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Foreword
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in the 9ood old days of tile soaring sixties
it was natural to place importance on design and planning to improve the quality
of educational facilities. The concern with
design and planning was tempered by the
realities of construction costs, but nevertheless it was assumed that money was
available for school and college buildings.

for financing facilities. So, it commissicned

Now, in the sagging seventies, the priorities

parts of the country, its recommendations
are not applicable in all parts of the U.S.
Readers should check carefully before assuming they have found a solution to their
districts' particular problems.

are rearranged so that getting money
together has-become a prime concern for
most educational adrOlistrations.
EFL believes its role in improving the facilities for education also includes helping
administrators to understand the options

Gary Stonebraker, president of the Advanced Planning Research Group, Inc., to
develop this guide. Stonebraker was assisted by a committee of EFL consultants
who are listed in the appendix.
Although the material in this publication

conforms to customs and laws in some

Educational Facilities Laboratories.

Itiiitroduction
Now that the post-war "baby boom" has

had its full lmpact on school districts
across the nation, school-age population
may stabilize in many districts, and in some
it may even decline. This may suggest that

the worst school building problems are
over, but nothing could be further from re-

ality. The recent great demand for new
school construction in growing areas has
forced many school distr-icts to overlook

maintenance and modernization of old
schools. These school districts now face
staggering problems in replacement or
renovation of schools. And, continuing
population shifts force continuing changes

to schools in cities and suburbs. Also,
many of the hastily-constructed schools of
the nineteen-forties and fifties did not an-
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are seriously behind in school construct:on
and have little hope of getting the financing
needed to catch up.

But necessity is indeed the mother of
invention in these circumstances. Some
school districts under great financial pressures have developed original and inventive ways to get schools built, to obtain
new sources of financing, and to better
manage their fiscal resources. As these
methods have emerged and gained national attention, EFL has received an increasing number of inquiries about them.
Although EFL's main concern is with the

facilities of education, it also recognizes
that sound planning and design depends

ticipate the changes in education, and

upon sound programs of financing. On too
many occasions good school plans have
been stripped of quality and character be-

therefore are obsolete for all practical purposes. So, for these reasons the demand

cause the facility could not be financed.
So, unless the present fiscal crisis con-

for new school construction, or for modernization and replacement of existing
schools, will not ease significantly ir this

fronting school districts is resolved, lomorrow's schools will be far short of our abili-

decade
Can school districts meet this demand?

The single, overriding factor will be the
ability cf school districts to finance new
construction. And on that issue, many
school districts are in deep trouble. In
many major cities, the capital outlay programs for schools are nearly bankrupt.
Many school districts have used up their
lecial capacity to support long-term financing of new construction. In nearly half the
bond elections, voters are refusing to support new taxes to pay for new school construction; and at least one major city has
not had a new bond issue of significant
size in a decade. State aid programs are
not often able to help in significant ways;
and of course, at this time, there are no
major federal programs supporting con-

struction of elementary and secondary
schools. As a result, many school districts

perhaps the majority of school dtricts

-

ties, talents, and aspirationsif they are
built at all.

In this guide, EFL presents basic information on how school districts are financing new construction outside of conventional methods. Some of these ideas may
be applicable to your local school building
programs. To help determine this, the information is accompanied by a chart that
illustrates some major financing alternatives, and the routes of decision-making

which have led school districts to adopt
one approach or another.
Although all the alternatives discussed

have been legally used by one or more
school districts, laws vary widely from
state to state. Specific alternatives may not
be legal in your state. The only way to be
sure is to consult your legal counsel, or to
seek the advice of state school authorities
or the state attorney general EFL does not
advocatb or endorse application of any of
these ideas.

Payr7AsYrou Go Financin
Pay-as-you-go simply means that a school
district pays cash for all construction. Cash
can be obtained through:

grants or other sources of casn to supplement local cash. Some additional methods
of raising cash are disussed in Sections
3, 4, 5, and 6. These methods may be

referendums.

used in various combinations to raise a
maximum of cash, thus minimizing the

One-time levies approved by voters at
Accumulation of money in reserve funds.

Many school districts depend upon

amount of long-term financing required.

laCan you pass a one-time levy for school construction?
Under most normal circumstances, voters
can decide to tax themselves on a onetime basis for public projects. This can be

done on a district-wide basis or within
"special assessment" districts formed for
particular neighborhoods or taxing units..
At one time, such levies were a predominant form of paying for public construction.

However, as school size and cost

ii-

creased, and as long-term financing became more available and acceptable, the
use of one-time levies declined.
These levies are criticized because they
burden the taxpayers E4 one point in time,

while future taxpayers may pay nothing for
school construction. Because of this, longterm financing may be preferable because

it spreads the burden evenly among taxpayers over time. On the other hand, longterm financing requires payment of inter-

est aarges that can add from 40% to
200% to the cost of school construction.
Pay-as-you-go avoids such charges.
But the size of levies required for today's
school costs create a formidable proposition on the ballot. Experience shows that
such propositions are highly unlikely to
succeed.

lbCan you accumulate money in a sinking fund or reserve fund?
Reserve funds are used by private corporations to accumulate money against inevitable future expenses. For example, a
manufacturing company may accumulate
money in a fund to replace a plant when it
becomes obsolete. For these purposes,
depreciation of the plant is budgeted as an

expense and the money for paying that
expense goes into the fund. The advantage is that the money earns interest while
accumulating, and when the equipment is

replaced it can be paid for in cash. This
avoids long-term financing charges.
Some government planners and economists assert that it would be sound management to use these funds for public projects such as school construction. However,

illegal in many states. One practical reason
is that it is thought imprudent to collect taxpayers' money and earn interest on it when
the taxpayers could be doing the same.

However, there are states where the
funds ean be legally used tc set aside
money for school construction. These
funds may be preferable to one-time levies
if pay-as-you-go is the objective, since the
burden can be spread more evenly among
taxpayers over time. However, the fact that
such funds accumulate interest and avoid
finance charges may not always represent
an economy. Where construction costs are
escalating consistently and rapidly, it may
be more economical over a long period to
seek long-term financing.

for a variety of reasons, such funds are
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University Press, Syracuse, New York, 1964.
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Gauerke, Warren E., and Childress, Jack R., The
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Johns, Roe L., and Morphet. Edgar L., The Eor lam-
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Prentice Hall, Inc., Englewood Cliffs, New Jersey,
1969, pp. 231 ff.
Mort, Paul R., Reusser, Walter C.; and Polley, John
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State aij programs have grown in usage
and scope since World War II. Two forms
predominate: Grants-in-aid, which are gifts
from state to school district to supplement
local funds; and state loan programs, which
provide loans for construction in lieu of selling bonds on the open market. For loan
programs, see section 7. For states operating grant programs, see section 2A. These
listings were obtained from Financing Public Elementary and Secondary School Facilities in the United States, published in
1970 by the Indiana University School of
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Educaticr Bloomington, Indiana. This
document provides an excellent overview
,

of Mese programs across the country.
The details and scope of state-aid pro-

grams vary too widely to explore in this
publication. However, few programs provide 100% of funds needed to finance
school construction, and those that can
provide 100% funding may do so only in
highly unusual circumstances. In general,
the programs must be regarded as supplemental to local funds,

aDoes your state operate a grant program?
These states issued school planning and construction grants in 1969:
Alabama in millions) $ 1.9
Kentucky
$ 20.8
North Carolina
Alaska
1,6
Maine
4.0
Pennsylvania
Connecticut
16,0
Maryland
50.5
Rhode island
Delaware
15.6
Massachusetts
23.7
South Carolina
Horida
56,4
Mississippi
6.6
Tennessee
Georgia
28.3
Missouri
1.8
Utah
Hawaii
30.3
New Hampshire
2.9
Vermont
Illinois
1.9
New Jersey
28,6
Washington
Indiana
46,6
New York
184.0

$ 3.4
50.0
4.1

16.4
10.4
4,2
4.6
13,0

Can you qualify for a grant?
Wide variations in program requirements
and purpose make it impossible to give
specific advice on qualification for state
grant programs. However, in some states,
grants are made only to districts unable to
support additional bonded indebtedness.

their legal debt limit; cannot pass bond issues; or cannot market bonds. In the latter
case, state loan programs may apply (see
sections 7C, 7D), Some special-purpose
grants are made for particular purposes or
types of facilities.

This may include districts that have reached
For additional information: Case Study C
Selected References
Advisory Commission on Intergovernmental Relations, State Aid to Local Government, The Commission, Washington, D,C., 1969.
Alexander, Kern, and Wilkerson, Wm., "Financing
School Construction: Trends and Methods," Compact, December, 1968, pp, 10 ff.
Barr, W. Monfort, et at, Financing Public Elementary

and Secondary School Facilities in the United
States, National Educational Finance Project, Spe-

cial Study No. 7, School of Education, Indiana
University, Bloomington, Indiana, 1970, Chapter
5 and Appendix.
Burns, John A., et al., "HawaiiFinanced Principally
by State Funds," Compact, February, 1968, pp.
16 ff.

Edelman. Edward, "States Aid Private College Building," American Education, October, 1968, p. 32,

Johns, Roe L., and Morphet, Edgar L., The Economics and Financing of Education, 2nd editionl

Prentice Hall, Inc., Englewood Cliffs, New Jersey,
1969, Chapter 12.
Johns, Thomas L,, Public School Finance Programs,
1968-69, Office of Education, Washington, D.C.,
1969.

Lindman, Erick L., "The Conant PlanShall the
States Take Over the Financing of Schools'?" The
School Administrator, Washington, D,C., February,
1970.

Morphet, Edgar 1_,, "Planning for the Financing of
Educational Facilities," Compact, February, 1968,

pp, 16 ff.
Shannon. John, The Role of the State in Equalizing
Educational OpportunityAn-ACIR Legislative Proposal, Advisory Commission on Intel governmental
Relationships, pp, 233-243.

Wise, Arthur E,. "The Constitutional Challenge to
Inequities in School Finance," Phi Delta Kappan,
November, 1969, pp. 145 ff.

Federal Aid
At present, the only major federal assist-

ance program giving .funds directly for
school construction is administered by the
U.S. Office of Education, Division of School
Assistance for Federally Affected Areas,
School Construction Branch, Washington,
D.C. Other federal programs, however, offer

indirect aid for site acquisition, planning
and other special uses.
A federally affected area is one in which

the presence of government installations
adds children to the school rolls. Because
the federal government does not pay local
property taxes, it provides "impact aid" to
help support local schools.

Law 815), school districts that have a 6%
increase in federally related student enrollments over a four-year period may be eligible for a grant-in-aid for school construction. Federally related students are children of federal employees or military families, or children of families living on federal
lands. The size of the grant is determined
by the number of federally related students
added during the increa.:e period, multiplied by the established per-pupii construction cost in the state. Several additional

criteria apply, and fund limitations may
delay the grants. Additional details are obtainable from the program administrators.

Under the impact aid program (Public
For additional information: Case Study K
Selected References
Barr, W. Monfort, Federal Funding for Public Elementary and Secondary School Construction pre-

United States, Harper and Brothers, New York,
1957, pp. 614 ff.

pared for the Office of Construction Services,
U.S. Office of Education, Bloomington, Indiana,

Chase, William W., Schools Planned for the Community, Annual Proceedings, National Council on

June 19, 1969.

Schoolhouse Construction, Columbus, Ohio, 1967.
Joint Economic Committee, "State and Local Public

Barr, W. Monfort, and Jordan, K. Forbis, el al., Financing Public Elementary and Secondary School

Facilities in the United States, National Educational Finarne Project, Special Study No. 7,
School of Education, Indiana University, Bloomington, Indiana, 1970, Chapter 6.
Benson, Charles S., The Economics of Public Education, 2nd edition, Houohlon Mifflin Company,
Boston, 1968, Chapter 7.

Bureau of the Budget, "Federal Education Programs" in Special Analyses 3udget of the United
States, 1970, Washington, D.C., 1969,

Burke, Arvid J., Financing Public Schools in the

Facility Needs and Financing," Public Facility
Financing, vol. 2, 89th Congress, 2nd Session,
December, 1966.
Mort, Paul R,; Reusser, Walter C.; and Polley, John
W., Public School Finance, 3rd edition, McGraw
Hill Book Company. New York, 1960, Chapter 17.
Murnagham, Francis D., Jr., and Mandel, Richard,
"Trends and Musts in Federal Education Legislation," Phi Delta Kappan, June, 1969, pp, 654 ff,

The President's Commission on School Finance,
Progress Report, March 22, 1971, pp. 9 ff,

Keducing sit
Acquisition and preparation of a site forms
such a large part of a capital budget that if
the site costs can be eliminated or reduced,
the total construction cost of a school can

osts
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pending on the value of the property. How-

ever, as the following examples show,
school districts may be unable to accomplish this except in unusual circumstances.

be lowered between 10% and 25%, de-

Is the school site on urban renewal land?
Can you get a "free" site by using urban renewal credits?
Within a city's declared urban renewal

ernment provides 100% of the working
capital for such projects; the city pays its

_ver, the urban renewal laws stipulate that
if the city re-uses urban renewal land Tor
certain public purposes, including school
construction, it will receive a "credit" for
its share of the cost of such property; this
credit relieves the city of paying its 25%
share. Thus, the school district can acquire
"free" school sites within urban renewal
areas, and can avoid site acquisition and

25% share only as the land is sold. How-

clearance costs.

area, land may he bought and cleared by a

joint (25%-75%) contribution of city and
federal funds. The cleared land is then
written down", i.e., sold at a lower price
to make it economically feasible to use the
property for housing, etc. The federal gov-

Can you avoid site costs by building
on air rights over other public property?
Because public land within a city produces

no tax income, planners seek to multiply
the use of existing public land so that no

struction, and may pose special problems
such as isolation of noise and vibration.

In a related example of land use, the

further private land will be taken off the tax
rolls. In accord with this, some school districts are exploring the possibility of build-

Dade County School District (Miami, Florida) proposes to build a school under an

ing schools over the "air rights" of free-

owned by the federal government. The land

ways, transit lines, etc. Although this avoids

will be leased to the school district for a

the cost of site acquisition, construction
may cost more since air-rights buildings

nominal sum.
For other possible uses of air rights, see
section 69.

usually require long spans and heavy conFor additional information: Case Study B
Selected References
American Society of Landscape Architects, "Landscaping the School Site," AIA School Plant Studies
BT 1-22, American Institute of Architects, Washington, D,C., October, 1955.
Architecturd Research Laboratory, Department of
Architecture, Environmental Abstracts, Michigan,
The Department, University of Michigan, Ann
Arbor, vol, 2.

Boles, Harold W., Step by Step to Better School
Facilities, Holt, Rinehart, and Winston, New York,
1965, Chapter 6.

Chase, William W., "Schoolhouses for Big Cities,"
(ReprintAmerican Education), U,S. Department
of Health, Education, and Welfare, Office of Education, Washington, D,C., The Department, February, 1965,

Council of Educational Facility Planners, Guide for
Planning Educational Facilities, The Council,
Columbus, Ohio, 1969, Chapter 6,

Council of Educational Facility Planners, What
Went Wrong, The Council, Columbus, Ohio, 1968,

elevated freeway, on land technically

Chapter 1:

Finchum, R. N., Extended Use of School F ,cilities,
School Plant Management Series, OE-21035, U.S.
Department of Health, Education, and Welfare,
Washington, D.C., U.S. Government Printing Office, 1967.

Gibson, Charles D., and Eatough, Clair L., School
Site Analysis and Development, Sacramento, Bureau of School Planning, California State Department of Education, 1966, pp, 36-39,
Schneider, Raymond C,; Wilsen, Carl E.; and staff,
"School Site SelectionA Guide," School Planning Laboratory, Research Report No, 5, School
of Education, Stanford University, 1961.

Sumption, Merle R and Landes, Jack L., Planning
Functional School Buildings,. Harper and Row,
New York, 1957, pp, 162 ff.
Taylor, James L., School Sites, Selection, Develop-

ment and Utilization, U.S. Office of Education,
Washington, D.C., 1962.

7hared Facilities
In many cases, school districts and other

community agencies build and operate
separate facilities which are nearly identical in character. For example, a school
library is often similar to a branch public
library. School health clinics may be similar
to neighborhood community health facilities. Physical education facilities may be
similar to facdities operated by the Parks
and Recreation Departments. Where separate facilities are built and operated by two

agencies, each may be underused. For
example, branch libraries are often empty
during the day, while busy during evenings

and nights. School libraries may be the
opposite.

Where su

conditions exist, public
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fit by joining together to build a common,
shared facility. This can be done in three
ways. First, the school district can build

the facility and lease it, to other using
agencies, Lease income can be used to
offset capital and operating expenses.
While this does not benefit the school district financially, it does benefit the city by
avoiding the cost of duplicate facilities.
Second, the school district can ask the
second agency to build the facility in conjunction with a new school. This reduces
the capital cost of a new school district.
This is particularly attractive to school districts with tight capital budgets. Still another option is to share first costs based on
expected pro rata usage (see section 5B),

agencies and the taxpayer may both bene-

Can you find other agencies that are willing to share facilities?
Check agencies at city, county, state and
federal level. City prospects may include:
Health programs needing clinics or diagnostic screening facilities

Recreation programs to share gymnasiums and playfields
Day care agencies and Head Start groups
to share facilities with lower grades in elementary schools

Job training or vocational training programs which might use shop and other
similar facilities

Adult education programs, including
those run by private institutions, that might
use school space after hours

Municipal libraries that might share
school library facilities

Local arts and crafts groups, hobby
clubs, and other groups that might lease
facilities.
At the county and state level, check these
-prospects:

Local junior or community colleges
State-run technical education and vocational training programs.

At the federal level, certain kinds of
grants-in-aid may be available to support
community facilities. In at least one case,
the Department of Housing and Urban Development provided grants-in-aid for construction of community facilities within a
school complex, where the school was able
to share those facilities.

Can you work out a cost-sharing formula?
The type of cost sharing formula to be used

is a matter of preference for the agency
involved.

One method is to share the "first costs"

of the facility on the basis of prorated
usage. First cost in this case would include

not only construction costs and related
fees, but also interest paid on the facility.

If the first cost is $100,000, and the
school system is expected to use it 36
hours per week while Agency X uses it 12,
then Agency X might pay $25,000 (12/48)
while the school pays $75,000 (36/48).
Where the facility is part of a larger structure, it may be difficult to allocate construction costs for that particular facility, Similarly, it is also difficult to determine a fair
share of maintenance and operating costs.
In these cases, a cost sharing formula may
be difficult to agree upon.
A second method is for one of the sharing agencies to agree to finance the total
For additional information: Case Studies F, K
Selected References
ACIR, Governmental Structure, Organization and
Planning in Metropolitan Areas, Report 1-5, The
Commission, Washington, D.C., July, 1961.
Advisory Commission on Intergovernmental Relations, A Handbook for Interlocal Agreements and
Contracts, Report M-29, The Commission, Washington, D.C,, March, 1967.
Barkan, Joseph a, and Gilligan, Audrey. "The Educational Park and Complex," New York Society
for the Experimental Study of Education Yearbook, 1965, pp. 80 ff,

facility, and to lease or rent it to the other
agency on a usage basis. An "hourly-cost"
formula can be agreed to in advance. For
example, a facility costing $100,000, including debt service, is to be amortized
over 15 years. The school will use it 36
hours per week, and Agency X will use it
12 hours per week. With a 36-week school
year, the use in 15 years will be:
48 hrs x 36 wks x 15 yrs 25,920 hrs
and the average hourly use cost could be
estimated at:

$100,000/25,920 hrs

about $4.00/hr
exclusive of maintenance and other costs.
Similar formulas may be applied to annual
maintenance costs.

A third way to develop such facilities is

for one agency to build the facility, and
simply give another agency the right to use

it. One agency thus avoids all costs; and
the local government benefits by avoiding
the cost of duplicate facilities,

Case Studies," Technical Bulletin, The Producers
Council, September, 1965, pp. 29-36.

Cliffs, New Jersey, 1958.
The Knowlton Plan for Project Development, Austin
E. nowIton Co., Columbus, Ohio, 1971.
"Ne. York Schools: Build Now, Pay Never," Engineering News-Record, July 18, 1968, pp. 181 ff.
Smith, Robert, Public Authorities, Special Districts
and Local Government, National Association of
Counties Research Foundation, Washington, D.C.,
February, 1964.
The Tax Institute, Financing Metropolitan Government, A Symposium, Princeton, 1955, Chapter 19,
Trustees, New York City Educational Construction
Fund, New York City, June, 1967, 7 pp.
Wilkerson, Wm. R., "Alternatives in Capital Outlay

Gabrielson, M. Alexander, and Caswell, N. Miles
(editors), Sports and Recreation Facilities for

Financing," in Guide for Planning Educational
Facilities, Council of Educational Facility Plan-

Chase, Wm, W., "Planning Urban Schools; Five

School and Community, Prentice-Hall, Englewood

ners, Columbus, Ohio, 1969.
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Non-

Revenue

School districts unable to raise money
through more conventional methods have

discovered that school-owned land is a
valuable commodity which can generate
additional income. Some districts have
sold or exchanged land to get cash for
building. Others have sold or leased ground

r!ghts and air rights over school property.
Still other school districts propose to build
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rentable space in conjunctio6 with school
facilities as a means of offsetting construction costs.
All of these methods pose special legal

and political problems for the school district. Use of these methods should be considered only on the advice of legal counsel, and only after careful testing of local
opinions.

Can you legally sell or exchange property for gain?
School districts may hold properties whose
value has increased over time. For exaM-

ple, urban school districts may find that
center-city properties are in the path of
commercial or other development. Subur-

ban and rural school districts may hold

district can lease ground rights on part of

the property to a developer and retain
part for school use. Such a lease gives the
lessee rights to build on the property. The
lease income may be used by the school
district to help pay for construction, Third,

land adjacent to commercial properties or
land wanted for residential development.
Such land can be sold and part A the income used to buy less valuable but equally
usable land elsewhere.

the district can exchange property with
other public agencies that may need the

There are several ways in which this

school building in exchanae for the dis-

might be done. First, the property can be
sold outright. This usually requires open
competitive bidding. Second, the school

trict's property.
If land cannot be sold, its air rights may
be leased (see section 6B).

school's land. In one unusual case, the rate

of exchange was such that the second
agency provided land complete with a new

Can you sell or lease air rights over school property?
The air rights to a property are, literally,
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the rights to occupy the air space over the
property. The right to sell or lease air rights

basod on estimates of the difference between (1) actual school construction cosi,
and (2) estimates of costs ;'or the same

is well established for private property

school withcut the superstructure.

owners, Several school districts, mostly in

Theoretically, it would be equally possible to use air rights in reverse for school
construction. For example, a school might
lease ground rights for the construction of

urban centers, are selling or leasing air
rights and using the income to offset construction or site acquisition costs.
Typically, a school district sells air rights

commercial property (see section 6A),

in a densely developed area where privately-owned high-rise development is
economically justifiable. The air-rights

while reserving the air rights for -construction of school space over the commercial

owner or lessee then constructs an office
building, apartments or other commercial
property. The commercial portion of the

commercial high-rise construction was im-

project is taxable, which provides additional income to the city.

In some cases, the air rights building
may be in a separate structure adjacent to

the school, In other cases, the school
structure is underneath the air rights building. In the latter case, the school is more
expensive to build than if standing alone,
and the air rights developer may be asked

to share these added costs, The cost-

property. This might be feasible where
practicable but where other commercial
development was feasible (e.g., a shopping
center). In order to be worthwhile, the
ground lease income must offset the added
cost, if any, of constructing the air-rights
school.
If a school district has legal or managerial problems implementing such schemes,

it may be useful to explore these ideas in
conjunction with leasing through a nonprofit corporation created for the purpose
(see section 8D).

sharing formula in such cases is usually

Can you legaliy and profitably rent space in a school build:ng?
A school district may be able to capitalize
on the commercial value of its property by
building rentable space in conjunction with

its schools. Such "joint tenant projects"
might house other public agencies or private enterprises, such as stores and cinemas. These ventures are most valuable in
offselting annual costs, because the initial
capital outlay will be greater.
Building space to rent is both a politically
volatile venture (because of competition
with private interests) and an economically
risky proposition. It should be approached
only with the advice of legal counsel and
For additional information: Case Studies A, C, F, H
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7 Bond issu
General Obligation Bonds, the traditional
medium of long-term financing for school
construction, are legal in all states, but their
use and sale is heavily regulated.
GO financing covers site acquisition and

improvement costs, planning costs, and
the construction of new school facilities,
additions, and major renovations. Several
projects may be built under one issue. The
total amount of the issue must be estimated
carefully.
The school district must then determine

whether it can legally issue bonds in the
amount required. This is controlled by the
debt limit (see section 7A), and the bond
market (see section 70). If favorable, the
bond proposal is drawn up, and a bond
election called that authorizes the school
district to market the bonds and to raise
taxes if necessary to pay for them.

If the issue passes, the school district
sells the bonds to obtain the cash to pay for
project costs. These sales take place at an
advertised bond sale at which bidders pro-
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pose to buy part or all of the bond issue at
a bid or negotiated interest rate. Sales are
awarded to the combination of bidders providing the net lowest cost to the school dis-

trict, providing that all bids are within the
legal interest rate governing ihe school
district,
Two types of bond issJes are used. In a

term issue, all bonds mature at a given
time. Where legal, income tax monies may
be held in interest-bearing reserves (sinking funds) until the bond issue matures. if
interest earned exceeds interest paid, it will
reduce the cost of the bonds.
The second type, serial issue, is currently
the most popular. Serial issues have different quantities of bonds maturing at different

times. They can be planned so that the
amount redeemed in a given time period,
plus the amount of interest paid on the remaining bonds, is equal in all time periods.
This permits better long-term fiscal planning geared to expected tax income.

aCan you legally assume more debt?
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The bonding capacity of a bond-issuing
jurisdiction is usually limited by state law.
Limits are commonly set by the assessed
valuation method. This sets the total in-

does not properly represent the real collateral backing bonds.
A third disadvantage is that no allowance
is made for future growth in particular areas.

debtedness of a jurisdiction as a fixed percentage of the assessed value of taxable
real estate within the jurisdiction. The intent
of the restriction is to limit the total debt

Rapidly developing areas may see their
tax bases double or triple in the next decade, and accordingly, their ability to repay
will grow rapidly. Where this is clearly the
case, it might be better to take advantage
of today's lower costs and build in advance
of such development, h -ever, this is not
possible because the debt limit is determined by the present tax base. Therefore,
growing areas lag in providing public facilities, since the development generating the
need must take place before the commu-

an amount that can be paid off by future
property taxes, which vary directly with assessed valuation,

There are several difficulties with this
system of limiting debt. First of all, it tends
to favor highly-developed areas with high
concentrations of commercial and industrial properties that are assessed at higher
rates and produce higher tax yields. Rural
and suburban areas without such concentrations cannot assume as much debt per
capita as urban areas. But these less-dense
arPas may be in greater need of funding,
especially where they are growing rapidly.
A second disadvantage of the system is
that assessment procedures are not uniform in all areas. While assessment rates
may be uniform (e.g a fixed percentage of
market value), the procedure for setting the
market value itself may vary. Such assessments usually depend on the tax assessor's
judgment (or preferences), This results in
wide discrepancies between the reported

tax bases of communities and their real
worth. Such discrepancies can lead to high

nity acquires the tax base to satisfy the
need. Some states provide appeals procedures for obtaining special exceptions to

the debt limits. This may allow growing
communities to issue more bonds. (See
,ection 7B,)
When the total long-term debt of a bond-

issuing jurisdiction equals the limit set by
the assessed vJuation rules, the community reaches its debt limit. At this point, no
more bonds may be issued until part of the
debt is retired or the tax base increases.
However, communities at their debt limits
may benefit by reviewing assessment practices and procedures. If assessed valuation

can be legitimately increased, it will automatically provide more bonding capacity,

bond interest rates, since the community

Can you get special permission to assume more debt?
In several states there are procedures by
which school districts that have reached

dures are available, contact your legal

their debt limits can ask the state for special
exceptions to issue more bonds. Such pro-

attorney general. If there are no established
procedures, you may consider asking your

cedures are designed primarily for areas
where the tax base is rapidly increasing

state representatives about the possibility
of special legislation enabling exceptions
to the debt limit.

and would clearly permit the assumption of
additional debt, To find out if such proce-

counsel, state school authorities, or state

Does your state have a loan program?
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Fourteen states operated loan programs during 1970:
Arkansas
Indiana
North Carolina
Maryland
California
North Dakota
Connecticut
Michigan
Ohio
Illinois
Virginia
Minnesota

Wisconsin
Wyoming

Do you qualify for a state loan?
This can be determined only by the officials
of your state loan program, acting on knowledge of the specific case. In general, loan

programs are intended to provide an alternative source of cash for school districts

unable to sell bonds in the open market.
This may include school districts near their
debt limit, districts with poor credit ratings,

and in some cases, school districts that
cannot demonstrate their present ability to
repay loans.
All 14 operational loan programs, except

Michigan, provide loans for capital outlay
purposes. Michigan's program covers interest only.

Are the loan terms more favorable than selling bonds in the open market?
The regulations governing state loan programs make it unlikely that you will ever
have a choice between the program and a
general bond sale. But if you do have this
choice, there are important factors to con-

right to reject bond bids that exceed the
loan rate.

A second factor is administrative complexity. You may be able to get verbal assurances from state officials that a loan will

sider.

be approved befo:-e you invest time and

First is the available interest rate. The
impact of interest rates is suggested in

money in making the application. However,

section 8M. In general, state loan programs

offer more favorable interest rates. Moreover, these rates are known in advance,
whereas the rates paid on bonds are not
known until the bonds are actually sold.
However, a qualified bond counsel should
be able to predict the rates closely. Moreover, it is possible to choose either loans or

a bond sale involves unavoidable preliminary expenses of time and money, without
guaranteeing that the bonds will actually
be sold.

Third, the state loan program may offer
important options such as refinancing of
the loan in cases of financial distress. In
contrast, if a community fails to meet bond
obligations, it faces financial disaster.

bonds if the school district reserves the

7f

Does the loan cover 100% of costs?
Loan programs vary: in some states, 100%
loans are made only to school districts that

other cases, loans are supplemental. The

have used up their bonding capacity. In

Loans make up the difference.

school district sells what bonds it can.

Can you sell bonds on the open market?
Even when bond issues pass at elections,
school districts may find themselves un-

able to market the bonds. Bonds are
bought by investors for only one reason: to
earn interest. How much interest they expect to earn depends on several factors.
First is the money supply. As money be-
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interest rates. Districts with extremely poor
credit ratings may find it impossible to
market bonds at any price.

Another factor affecting bond sales is
the interest rate ceiling. The majority of
states have legal ceilings on the interest
payable on bonds.

COUS more scarce, people compete for

In tight money markets where interest

capital and bid up the interest rate in efforts
to attract capital.

rates on alternative investments are higher
than the legal ceiling, bonds may also be

Second is tax status of the investment.
A tax-exempt investment (as most school
bonds are) is often more attractive than a
taxable investment earning much higher

unsalable. At this point, a school district

interest, since the net earnings may be
comparable.

Third is the risk in the investment. This
is directly proportional to the fiscal soundness of the district issuing the bonds. One
measure of fiscal soundness is the ratio of

present indebtedness to debt limit. Districts heavily in debt may be regarded as

poor risks and may have to pay higher

may attempt -g

sales to local

financing institutions; but except in large
few local institutions have the money
to purchase very large issues.

Opinions on the quality and expected
interest rates for school bonds can be obtained from qualified bond counsels before
attempting a bond election. You may find

that under present marketing conditions
the election would be futile because the
bonds could not be sold.

7hWill the voters approve the bonds?
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Since bonds obligate future tax revenues,
school bonds are uniformly subject to voter
approval, However, in many areas there
are restrictions on who can vote. For example, only property-owners may be eligible where bonds are retired with property

is it more economical to build a new facility
or renovate the old one?

taxes, In other cases, up to a two-thirds
majority may be required.
These restrictions can make passage of
bond issues difficult. Many property holders have no school-age children and have
little interest in schools, On the other hand,
many interested parents, particularly young
parents and poor parents, may not be eligible to vote because they are not property
owners. In addition, all kinds of voters are
resisting increased taxes in any form. As a
result, bond issues are being defeated in
record numbers,
A large number of bond-election failures

are attributed to these factors, Consequently, laws governing such elections
have been challenged in several courts on

the basis of the Supreme Court's "oneman, one-vote" ruling (Baker v. Carr
Court decisions have not yet changed the

situation significantly. However, should
these changes occur, school districts now

unable to pass bond issues will have a
better chance to pass them in the future.
Not all bond-election defeats are attribut-

able to such political and legal problems:
In many cases, bond issues are turned
down by voters simply because the school
system does not adequately demonstrate
the need for additional facilities. In order to
prove such a need, a school district should

2. Are present facilities overcrowded? If
so, have you examined and tested organizational changes, new scheduling, or curriculum changes that might relieve overcrowding? Is the addition of new space the
only choice? Will future population shifts
relieve or increase this overcrowding? Do
you have adequate population projections
to support these conclusions?
3. Have you carefully planned and esti-

mated costs of additional construction?
Many bond issues suffer at the polls simply
because the scope and cost of proposed

construction have not been carefully
planned and explained,
4. Have you made clear the implications
of defeat of the issue? If the need is inevitable, such as replacement of a totally ob-

solete facility, then delay in passing the
issue will only mean a higher future tax bill

since construction costs will in all likelihood continue to escalate a minimum of
3°k per year. In some locales, costs have
escalated up to 15% per year. However,
also be aware that your tax base, and the
taxpayers' income, will also increase in the
future. In situations where the tax base is
expanding rapidly, more construction may

be accomplished later on at a lower tax
rate, even though construction costs have

increased. Building now simply to avoio
inflation may not always be a valid strategy,
5. Have you made these facts clear to the

public? School districts cannot actively

be prepared to answer the following:
1. Are present facilities up to standards?

campaign for passage of a bond issue. But
they can make sure that the basis of their
request, and the facts behind it, are made

Do they meet building codes and state

available to the public well in advance of

school requirements as well as generally
accepted standards or education? If not,

the elections.
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Leasing
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There are two distinct kinds of leasing
programs, each with its own objectives:
short-term and long-term.

Short-term or temporary leasing pro-

grams are used by school districts to
alleviate space shortages caused by unexpected population shifts, delays in new
construction, or changes in school curricula and organization. A typical solution is
to place relocatable or temporary structures on the school site until the situation
corrects itself, or until a permanent solution is found. If the need for space is temporary, the most economical solution may
be to lease or rent it. When no longer
needed, the space would be returned to
the leasing organization.
Long-term leasing programs usually intend that the school district will lease the
space until it can afford to purchace the
building, or until the building is paid for;
the building will then become school dis-

trict property. The building will

!-,e

de-

signed, built, and used as a normal,
permanent facility. Such leasing programs
are a new way to finance permanent construction.
Long-term leasing programs are attracting a great deal of interest from educators
all over the nation. In particular, they attract

the interest of school districts that may
have reached debt limits or cannot pass
new bond issues at the polls. These and
other legal-political problems may have
made it impossible to build new schoc:3,
Leasing is a popular option (perhaps the

only option) in such cases, because leasing programs can often bypass these political and legal constraints.
Most leasing programs follow a standard

pattern. A "third-party" organization assumes responsibility for the design, construction, and financing of a new school
facility. The third party leases this facility
(usually on a year-to-year basis) to the
school district. Because the lease is for
only one or two years and does not involve
acquisition of capital equipment, the lease

costs may be paid with operating funds.
There is no long-term commitment in-

volved, and therefore no effect upon the
present indebtedness of the school system. However, there is usually a purchase
option in the lease that allows the school
district to buy the property at any time for
the balance outstanding on the mortgage.
When the mortgage has been retired, own-

ership of the school passes to the tenant
school district.
In the end, the school district owns a
school which in reality it has purchased on
a time-payment plan. Yet it has done this
without assuming any long-term debt. Except in locales where the operating budget
is approved by voters, the school system
can make such commitments without referendum to the voters. For these reasons,
school systems that cannot finance additional space through normal channels may

be able to acquire almost unlimited
space through leasing programs.

Is leasing legal in your tate?
No state unconditionally prohibits leasing,
but several have laws regulating it. In other
states, the legality of leasing may not be

clear because the issue has not been
tested.

In states where laws have been established or where legal tests have been con-

ducted, the legality of leasing appears to
hinge around the term or duration of the
lease. A short-term lease, Which does not
obligate future governments by obligating
future uncollected funds, is generally regarded as a legal current expenditure, payable with operating funds or capital funds.

This is important to school districts short
on capital funds, but which have adequate
operating budgets. On the other hand, any
lease which obligates future funds would
generally violate fiscal statutes, and therefore be illegal.
In general, these legal factors rule out
long-term leases unless they are either approved by referendum or specifically per-

mitted by law. If school districts cannot
sign long-term leases, the leasing organi-
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not create any immediate debt. In effect,
such a lease is a one-year lease with options to renew for up to six additional years.
This enables the district to signal its inten-

tion to lease over a longer term, without
obligating it to do so in fact.
Indiana has a program which in effect
guarantees payments of interest and principai on Revenue Bonds issued by nonprofit leasing organizations,
Florida enables school districts to take
30-year leases by backing them with Motor
Vehicle License Revenueswhich is legal
in Flocida by virtue of a special constitutional amendment.
It is important to know what laws your
state may have on leasing school space.
If your legal counsel does not know, you
may check with the state school authorities

or the state attorney general's office.

If

there are no specific laws, then attempt to

determine if there are any legal precedents. Voters in some states without specific laws have interpreted leasing as an
attempt to evade fiscal controls on school

zation may have difficulty in financing

spending by avoiding referendums on

construction because the investor has no
assurance that the school district will continue to make lease payments. For these
reasons, some states have passed special
laws which help reduce risks to investors.

school construction. Such voter reaction
has resulted in suits agailst the school
district, out of which the legal precedents
have arisen. While the large majority of
such precedents are favorable to leasing,
it would obviously be desirable to avoid

For example, California permits sevenyear leases on temporary facilities, provided that cancellation of the lease does
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such a test.

45
Can you lease from a building commission?
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Some large cities have found it advantageous to form separate organizations to
build and operate buildings for other gov-

to the school district. The building commission works with the school district in
establishing the program. The building

ernment agencies. These building com-

commission may hire educational consultants to assist in this phase. The commission may design the facility using in-house
staff, or may retain architectural services.

missions provide complete ranges of
building services to the using agency, including financing, design, bidding, construction and sometimes maintenance and
operation of the facilities.
Some builthng commissions may be em-

powered to use the general bonding capacity of the city. Others may have special

powers to issue revenue bonds. These
bonds are similar to general obligation
bonds, except that they are backed by
pledges of revenues earned from the facility itself. The revenues, in this case, are
lease payments from the using agency to
the building commission.
Some cities are using such agencies to
build schools, which are then leased back

Bids are taken following public biuding
procedures. When bond financing has
been secured, contracts are awaided and
the facility is built. The commission then
leases the completed facility to the school
district. The commission may or may not
provide maintenance services, and may or

may not pay operating costs. Lease income gives the commission the ability to
pay off the bonds. When the debt is retired,

the school facility may either be turned
over to the school district, or may be retained by the commission and leased at
reduced cost.

8cIf you are an independent district,
can the city or county build and lease to you?
In at least )ne case, city government used

its authority to issue revenue bonds to

build and lease a school to an independent
school district.

Can you lease from a nonprofit corporation?
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Some school districts use specially created nonprofit corporations for financing,

such guarantees. The absence of longterm leases works against such loans,

building, and leasing schools to the school
district. While a school district cannot form
such a corporation, any group of interested
citizens (which might, if legal, include

since the investors have no guarantee that
the school will continue to be leased from
the nonprofit corporation.

members of the school board) can form

the corporation. Stock is sold to cover
temporary operating expenses or to satisfy
minimum capital requirements in the state.

The corporation then seeks its nonprofit
qualification from the U,S, Internal Revenue Service and state taxing authorities.
For this, the corporation must show it will
be dedicated to the public interest, must
never pay dividends on stock, must reinvest earnings in the public interest, and

must place its work, inventions, etc in
public domain, in return, the IRS declares
the organization tax-exempt. In the case of

The first problem in setting up a nonprofit corporation will be finding a group
of citizens willing to form the corporation.
In some cases, it may be legal for members of the school board to act in such a
capacity; or, it may be possible for other
government officials to form the corporation. These persons would likely be directors of the corporation, but would not serve
:it any operating cspacity. However, as di-

rectors, they ;lave legal liabilities that
should be carefully defined for them. Your
counsel will know what these liabilities are
in your state,
The steps in forming a nonprofit corpo-

school leasing, nonprofit corporations

ration are not complicated, but are best

have the power to build, and the nonprofit
status helps reassure the public that the
corporation will act in the public interest,
The nonprofit corporation usually works
in the same manner as a building commis-

supervised by a qualified attorney. Usually,
an organization meeting is held to draw up

sion in providing a school facility, with

working rules. Stock certificates are issued

some exceptions. First, it will not usually
have in-house design or other services,
and will always hire these services. Sec-

to the shareholders, and their capital

ond, since it is not officially a public

quired minimum capital is filed with the

agency, but is a quasi-private corporation,
it need not observe public bidding procedures. The nonprofit corporation can there-

state. After the state issues a corporation
franchise, a bone tide private corporation

fore negotiate bids; or can hire package
building services; or can use other time
and cost saving procedures as it sees fit,
Finally, it has the option of using revenue
bonds, commercial notes, or commercial
mortgages as financing instruments. The
nonprofit corporation may have difficulty

The next step is to apply to state and
federal tax authorities for permission to
operate as a nonprofit corporation. This
step is complicated and requires the services of a qualified corporate attorney.

in issuing revenue bonds.unless the bonds
are backed by the school dis'rict, the state,
or other authority. Similarly, it may have
trouble securing commercial loans without

charter may say, or of the intentions of the
shareholders. If it is not obtained, the corporation can be immediately dissolved and

a corporation charter. The charter states
(and limits) the purpose of the corporation;

designates its officers; and sets forth the
placed in a bank account. The charter and
evidence that the corporation has the re-

exists.

There is no guarantee that nonprofit status

will be grarted, regardless of what the

the capital returned to the shareholders.

Can you lease from a private organizatiion?
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Most commercial leasing companies offer

procedures such as negotiated bidding

school districts a package deal that is a

and fast-track scheduling (where carefullyphased planning and construction proceed
simultaneously). Private organizations un-

single contract covering design, financing,
and construction of the school. However,
these deals vary in internal organization.
Some package dealers are primarily
manufacturers of building components,
products, or prefabricated structures, such

as classroom modules. A contract with
such a firm implies use of its building prod-

ucts or systems. The company may be
able to handle design and financing as
well; or it may form a consortium with architectural and engineering firms, mortgage
houses, and other outside talents,

Some package dealers are primarily
general contractors. Their firms may provide in-house design services, or may subcontract them. These firms are not committed to building in one particular way,
and will sometimes associate with prefabricators for a particular job.

Another type of package dealer provides about the same services as a devc'

encumbered by public construction procedures may save money on equipment
and materials purchases. However, such
savings can easily be offset by high interest rates paid by private organizations for
comrnercial notes and mortgages for financing. (See Notes on interest rates: BM)
Depending upon interpretation of applicable local laws, you may be able to select
and deal with only one private leasing corporation. If so, look closely at the firm's

record. How many schools has it built in
this manner? What do former clients think
of the firm? Have time and cost schedules
been met?

If you are uncertain about negotiating
with a single firm, you can also organize
competitive bidding among private leasing
companies. Such a competition can be
based on firm educational specifications

opergeneral coordination and management of the project with major services

accompanied by space programs and

subcontracted. However, there is no fixed

firms may then compete for the total

team established in advance, and the

design-build package by submitting design
and cost proposals covering the total project. Competition may also be held in more

school district can participate in selecting
architects, contractors, etc.
It is important to determine what kind of
private leasing group you want to deal with
because the services and advantages vary
considerably. Most organizations claim to
save time and costs because they are a
coordinated team. This may be true with
experienced package dealers, but temporary alliances of separate firns without extensive experience as a team may be less
effective.
pecause private construction operations
:are not bound by public procurement laws,

they are able to use time and cost saving

standards for design and construction. The

than one stage to first narrow the field
through design presentations, and then a
price competition for the final award. This

may encourage more accurate costing
and will also give you additional opportunities to refine the design to meet your
needs. Alternatively, you might elect to
base competition for construction and leasing on a fixed design. This would not per-

mit the design costs to be included in the
lease financing and would tend to reduce

some advantages inherent in package
leasing.

af

Can you establish workable procedures for site acquisition?
Leasing programs raise special problems
with site acquisition, clearance, and construction. When a school district acquires
a site, it may have to use public Ecqulsitlon
procedures. But a leasing organization may
have to acquire a site through normal com-

mercial channels, which may increase
costs.
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school district may sell or !case only the
ground to be occupied by die building.
If

the leasing organiron has rights

only to the land occupied by the building,
the leasing organization might not have
rights to build site improvements such as
walks, drives, and play areas. The leasing
organization might donate such improvements to the school district, whereupon the
school district could permit the corporation

If the school district owns the site, problems may arise in arranging for the leasing
organization to build on school land. Several solutions to these problems have been
developed. One is to sell the entire site to

to build on public land for purposes of

the leasing organization. However, if the
leasing organization owns the entire site,
this may create problems with school insurance during occupancy, e.g., liability
insurAnnn on play areas to avoid this, the

ments out of proceeds from sale or lease of
the land to the leasing organization. Either
way, the cost of site improvements will still
be incuded in lease payments. The same
procedures might be used forsite clearance.

enabling the donation, Alternatively, the
school district may pay for such improve-

Can you establish workable procedures for programming?
Educational and architectural programming of leased facilities can be handled in
two ways.

If you are dealing directly with only one
leasing organization, that organization can
retain educational consultants, architects,

and others needed in programmino the
facility. The cost of such services can be
included in the lease payments. This reduces front-end costs to the school district. However, the leasing organization

may require reimbursement for such services if the project is not built.
Alternatively, the school district can do
the programming itself. This is required
when a commercial leasing organization is
to be used and the school district decides
to ask tor competitive bids from different
leasing groups. A detailed set of programs
and criteria are required to make sure the
bids are comparable.

Can you establish workable procedures for design of the school?
Since the leasing organization is the legal
owner, it usually provides architectural and
engineering services and assumes responsibility for obtaining approvals from code
agencies, state school authorities, etc.
However, since the school district is the
final uSer, it will naturally want to be closely
involved . in the planning process. Proce-

dures for this should be

carefully

worked

out between the two parties.
If the school district calls for competitive

bids on the lease package from several
private companies, the competition may
include design competition as well as price
competition (see section 8E, 8G).

Can you establish workable procedures for bidding and construction? 26
Bidding for leased facilities varies with the

type of leasing organization used in the
program.

Building commissions may be required
to follow public competitive bidding procedures similar to those used by school
districts in conventional building programs.
Nonprofit leasing organizations, since
they are not a public agency, may either
take competitive bids in the usual manner
or elect to negotiate bids. In negotiation,
prices are set by agreement between the
general contractor and the leasing organization. If desired, the general contractor
may take competitive bids on one or more

subcontracts under the supervision of the
leasing organization. Negotiation may offer
imporant advantages. First, the contractor

car provide cost advice during design.
Second, it saves time since prices are developed as the design progresses without
waiting for competitive bids.

Private leasing organizations usually
serve as general contractors. They may
negotiate subcontracts or take competitive

bids. A school district can also ask the
contractor to take competitive bids on subcontract work. If the district wants a broader
range of competition, see section SE.

Can you establish procedures covering operations and maintenance?
In most leasing programs, the school district is responsible for all maintenance,
operations, repairs, equipment replacement, renovations, and additions, in short,
the leasing organization provides only a

building, and the lease payments cover
only the repayment of principle, interest,
administrative and development costs,
taxes, and insurance and profits (if any),
There are several reasons for this. First,
operating and maintenance costs are difficult to predict and control; including them

in the lease may increase the financial ex-

posure of the leasing organization. Second, mcst leasing organizations are not
equipped for such programs, but most
school districts are experienced with operating maintenance programs. Third, it is
extremely difficult to develop contracts
covering maintenance. Problems such as
defining the difference between normal
wear and abuse are difficult fo overcome.
Similarly it is difficult to define standards
of maintenance.

Can the leasing group finance the construction?
Different types of leasing organizations will
finance the construction in different ways.
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secure, and they are tax-exempt. Revenue

Building commissions sometimes use
the city's general bonding authority, but

bonds command about 1% to 2% higher
interest because of increased risk. Commercial financing will bear considerably

where leased facilities are being built it will
more often use revenue bonds. Revenue

higher interest rates, unless special rulings

bonds are similar to general obligation
bonds, except that they are backed only
by the pledge of specific revenues, Le., income from the leases.
Nonprofit leasing organizations cannot
use the school district's bonding authority.
instead, they may issue their own revenue
bonds or debentures; or, they may obtain

commercial notes or mo 1gages from
banks, mortgage houses, or insurance
companies. Theoretically, a nonprofit might
also sell capital stock to finance construe-

tinn, but this would be unlikely since the

can be obtained from IRS dec'qring the
loans tax-exempt. This may b, ossible
because the final beneficiary of the loan
is a public agency. If tax-exemptions can
be obtained, the interest rates on commer-

cial loans can be comparable with GO
bonds.
The ability to secure financing on leased

facilities and the rate at which interest is
paid varies with the security of the lease
itself. Short-term leases are regarded as
insecure since there is no guarantee that
the facility will be occupied. Several states
have therefore enacted laws enabling long-

nonprofit cannot pay dividends on stock.
The private !oasing organization usually
finances construction through commercial
mortgages. However, private leasing organ-

term leases, and/or guaranteeing pay-

izations could also use real estate investment trusts, syndicates, or other vehicles
to provide working capital.
The interest rates paid on different kinds
of financing vary widely. Since the impact
of interest charges on leasing costs is considerable (see 8M), it is important to consider how the lease is financed. General
obligation bonds provide the lowest interest rates, primarily because they are more

mitted at referendum. Since state laws vary
widely on this matter, check with your legal
counsel or the state attorney general.

ments of principal and interest on bonds,
etc. See 8A. It may also be possible to sign

a long-term lease if the question is sub-

Some nonprofit leasing organizations
have been empowered to generate income

on their own to reduce financial requirements. These include sale of air rights (see

6B), and construction of rentable space
(see SC).
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Can you afford the lease payments?
You may use current funds or operating
funds to make lease payments since leasing does not involve acquisition of capital
equipment. Therefore, it may be possible

to make lease payments with operating

funds. This is highly advantageous to
school districts who have adequate operat-

ing budgets but who are short on capital
funds. However, handling lease payments
in this way will make per-pupil operating
expenses appear much higher, compared
to school districts that do not lease. In addition, some states do not provide operating aid for lease payments if the lease contains an option to purchase.

Some school districts that are short of
operating funds have obtained legislation
to pay lease costs with special levies imposed without referendum. Such legislation may already exist in the form of special
taxing authority cled by other government
agencies.
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A third option is the ,,cssibility of a special assessment district. It is often legal for
voters to create a special assessment district, or special tax district, where the voters
within that district agree to tax themselves
for a service provided within that district.
Such a district might be formed around a
leased school, with a special levy passed
to support lease payments.
The annual cost of leasing, and therefore the amount that must be budgeted,
depends upon several factors: the cost of
the facility, the form of long-term financing

on the facility (and hence the interest
rates), and the term of the financing. Usually, lease payments cover only the principal and interest paid by the leasing organ-

ization during each leasing period, plus
administrative costs and profit, if any.
These factors are closely related to the
type of organization from which you choose
to lease.

=

Notes on the irnpct o interest rates
The different types of financing instruments bear diffe!ent intcret rates. General Obligation foonds usually sell for between 3% and 6% net interest; revenue
bonds usualk, add a point or two (4% to
7% is typical); and commercial loans, the
most expensive of all, range from 7% to
14°/0 or more. What determines this? First
is the cmdit rating of the leasirig organiza..
tion and the school district lessee; this is
also related to the lease security, i.e., the
term and duration of the committed lease
and the general money market.
Arnuai
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25-year level-term commercial note for
each $1000 borrowed:
Total

Total Interest

Payment

as % of
Principal

$ 6.44

$ 932.00

7.07
7.72
8.39
9.09
9.80
10.53
11.28

1121.00
1316.00
1517.00
1727.00
1940.00
2159.00
2384.00

$1932.00
2121,00
2316.00
2517.00
2727.00
2940.00
3159.00
3384.00

%te
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the final beneficiary of the loan is a school
district. If this is possible, the interest rates
may be cut by as much as 40% on commercial loans.
In considering the impact of increasing
interest rates, consult the following table,
which provides sample interest rates on a

Principal and
Interest Paid

Monthly

7
8
9
10

tax-exempt, as are GO bonds, because

Total
Interest Paid

Imerest

6%

Another major factor is the tax status of
the loan. The IRS may declare certain loans

% Increase in
Interest Payments
Over 6% Base

93.2%
112.1

131.6
151.7
172.7
194.0
215.9
236.4

+ 20.2%
+ 41.2
+ 62.7
+ 85,3
+108.1
+131.6
+155,7
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niew York City Educational

Constiliction Fund

The New York City Educational
Construction Fund is a public benefit
corporation
devoted to the construction of schools
on
combined occupancy sites with
housing,
office buildings or other suitable
projects
(the lessee of the non-school portion).
The predominant functions of the
Fund are:
To oversee planning, design,
financing
and construction of schools.
Schools are
financed with notes or revenue bonds.
To retire these bonds with income obtained from:

a. Leasing or selling air rights and/or
property rights of Fund-owned sites for

the construction of joint
occupancy

30

reviewed and app; --ed by appropriate
city
agencies.
4. When approvals
are received, and
when the Fund is assured of
project feasibility, construction begins. The Fund
provides interim financing for the

school portion of the project. It obtains
its funds for
this financing by issuing
Bond Anticipation
Notes which are short-term
notes whose
security is the power of the Fund
to sell
bonds at any time. The
interest payments
on such notes are assured by
the city.
Such notes have been
obtained at rates
between 4.25% and 6.9%. At
the close of
construction, the contractor has been
paid
for the school. The Fund
may then elect to
issue long-term bonds to retire
the short-

buildings;
b. Tax equivalent payments from the
airrights lessee, who pays the
Fund an
term note. So far, the short-term
amount equal to the real estate
notes have
taxes
been left in force and the
normally paid to the city.
Fund's bor 'issuing capacity has been unused.
The combined total of this
income to the
5. When the project is completed,
Fund may more than offset
the
the annual debt
lease
on the school facility
service on the school building.
(at
$1.00
per
Between
year) becomes effective.
10% and 30% of income is
from air-rights
The two most often cited
leases; the remainder is from
tax equivathe system are related. First, advantages of
lent payments.
the combined
The Fund operates in the
occupancy increases land use and profollowing manner:
motes desirable planning,
1 The Fund receives title to
e.g schools
land from the
and housing in close
This may be city-owned land
proximity.
The secor land
ond advantage follows from
acquired by normal acquisition
procejoint occupancy provides the first: the
dures. To date, it has usually
income which
been cityoffsets the construction cost
owned land. The city may also
of the school
assume the
building. However, do not
responsibility for relocating tenants
assume that the
on the
system always provides "free
site, and/or clearing the site.
school buildings". The main reason is that the
2. In return, the Fur 1
jointagrees to provide
occupancy building may not always
school facilities built to Board
proof Education
duce enough income for the
specifications.
Fund to cover
its debt service obligations. For
3: The Fund designates
example,
a developer to
several sites include
undertake development of both the
moderate
income
school
housing built under New
and the non-school building.
York's MitchellThis may be
Lama Law and/or FHA
a private developer acting on his
236
interest subsidy programs. Since such
if the non-school portion is to be own; or,
require tax-abatement, projects usually
tion 236 !lousing or other forms FHA Secthe Funcit taxof subsiequivalency payments are
dized housing, the developer
reduced accordmay be workingly. When this happens,
ing with a sponsor group. With
the Fund's
variations
income may not be equal
in procedure depending
to debt-service
upon the type of
obligations, and a deficit project
non-school lessee, the developer
results.
The Fund handles such
plans, estimates, financing, etc., secures
deficits
in two
for the
ways. First, it may use surplus
total project. The Fund
closely supervises
other projects where income funds (from
all this activity. The project
exceeds debtplans are also
service requirements) to
offset the deficit.
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Second, it has arranged options to the City

to make up any such deficit on either an
annual basis or on a lump-sum basis. On
the latter basis, the Fund calculates the
portion of the total debt it can pay off based

on income; the City pays the remainder.
This provides the City with fiscal flexibility,
in that by choosing between the alternatives, it can also choose between using

"expense" or "capital" funds.
In summary, the Fund cc, , provide new

CS/El

schools at no capital outlay except the
cost of s:tes, and without impacting the
city's position vis-a-vis debt limitations, In
every instance, the Fund actually reduces
the cost of the school facility by generating
compensating income. Moreover, the additional opportunities of joint-occupancy
planning are valuable in themselves. Finally, many political advantages accrue,
it can build schools without reducing
available housing in a neighborhood.

Chicago Public Building Commission

The Public Building Commission of Chicago (PBC) is a municipal corporation

the present building fund levy. An addi-

established by the Illinois State Legislature
in 1955. Membership consists of the Mayor,
representatives appointed by the County
Board, the Board of Education, the Chicago
Park District, the Metropolitan Sanitary
District, and six lay citizens. The commission is authoriLed to issue and sell revenue

struction, the PBC adds 2% to the total

bond° for financing construction for any
city agency that needs a building. Then it
develops specifications with the agency
and oversees the design and construction.
School construction was added to the

PBC mandate in 1968. At that time the
Board of Education found it difficult to fulfill the demand for new construction and
maintenance of existing schools. Chicago
had to replace over 100 schools built before 1900 and modernize many others. All
this was estimated to cost more than $1
billion, so because normal financing procedures could not meet such a demand,
20 high-priority schools were put into the
hands of PBC. Educational specifications
were written by the Board and consultants,
and the PBC took care of the financing, design, bidding and construction.
The State Legislature recently raised the

legal interest ceiling on PBC revenue
bonds from 6% to 7%. PBC leases the
school buildings to the Board of Education,

which pays the lease and principal costs
from a property tax levied over and above

tional tax is also levied to cover the cost of
operation and maintenance of these school
buildings during the period of the lease.
For its management -,,rvices during con-

project cost. PBC services are at present
limited to 20 high-priority projects totaling
about $210 million in construction. At the
same time, the Board of Education is continuing its regular building program.
PBC services may have added minor
costs to the 20 projects, First, revenue
bonds may sell at higher interest rates than
general obligation bonds used by the Board
of Education. Second, planning costs may
be higher because of increased needs for
inter-agency coordination.

If costs are greater, the increase can
readily be justified because PBC's services permit the construction of schools
now that would otherwise certainly have
had to wait, Since construction costs are
rising much more rapidly than tax revenues, each year's delay can mean a significant reduction in the buying power of
the School Board,

Following the model of the New York
City Educational Construction Fund, the
Board of Education and the PBC are exploring air-rights possibilities of joint occu-

pancy of schools in residential developments, and the construction of schools
over expressways and railroads.
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Boston Public Facilities Department
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The Boston Public Facilities Department
(BPFD) serves as the city's construction
agency for all public buildings. It was
created in 1966 to build the city's schools,
but it does not maintain or operate them.

limits. The city may also appeal to the

BPFD is a department of city government,
not an independent authority. It can build
schoc' ouses with funds obligated by.the
City Council and approved by the Mayor.
No referendum is required beforehand, but
voters may petition against the obligation
within 20 days of the mayor's approval. If

sions, the city may in the end finance up to
100% of construction costs outside of the
legal debt limitations. E.g,, in cases where
school construction is aimed at resolving a
situation of de facto segregation, state aid
may rise to 65% of construction costs,
The BPFD possesses a number of unusual powers. It may grant itself exceptions
to code and zoning regulations of the city
(although it is governed by state building
regulations). It may also buy and sell certain city property with the approval of the

there is no challenge, the city can issue
General Obligation bonds and increase tax
levies to meet them.
According to state iaw, the limit on obli-

gations is 2,5% of assessed property
valuations, as determined by the state.
However, several special provisions substantially relax this limit. First, the state
Emergency Finance Board has the power
to approve specific loan orders up to 5%

Emergency Finance Board to permit the
remainder of construction costs for stateaided schools to be financed outside the
legal debt limits, Using still other provi-

Mayor and transfer from one agency to
another the responsibility for operating
and maintaining particular buildings. The
department also has the power to lease or
sell air rights. It may also provide for joint

of assessed valuation. Secondly, the state

tenancy between public agencies or be-

has an aid-to-school-construction ect

tween a public agency and a private organ-

which subsidizes the cost of school construction. Boston can usually qualify for
about 40% of the cost of the school (excluding site costs) as a reimbursement.

ization. In one case, it has provided for

The state requires that the city finance such

aid through General Bonds, and the state
generally repays the city at the same rate
at which the city retires the bonds (but not
in less than five years). However, the state
law permits financing of bonds covering
this state aid independent of the legal debt

joint occupancy between a school, a semiprivate institution, and the Tufts-New England Medical Center, (The project involves
joint occupancy of an elementary school,

the Quincy School, community services,
and housing for married medical students.
The specific arrangement involves condominium ownership of the site between the
city and the medical centar,)
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The following description from The Indiana
L;chool Building Corporation, by W. Monfort Barr, is excerpted with permission. Reprints may be obtained from:
Office of Coordinating Secreta y
Indiana University
Box E, Bloomington, Indiana 47401

"A stringent debt limitation of 2% of
n ---,Wel assessed valuation in Indiana makes

,1.00

site,

including access, upon which the

building will be erected. The building corporation hires an architect, gets bids, and
arranges for construction, The building corporation offers a lease to the school corporation, the amount and terms of which
will be fixed in conference with bond counsel. The lease will pay off the obligation,
with interest due, in a pre-determined num-

it necessary for many school officials to
use Indiana's nonprofit school building

ber of years. Statutory requirements govern

corporation act in order to obtain funds for
school construction. The act was passed
by the Indiana General Assembly in 1947,
Chapter 273, and has been amended from
time to time. The constitutionality of the act
was soon challenged and received a favorable opinion by the Indiana Supreme Court.
A local Indiana Scnool Building Corporation erects a school building and leases it
to a school district. The school district pays

proceedings. The school board agrees to
pay a partial amount for the year in which
the building is made available and to pay
the semi-annual lease-rental payment on
June 30 and December 30 each year until
such time as the school board exercises its
option to purchase the building. The option
to purchase should be exercised as soon
as all bonds and stocks can be redeemed
and the building corporation terminated.
"The rate of interest in 1964 ranged from
3.1% to 3.9%. It is necessary to borrow
funds enough to pay interest for the first
year and a half or more because during
construction no lease-rental payments will
be received by the building corporation.
This amount is included when the original
bonds are sold. The bonds are sold, as are
any other municipal bonds, by obtaining a
bond rating, by preparing a prospectus,
and by advertising the sale of the bonds in
the proper newspapers.
In addition to the public corporation, a
similar act was passed in 1957 permitting

a fixed rental and eventually becomes
owner of the building. Most Indiana school
official have heard of the nonprofit school
building corporation; those who have not
had actual experience with it are often at
a loss as to procedural details.
"The first step is the formation of a nonprofit corporation having a Board of Direc:

tors of three or more members. Nondividend bearing stock is issued and sold
to residents of the community. The total
amount might be a3 low as $1,000. This
stock will be redeemed when the building

corporation is dissolved, but no interest
will ever be paid upon it.
"The corporation will need to employ an
attorney who will work with bond counsel

selected by the corporation. The bonds
which are sold will be bonds of the building
corporation and will not be a direct obligation of the school corporation. The bonds
will be secured by a first mortgage on the
school building and site_ A local bank will

usually serve as trustee for handling the
funds of the holding corporation.
"The building corporation purchases
f om the school board thut portion of the

many provisions of the lease and other

private corporations to build and lease
schools to local school districts. These private corporations operate in essentially the
same manner, except that they use private
money instead of revenue bonds to finance
construction. Insurance companies are the
usual source of such funds. Apparently by
special provision, interest income on such
loans is tax-exempt for the mortgagor, thus
permitting lower-than-normal interest rates.

Depending upon the bond market, such
rates may be favorable with respect to
bond market rates.
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The Illinois School Building Commission
builds elementary and secondary schools
and leases them to small school districts
for 6% of the capital cost of the building
and furnishings.
No charges are made for administrative
expensos or interest. Leases are made for
one-year at a time with an option to renew.

If a school district elects not to renew, the
commission may lease the building for any

other type of occupancy. On the other
hand, when a district completes the full
life of a lease, the title is transferred to the
district.
The Illinois State Legislature established

the commission and supports it with an
annual appropriation which currently runs
at $38.5 million. The legislature aimed to
assist two types of neighborhoods: eco-

nomically depressed urban areas and
rapidly growing suburban areas. These two
both lack the high-yield taxable properties,

such as office buildings and industrial

plants that normally contribute heavily to
educational costs. A state law limits muni-

cipal indebtedness to 5% of assessed
valuation.
In order to qualify for the services of the

commission, a local school district must
show that it cannot meet school building
needs within its current bonding capacity.
And, it mu,,A also pass a special tax referendum to pay the lease costs.
Because it builds a large volume each
year, the commission is able to keep construction costs low. It recently completed
a high school with carpeting, airoonditioning, and furniture for $17 per sq ft. In an

effort to maintain economical costs, the
commission is developing a prototype
school building that can be used in many
of the small districts it serves. This prototype is planned to upgrade the quality of
educational facilities in districts that used
not to have the resources to develop their
own educational program

a

i he Uuinc.- Elerneniary School, B sion

Part of an urban renewal block near TuftsNew ,England Medical Center was desig-

nated as the site of the new Quincy Elemcntary School. It was to be built by the
Boston Public Facilities Department using
city money with state aid. The remainder of
the block was planned for married student
housing for Tufts. It was to be financed by
triv,! Massachusetts Health and Educational
Facilities Administration (MHEFA), a statechartered bonding authority.
During early planning, projected school
size increased from 300 to 800 students. If

the desired one-level plan were built, the
school would require the entire city block,
thus eliminating the housing. Planners then

suggested building the housing over the
school. As the idea developed, other community facilities were added, such as day
care cL.nters, teenage centers, and Tuftsaided school health facilities.
While the design concept met with general enthusiasm, it posed several legal

problems. For example, both building
agencies required free title to their properties. Since the housing above the school
would not touch the ground, MHEFA could

not get such a title. On the other hand, it
was not possible for the city to lease school

space from MHEFA or any other agency,
since it would not then qualify for state aid.

As a result, condominium laws did not
clearly permit public agencies to own condominium property. In addition, since condominium owners are liable for proportional
shares of property administration costs, it
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mAs unclear whether the school district
would be illegally obligating itself to future
costs. These and other legal problems are
currently being examined, and legislation
is in process.

Pending resolution of these problems,
the Boston Public Facilities Department will
acquire the site from the Boston Redevelopment Authority and construct the school.

Between $4 million and $5 million will be
provided through city bonds (40%) and
state aid (60%). An additional $4 million to
$5 miTon will be provided through MHEFA
bone_ A small amount of private financing
may be added to build approximately 5,000
sq. ft. of commercial space in the complex.

Each of these parties will acquire condominium ownership of parts of the property.
The Boston Public Facilities Department
will pass ownership of the school portion
to the city school system, as it usually does.

MHEFA will retain its ownership until the
40-year bonds are retired, at which time
ownership will probably pass to Tufts. In
the interim, the condominium corporation
will be administered by a board of directors

consisting of property owners and representatives of the users. The c act mix of
representation and the method of selecting
directors has not yet been determined.

Ironically, the current developments in
design tend toward a two-level school with
a separate tower for housing. Should this
become the final design, the condominium
scheme may not be used.

416411 butte county, cautornia 0.Frovnie
Section 15232 of the California Educational

Code permits California's autonomous
school districts to lease temporary or port-

able space for schools for up to seven
years. This applies to districts where voters

gkm)
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the same time not act as lessoL
avoid
further complications, the private ealzen's
role was well defined as a role of convenience, with no legal rights or obligations. The
same role could have been filled y a non-

may have refused a bond issue for construction but where additional space is
needed. The Butte County Junior College
District had its first bond issue rejected,
and so made this legal power the basis of
leasing all the space and equipment (including athletic equipment and other soft
goods) necessary to support nearly 4,000
students. Thus, this new community college came into operation with a minimum

profit corporation similar to the nonprofit
school building corporations now existing

capital outlay.
The college started on a temporary site
in Durham, California. (It will move to a permanent 260-acre site in 1973.) The temporary site, an abandoned high school con-

against real property.
Second was the willingness of banks to
finance the leases. Again, the 7-year lease
provision helps because it appears to have

demned under provisions of California's
Field Act, was leased from the local school
district. Negotiations began for 26 modular
building units, and eventually, an unusual
leasing arrangement emerged in which the

district handled the equipment purchase

and simultaneously arranged bank financing through regular commercial bank
sources.

The plan called for the bank to pay the
vendor, and in effect become the lessor to
the school district. However, federal bank-

in several states.
Several factors made this approach pos-

sible. First and most obvious is the provision in the educational code which permits
7-year leases. However, the statute applies
only to personal property; hence the limita-

tion to temporary or portable structures,
which may be classified as personal as

more security than year-to-year leases.
This, however, is not true since California
courts have held in other cases that longterm leases are constitutional only so long
as termination of the lease does not create
an immediate present debt. Therefore, the
districts have effectively the same rights of
cancellation as with year-to-year leases.
Premature cancellation or default could,
of course, leave the bank owning school

property. To guard against this contingency, an unusual agreement was written

Therefore, the district arranged for a private

between the bank and the modular unit
manufacturer, in which the manufacturer
agreed to buy back the modules from the
bank in the event of premature lease ter-

citizen to act as the lessor. He simultaneously signed the agreement leasing the
equipment to the school district, and as-

mination. (This in turn is made possible by
a strong resale market for used modules.)
This specific agreement might be the key

ing regulations prohibit a bank from becoming an original lessor in such cases.

signed this lease to the bank. This per-

to the operation of the system in states

mitted the bank to finance the lease, but at

where only one-year leases are possible.

VINO milV

III

Inner Harbor Campus, Baltimore Community Co ege

The proposed Inner Harbor Campus will
be located in a dense commercial district
of a Baltimore redevelopment area. Some
commercial properties will be razed, but
the college will encourage the return of
these services by providing 15,000 sq ft of
commercial space on the ground floor of
the new complex. The college expects to

let a professional Management group
handle the rentals. Tenants will be asked
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to provide work-study opportunities for the
students.

If pending legal rulings are favorable,
public funds ;ised through bond sales will
help finance the commercial space. The
college will hays to resolve whether to
make profits on the rentals and use the
proceeds for other expenses, or whether
to only break even on rentals in the interest
of better community relations.

Bowling Green, Kentucky
Statutory limits on interest rates caused the

Bowling Green Independent School Dis-

trict to adopt an unusual leasing plan.
Although the school district had bonding
authority from a previous election, bond
bids in neighboring school districts indicated that the district could not sell the
bonds within the legal interest ceiling. So,
the school district and the city agreed that
the city would finance the school with revenue bonds and lease it to the school district. A friendly suit was arranged in state
courts to test this use of the city's bonding

authority. The court ruled favorably. The
city then held the required referendum on
the bond issue, which passed, and the
school is now occupied.
An unusual feature of Kentucky law may

have acted in favor of this plan. In Kentucky, the independent school districts nor-

mally issue bonds, but ownership of the
building is assigned to the city served.
Thus it is common to have city-owned
schoois operated by independent school
districts.

I

1647100/ U State of Florida: State-Supported Leasing Programs
Florida state law permits local school districts to enter into lease or lease purchase
agreements with either a state entity known
as the Florida Development Commission
or with private developers. The law covers
the rental of new or existing school facilities. The unusual feature of the act is that
the lease period may extend up to 30 years.

However, the law stipulates that for any
lease in excess of two years, the district
may not use any form of ad valorem taxa-

tion to pay the lease costs. Instead, the
state uses Motor Vehicle Licensing revenues to pay the local districts costs. For
such long-term leases, the local school district is backed by a state-supported pledge
of funds. It is apparently the use of this

Cs/K

source of revenue which permits such
long-term leases to be signed without affecting current indebtedness.

Since the program is only six months
old, no leases have been executed ti71er
this program.

Use of these leases will probably increase the cost of schools because of
higher interest rates associated with the
leases. However, the program is designed
to service communities that must have additional space even though their bonding
..r has been exceeded. State approval
is
ired for communities to use the program, and all facilities leased under it must
meet state requirements.

Pontiac, Michagan: Human Resources Center

The Center opened in late 1971 with a wide
range of community facilities integrated in
the same building complex that houses an

But before the federal grant could be accepted, Michigan law had to be amended
to enable the school district to receive the

elementary school. Community facilities
include health, recreation, cultural, adult

funds.

education, in-service teacher training, and
restau rants.

The city obtained more than $1.6 million
from HUD's Neighborhood Facilities Program to assist with financing the project.
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The grant enabled the school district to
construct the additional facilities which are

leased to other users. As a result, the
school's educational program is broadened and brought closely in line with total
community needs and resources.
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