) does not appear to contemplate the existence of a balance in the PEF.
However, during the years when the K-12 formula was forward-funded, the legislature
appropriated a sum certain to the fund that was sometimes less than what was needed for that year
alone, with the expectation that the balance of the fund would be used to make up the difference.
If the balance of the fund is ignored for the proration calculation, there would be no benefit to
forward funding K-12 because the funds left at the end of the year could not flow out. However,
the existence of a balance at the end of FY25 relies on the administration continuing to improperly
follow the appropriation language, so relying on that balance may not be prudent.

! Heidi Teshner (OMB Policy Advisor) email to Alexei Painter, 6/13/25



The table below compares the interpretations of the veto for each school district.

Funding Loss from

Funding Loss from

Funding Loss |LFD $45.4 Million LFD $48.0 Million

from OMB Veto Estimate Using  |Difference |Veto Estimate Difference

$50.6 million |Projected FY25 PEF  |from OMB |without FY25 PEF  |from OMB
School District Veto Estimate |Balance Estimate  |Balance Estimate
TOTAL (50,640,240) (45,354,641) | 5,285,599 (47,996,840) | 2,643,400
Alaska Gateway (306,378) (274,400) 31,978 (290,385) 15,993
Aleutian Region (25,982) (23,270) 2,712 (24,626) 1,356
Aleutians East (156,358) (140,038) 16,320 (1438,196) 8,162
Anchorage (14,103,418) (12,631,367)| 1,472,051 (13,367,225) 736,193
Annette Island (183,524) (164,369) 19,155 (173,944) 9,580
Bering Strait (1,345,724) (1,205,263) 140,461 (1,275,478) 70,246
Bristol Bay (80,124) (71,761) 8,363 (75,942) 4,182
Chatham (124,726) (111,708) 13,018 (118,215) 6,511
Chugach (175,890) (157,531) 18,359 (166,709) 9,181
Copper River (205,444) (184,001) 21,443 (194,720) 10,724
Cordova (190,038) (170,203) 19,835 (180,118) 9,920
Craig (194,860) (174,521) 20,339 (184,688) 10,172
Delta/Greely (355,748) (318,617) 37,131 (337,178) 18,570
Denali (259,608) (232,511) 27,097 (246,057) 13,551
Dillingham (195,330) (174,942) 20,388 (185,134) 10,196
Fairbanks (4,637,428) (4,153,394) 484,034 (4,395,356) 242,072
Galena (1,460,018) (1,307,628) 152,390 (1,383,806) 76,212
Haines (135,570) (121,420) 14,150 (128,493) 7,077
Hoonah (97,418) (87,250) 10,168 (92,333) 5,085
Hydaburg (49,638) (44,457) 5,181 (47,047) 2,591
Iditarod Area (215,682) (193,170) 22,512 (204,424) 11,259
Juneau (1,590,578) (1,424,561) 166,017 (1,507,550) 83,028
Kake (84,342) (75,539) 8,803 (79,939) 4,403
Kashunamiut (211,996) (189,869) 22,127 (200,930) 11,066
Kenai Peninsula (3,350,174) (3,000,498) 349,676 (3,175,296) 174,878
Ketchikan Gateway (1,003,442) (898,707) 104,735 (951,063) 52,379
Klawock (87,148) (78,052) 9,096 (82,599) 4,549
Kodiak Island (1,052,548) (942,688) 109,860 (997,605) 54,943
Kuspuk (254,600) (228,026) 26,574 (241,310) 13,290
Lake & Peninsula (294,166) (263,462) 30,704 (278,811) 15,355
Lower Kuskokwim (2,549,398) (2,283,303) 266,095 (2,416,320) 133,078
Lower Yukon (1,507,708) (1,350,340) 157,368 (1,429,006) 78,702
Mat-Su (7,084,816) (6,345,335) 739,481 (6,714,992) 369,825
Nenana (468,906) (419,964) 48,942 (444,429) 24,477
Nome (343,672) (307,801) 35,871 (325,732) 17,940
North Slope (1,134,286) (1,015,894) 118,392 (1,075,077) 59,209
Northwest Arctic (1,317,838) (1,180,288) 137,550 (1,249,047) 68,791
Pelican (14,248) (12,761) 1,487 (13,504 744
Petersburg (251,394) (225,155) 26,239 (238,271) 13,123
Pribilof (49,052) (43,932) 5,120 (46,492) 2,560
Saint Mary's (121,880) (109,159) 12,721 (115,518) 6,362
Sitka (497,696) (445,749) 51,947 (471,716) 25,980
Skagway (72,144) (64,614) 7,530 (68,378) 3,766
Southeast Island (154,936) (138,764) 16,172 (146,848) 8,088
Southwest Region (4438,018) (401,256) 46,762 (424,632) 23,386
Unalaska (192,168) (172,110) 20,058 (182,137) 10,031
Valdez (283,554) (253,958) 29,596 (268,753) 14,801
Wrangell (124,412) (111,426) 12,986 (117,918) 6,494
Yakutat (48,312) (43,269) 5,043 (45,790) 2,522
Yukon Flats (204,472) (183,130) 21,342 (193,799) 10,673
Yukon/Koyukuk (835,968) (748,713) 87,255 (792,331) 43,637
Yupiit (366,162) (327,944) 38,218 (347,049) 19,114
Mt. Edgecumbe (141,300) (126,552) 14,748 (133,924) 7,376




