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McGuire, policy analyst, Biucatiosn Sl oo Jentay e SRR
detail, call 303-R30-2644.

School Facilities apd
Yo Deferred Maintenance

The Issus

Theére is growing evidence that suggests the nation's
education infrastructure 1is in disrepair. Today it is not
uncommon to hear about classroom disruptions due to such
things as poor ventilation or leaking roofs. The problem has
been llnked to three main factors: rapldly 1ncre351ng

operatlng costs, decllnlng fiscal resources and high interest
rates. Together, these factors have forced school systems to
postpone purchases of new eguipment and to defer repair and
renovation projects: The problem of deferred maintenance and
capital renewal affects the dquality of education and thus 1is
an important 1ssue for our nation's eleméentary and Sécondarv

schools.

This issueg*am discusses the magnltude of the deferred
maintenance problem,. describes some of the obstacles to its

resotution and identifies the various state policy options

for addressing the issue.

Magpitude of the Problem

According _ to a recent survey Jcintly conducted @by tne
American Association of School Administrators (AASA), the
National School Boards Association (NSBA) and the Council of
Great City Schools (CGCS) ; school facilities are
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dercerredd s madiatenancs pro: oo is not available. At the
clhementars secondary level, the only attempt at describing
thie problem 15 thé Survey report mentioned above. The

survey, which sampled 100 schzol systems acro$Ss the country,

cound  that deferred maintenance 15 not unigue to particular

e s ol chnol @istricts bur that urban, suburban and rural
'vot districts all have significant oroblems:

The greatest need for repsi

roofing. Over 70% of the dis

reof upgrading and replacement as the highest prio
miintenance expendltures.

ond orepiacement i
1cts surveyved indi
o

Heeating, veéntilation and _ air conditloning repailr and

replacement wérée thé fecond most mentioned problems faced
v oschool districts.

intericr modernization, window replacémant, e@léctrical
systems, boiler repalr and replacement, painting, paving,

handicipped access and asbestos removal were all reportéad
A5 tageo s that have been delaved Zdue to lack of funds.

i 1s difficuit to conclude from a sample of less than
the nation's school systerms, = trend is discernible.

1 illustrates expenditures over the tast 50 vears in
nlant malntenance and capttal renewal.,

Tabl-

-

AS A PERCENT OF TOTAL PUBLIC SCHOOI
EXPENDITURES, 19306-1980

Capit sl Ol “sintenancs
14730 1.0 3.4°
1940 1100 2.l
Ta50 P74 3.7
1960 17.0 2.7
1470 11.5 2:4
1980 6.8 2R
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o A ] , ) a0 plant and. cqgquipment as. oA
prrresn T i ot tot b swpeanditures have decli ed since 1960,
wihatlee thil o b wttributed in pbare to declining enrollments
Pnorecent yesdir s, the fhict rémains that our éeducation
indfrastractuaree is acttinag older. Expenditures for
Nalntenanee have romalned relatively stable over tire,
SLggesting  that although the stock of physical plant and
caulpnient  aos  zged, espenditures for maintenance hive not

InCrease proportionatel sl

cohstacles o Fundina

#onovation and Repair

.

Most often, short- ana long-term borrowing finance district
repair and renovation. For a variety cf reasons, 1t i more
difficult than in times past for school districts to_tap into
the bond market to acquire funds for renovation and repair.

A major reason: voters are reluctant to approve bond
referenda (see Table 25.

Table 2

RESULTS OF PUBLIC SCHOOL
BOND ELECTIONS

(1962-80)
Number of Bund Ele~tions
Total Approved Percent
1961-62 1,432 1,034 72.2
1265-66 1,745 1,265 72.5
1970=71 1,088 567 46.7
1975=76 770 391 50. 3
1981-82% 332 204 38.6

*Daily. Bond .Buyer,; New York:

Source: Digest of Education Statistics, 197¢

The high cost of borrowing 1is another obstacle. It 1
uniikely that the cost of capital will return o the 5% to 7
range enjoyed during the mid-sixties and early seventies; s
selling bonds will cost more in debt service and taxes.

ﬁhother factor 1is increased competitiOnr in the tax—eXempt
bond markét.. Today, tax-exempt municipal bonds are raising
cash for hospitals, industrial renovation, utilities,

9
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vollution control and housing. More and more bond 1$sStés
have been offered by public corporations ({such as housing
authorities or water districts) that are denerally exempt

from traditional municipal borrowing restrictions.  This
increzsed supply of bonds has put upward pressure on interest

rates for tax-exempt securities.

On the demand side, two groups of investors traditionallv in
the bond market -- banks and insurance companies -- have
reduced their consumption of tax-exempt securities. Profit
margins for these 1investors have declined under recent
economlc circumStances, lessening their demand for the tax
shelters providéd by public bonds.

Similarly, the 1281 Economic Recovery Tax Act (ERTA) and the
Tix Eguity and Fisczl Responsibility Act.{(TEFR) of 1982 have
worked to reduce the attractiveness of takx-exempt bonds. The
ERTA lowered the maximum individual income tax bracket from
7C% to 50%, making tax-exempt interest payments less

attractive to . persons in higher income markets. These

investors have been siphoned off by the relatively high yield
and more 1liquid money market funds and cther financial
instruments., The TEFR,; effective July 1; 1983, requires that
all state and local government bonds be issued in registered
form, thus raising theé cost of administration. Moreover, the
act requires a 1%% reduction in. the tax deduction that banks
are currently allowed for the interest they pay on debt to
purchase or carry tax-—exempt bonds. Banks will be allowed to
adeduct 85% as opposed to thée currént 100%.

Can -States Help?

At present; 39 states provide support for tocal school
district capital expennditures through five primary
mechanisms:

ull state assumption {3\
- Gtate/local sharing (8)
z State flat grant (10)

2 Stace egualizinag grant (10

tate loans (%)

o
n

In some states, funds are awvailable only for new
construction, not renovation. Districts with renovation
needs niust pay the fall cost of capital improvement projects:
This makes vrepairs and renovation contingen: upon local



wealth:  Miny states place limits on ths dmount of debt thit
may be incurred by school districts, either ir terms of a tax
rate or a testrlctlon7;@1ﬁigdebygdne§s related to property

wealth: While these restrictions are properly a means of
fiscatl control and accountablllty, they can create a

situation in which poorer school districts cannot raise

enough money for capttai 1mprovement needs: One-quarter of

the states have no mechanism for supportlng either caplta]

improvement . or new capitatl construction prOJects. For
districts in these states, like those where only new
construction 1is aided, the funds for renovation and vepalr
are dependent upon local ability to pay.

State policy makers should considér:

e More flexible regulations and guidelines for the use of
state aid for capital projects

» #id structures for capital outlay that ar~ more sensitive
to district need and ability to pay

Creative Financing?

In response to high and volatiie interest rates,; increased
competition within the municipal bond market and reduced
investor. demand . for tax-exempt securities, state ©policy
makers rmight consider new ways of Structuring tax-exempt bond
i1ssues. Theseé include:

® Zero POUDOnmbOndS. ,éondswthat pay no interest prior to
maturity. Similar to U.S. government Series E savings
bonds; they are sold at a considerable discount ‘rom their

face value.

@ Compound interest bonds. Similar to zero coupon bonds,
they do not pay annual or semiannual interest. The bonds,

however, sell at their face value: The return to the
investor _at maturity 1s the principal plus interest
. compounded at a specified rate. :

o Floating rate bonds. The interest rate on this security
15 pegged to one or more market interest rates such as the
dverage weekly rate of U. 5. Treasurles Thus, the yield
changesrover the 1life of the bond and the cost of

borrowing 1s variable rather than fixed:

© Tender Option ("PUT"y- bonds: A long-term bond that may be

redeemed well in advance of the stated maturlty.r Usually,

tender option bonds are issued with a simultaneous rall

date on which the issuers can catl in the bond and pay it

s}
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ot Trius,; tne 1ssuers and the bond holder e o]
ri7hts to cas™ in when market conditions dictate,

The primary advantages of these new instruments are (1) lowsr
interest costs to 1issuecs and (2) an opportunity to sell
bonds to a broader market. But there are disadvantages as
well. Due to thHe discounting associated with zero coupon
bornds, & much larger issue may be required to generate enough
capital. With both zero ccupon and compound. interest. bonds,

the ballcdon payment at maturity requlreereerefui planning:

Issders of floating rate bonds face eon51§erable uncertainty
in debt service plannlnq. Issuers of tender option

securities mav reguire an expensive line of credit from a

bank as a guarantee agalnst a targe number of 1investors

exercising the tender option. While each type of bond
represents a. new way to provide capital for renovation _(and
new constructton), stace pollcy makers should be aware of _the
pros and cons of varlous creative financing technigues befors
modifying extstlng“leglslarlon to permit their use.

What to Read

e Américan Association of School Administrators, Counc1} of

Great Clty Schools and National School Boards Association.

The,Malntenanee Gap.fgbeieLLaigﬂepaLL,and Renovation in
the Nation's Elementary and Secondary Schootls. Arlingtorn,
Va.: AASA, January 1983.

o Hough, Wesley and John _Peterson, "State Constraints on
LLocal Government Capital Financing," Legislative Finance
Paper #36. Denver, Colo.: National Conféerencé of State
Legislatures, March 1983.

Séimon, Ricﬁé:d G. ,ana ,Stéphen, é. fhomae. "Flnanc1ng

Public School Facilities in the 80's," Journal of
Education Finance., vol. 7, no. T, summer 1981
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