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Lowering Class Size the Right Way: The Clinton Administration Class Size 
Reduc~on Program vs. The California Class Size Reduction Program 

The early implementation of California's class size reduction program has exacerbated the shortage 
of qualified teachers overall, led many experienced teachers to leave jobs in urban school districts for 
more jobs in more attractive· suburban systems, and has led to the widespread use of teachers ·v.-ith 
"emergency" credentials, particularly in high poverty urban and rural school districts. 

These unintended consequences of lowering class size have resulted from the way in which 
California's class size reduction program has been designed. The Clinton Administration learned from 
California's experiences, and designed its program to avoid these negative side-effects. The most 
important design differences include: 

Program Design California Approach Administration 
Feature Approach 
Targeting Funds to Local None: Every school district Highly Targeted to High 
School Districts receives $800 per student for Poverty School Districts. 

every ~lass o~ 20 students or The current law targets funds 
fewer, regardless of poverty to high poverty school 
level of school district. This districts, making it less likely 
approach provides wealthy that wealthier school districts 
suburban districts with the will create a large demand for 
resources to lure experienced additional teachers and draw 
teachers away from high experienced teachers from 
poveny school districts. where they will do the most 

good - in high poverty 
communities. 

Dass Size Reduction Goal Rigid: School districts receive Flexible: The current law sets 
state funds only when their a goal of lowering class size 
class size in the early grades is to 18 in grades l - 3, and 
no more than 20. Districts permits school districts that 

, lose state funds if the class decide for themselves whether 
size is 21, even if a new to set a ceiling of 18 or an 
student is added after the average of 18. 
school year begins. This class 
size ~requires many 
more teachers to be hired than 
if school districts were 
permitted to reduce the 
a~~rag~ class size to 20. 
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Investing in Teacher Quality None.. California's class size Provides Funds to Promote 
reduction program contains Teacher Quality. Current 
no funding to help school law permits school districts to 

-·- districts recruit qualified use funds to recruit qualified 
teachers or provide mentoring teachers, through signing 
or professional development bonuses, mentoring programs, 
to new or experienced scholarships and other means. 
teachers. It also pennits districts to use 

up to 15% of the funds for 
teacher professional 
development. 

Innovative Approaches to Financial Disincentives. Flexibility for Innovation. 
Reducing Class Size California's class size Under current law, school 

reduction program reduces districts receive the same 
funding to school districts that funding regardless of the 
respond to shortages of approach they use to lower 
qualified teachers or class size. The Education 
classroom space through Department recognizes that 
approaches such as team districts need flexibility in 
teaching, or reducing class order to give students the 
size for priority subjects such benefits of small classes under 
as reading. This approach varying circumstances. 
encourages districts to hire 
teachers even when they are 
not certified. 
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~ Joseph Olchefske 
C:_JJ!~.~tc~:.~ <"WPGATE: :VAXES: :JOLCHEFSKE"@is.ssd.k12.wa.us> 

10/04/99 05:03:51 PM 

Record Type: Record 

To: Andy Rotherham/OPD/EOP 

cc: 
Subject: Class size reduction funds, Title VI - Forwarded 

Forwarded mail received from: Brian Benzel 

Files: {ENVELOPE from Brian Benzel} 

From: Brian Benzel (BBENZEL) 
To: jolchefske 
Date: October 1, 1999, (Friday) 4:26pm 
Subject: Class size reduction funds, Title VI 

Joseph, these thoughts are in response to your request for 
information for Andy Rotherham: 

1. Seattle received about $1.55 million in this grant, but we 
didn't get rules and regulations from the feds until too late to 
work with our systems for distribution in the normal planning 
cycle. We met with principals in August and decided to deploy 
the money to schools with the lowest reading scores. 
Twenty-seven schools will get 1 FTE reading focused teacher and 
13 schools will get a .5 FTE. In addition, we've determined 
that $1 OOK will go to recruitment and about $215K to 
professional development. 

2. Issues: 

a. The program mandates are inconsistent with our weighted 
student formula funding model for schools. We had to return to 
a staffing model which confuses principals and conflicts with 
our effort to focus on stuent needs, not adult needs. 

b. The program requires we hire certificated staff and 
limits them to grades 1, 2, and 3. We already have state money 
going into smaller class sizes at those grade levels. 
Principals report they have greater needs being unmet in other 
grade levels---the limits are hard to explain when they don't 
make sense at the school level. 

c. Some schools would rather hire tutors or instructional 
support aides than certificated staff. 
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.•· 

d. The federal decision calendar is inconsistent with the 
work plan of the district. This reality makes integrating the 
federal decisions into our work more difficult and time 
consuming. When we are tyring to have principals focus on 
academic achievement, the support needs to be more user-friendly 
so they don't waste precious time on the bureaucratic side of 
getting resources. 

e. Finally, the funds are not dependable. We have a 
continuing contract (tenure) law that makes hiring a permanent 
deal. If the funds go away, the programs will disappear. 
Fortunately, the number of people is relatively small so we can 
absorb them via attrition (resignations and retirements) rather 
than through lay-offs if the funds aren't continued. 

I know we agree the extra dollars are valued and appreciated. 
Principals would rather have the support than none at all, but 
I've spent many hours explaining the limits and that time is not 
adding value to our mission. 

Hope this helps. 

Brian L. Benzel, Ph.D. 
Chief Operating Officer 

CC: glim 



George Miller 

Not Just More Teachers-Better Ones, Too 
President Clinton recently threat­

ened to veto a House-passed educa­
tion bill on teacher quality. He should 
reconsider his threat While the bill 
dearly nee«h significant improve­
ments. it represents a timeJy end to 
more than 30 years·of federal milure 
to demand that every child, rich or 
poor, ha"Ye a fully qualified teacher. 

V-utually every member of the 
House ol RepreSentatives voted July 
20 to require that all states, as a 
c:ooditioo of receiving billions in fed. 
eral education funding, set a goal of 
having a fully qualified teaching force 
by 200( and be held accountahle for 
closing achievement gaps between 
rich and poor students. 

The need to addre!m the issue is 
more urgent than ever. Record stu­
dent emolhneots, teacher retire­
ments and pressures to reduce de 
size are creating an unprecedented 
demand for qualified teachers. In fact, 
the Department of Education esti­
mates that schools will need to hire 
more than 2 million new teachers 
over the next decade. 

1 
This new legislation would locus 

OD helping schools with the ~ 
ingly diffirult !Mk of recruiting. train­
ing and~ qualified~ in 

our nation's schools so that all stu­
dents have the opportunity to meet 
high academic standards. 

Since 1965 the federal government 
has spent more than $120 billion OD 

the TitJe I program, the lion's share of 
the federal investment in elementary 
and secondary education. In that 
time, our nation's leaders have 
pledged to give American students a 
woridda&<i education. But DO presi­
dent or C.ongress has ever taken 
certain steps necessary to achieve 
that goal 

In the past, we saidteachers should 
be qualified, but we never demanded 
it, and we ~ defined il Now, for 
the first time, we would say that 
simply having a degree from a school 
of education or being state or 1ocaDy 
•certified" is not sufficient Teachers 
nut prove that they know the subject 
they are tmching, either by pas.gng a 
rompeteocy test or by holding a col­
lege degree in that subject. 

In the past, we also said we wanted 
to close the achievement g-.ip between 
rich and poor, and between minority 
and non-minority students-Title rs 
primary goal. But all we did was 
measure the failure to do so. Now, for 
the first time, we would say that 

·--- , 

states will hold schools accountable 
for closing the g-.ip between those 
students. 
~you might expect, however, a 

political fight tbreatem this oomen­
sus. Last year, the president success­
fully demanded that Congress ap­
prove $1.2 billion as a down payment 
on his goal of adding 100,cro new 
teachers in an effort to reduce class 
si7.es. The president has urged that 
these 100,cro teachers be weJl.quali­
fied. But his program is being imple­
mented without any real standards 
for teacher quality. Individuals with 
no training and no knowledge of the 
subjects they teach are eligible to 
beoome new teachers. 

Thus, his program is left open to 
the valid criticism that reducing class 
sire alone is tmlikely to boost achieve­
ment, espedaily if it means pairing an 
even greater nwnber of poor and 
minority children with underqualified 
teachers, as it has in my home state of 
c.alifomia 

Teacher quality is one of the great­
est concerns of American parents. And 
the evidence supports them Teacher 
quality is the most important in-6chool 
factor affecting student achievement 
And the poorest ~ have an 

especiaily hard time attracting and 
retaining qualified teachers. 

ht response to this conrem, House 
Democrats introduced legislation 
that oontinued the president's class 
sire program but also set clearer 
guidelines for teacher quality and 
held states accountable for closing 
student achievement gaps. It nearly 
passed. The Republicans passed an 
alternative bill, the Teacher Training 
Empowennent Act, which 23 Demo­
cratic oolleagues and I supported. 
The Republicans adopted the ac­
countability and quality standards of 
the Democratic proposal, but they 
took the added step of merging Pres}. 
dent OintGr.'s class size reduction 
initiative with other teacher- training 
and school reform activities. 

The president and congressional 
Democrats want to fulfill their pledge 
of hiring 100,CXX} new teachers. The 
Republicans, still smarting from Clin­
ton's 11th-hour hour victory last fall, 
want to continue the program but 
steal the president's thunder by re­
packaging it as a Republican initiative 
that puts equal emphasis on class size 
and teacher quality. 

U we could put politics aside, we 
cou1d take the extraordjnary and 

- . . . 
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unprecedented step of having smallitr ·.· 
~ with fully qualified teachers: 
Here's how: · ·- · 

The Republicans should listen 't'O 
the president and others who ~ -
sought changes in their bill to mafu: · 
tain a separate class size reductioit­
program and better target the fund- • 
ing fonnula to poor districts. And the· 
administration should accept Un. 
provements made by both parties ~: 
the House that would set clearer · 
guidelines for teacher quality and 
provide for more accountability tied · 
to student learning. 

For 30 years the federal goverh-, 
ment has been the enabler of unquaff. 
fied teachers and unaccoun~ 1 

school systam, especially with re: I 

gard to our most at-risk students. Ou{ 
children will not be first in math, 
science or any other subject if we 4o '. 
not guarantee them fully qualified , 
teachers and hold schools ac.count'­
able for providing them with a firs(~ 
class education. •· · 

The writer is a Democratic ·. · _ 
representative from California ., . 
and a member of the House 
Education and the Workforce 
C<m,~mittee. ,; 
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.illlpaign finance reform, a 
cause as durable as its 
unyielding foes, is coming 

..,,/up again this fall, with 
ocates still trying to find a path 

Unabated campaign finance warfa ·e 
..st the perennial Senate Republi- It has become an annual exer-
an filibuster. cise to the same stalemate, leaving 

paign finance law alone. It limits 
contributions to candidates, but 
the Supreme Court ruled that their 

spending can't be limited because 
that would infringe on freedom of 
speech. The contribution limits are ~epubli~an leaders agreed to the 'loopholed, 25-year-old cam­

;non on bills they oppose, after the ' 
Jonsors threatened to force the 
sue, clogging other busine~s on 
1e crowded agenda just before 
ongress quit for summer vaca-
m. 
So the House will consider an 

.sortment of four campaign bills 
:xt month, among them one that 
1uld deal with the chief target of 
formers by banning the unlirnit-
1 contributions that now can flow 
to political parties - unrestrict­
political money that has become 

·oute around the limits that cover 
nations to candidates. 
That's the bill that House 
ssed 252 to 179 in 1998, over­
Jing the opposition of GOP lead­
s, to send it to its regular fili­
ster fate in the Senate. It never 
:ne to a direct vote there, but a 
tjority did side with the reform­
; on a preliminary step. Their 
Jblem, now as then, is that a 
tjority won't do. 
fhey need 60 votes - or three­
hs of the Senate - to stop the talk 
j force action. Opponents, led by 
1. Mitch McConnell, Kentucky 
publican, say they've got the 
es to block the bill again this 
1r. 

$1,000 for individuals, $5,000 for 
political action committees and 
$25,000 to a national political 
party. 

"But i:hose limits are easily evad­
ed by the unlimited contributions of 
soft money,'' said Sen. Carl Levin, 
Michigan Democrat. "We have, in 
effect, no limits today." 

Sen. John McCain of Arizona, 
chief Republican sponsor of the 
bill that would ban those unre­
stricted donations, agreed to the 
deal that promises the measure 
will come up by Oct. 12 for at least 
three days of debate. Mr. McCain, 
a GOP presidential candidate, had 
threatened to snarl Senate action 
this month to get something done 
on the bill. 

Th avoid that, Sen. Trent Lott, the 
majority leader, offered the agree­
ment for action in the fall, but with 
a price on it. The sponsors get one 
chance to push the bill past the fil. 
ibuster to a vote. Mr. Lott, Missis­
sippi Republican, promised them 
ample time for debate and action on 
amendments, after which the Sen­
ate is to vote on ending the fili­
buster. Their part of the deal is that 
unless they win the 60 votes to do it, · 
they won't try to raise the issue 
again this year. 

Sen. Russell Feingold, Wisconsin 
Democrat, Mr. McCain's cospon­
sor, said that with "real amend­
ments, real debate and a real dis­
cussion,'' he thinks the reformers 
can round up 60 votes, maybe 70. 

They've never come close to 

those numbers, not even when the 
campaign reform issue was dra­
matized and driven by Democratic 
fund-raising abuses and Republi­
can investigations of illicit foreign 
donations in 1996. 

Since then, the reformers have 
narrowed their aims, to the soft 
money ban, stronger disclosure 
requirements, and regulation of 
what are called issue ads. Those are 
campaign commercials paid for by 
interest groups that avoid the con­
tribution limits because they do not 
directly advocate the election or 
defeat of a candidate. They do so 
without saying so. 

Earlier campaign bills sought to 
curb political action committees, 
and to have the government provide 
incentives to candidates who would 
agree to limit their campaign 
spending. 

That hasn't placated opponents. 
"The American people do not need 
government speech police dictating 
what, where, when and how they 
can speak about issues," said Rep. 
Tum DeLay, the GOP whip. 

House Speaker Dennis Hastert 
said campaign legislation will be 
considered the week of Sept. 13; 
his timetable held after a petition 
drive by the reformers stalled 
short of the majority it would have 
taken to force earlier action. 

Walter R. Mears is vice president 
and columnist for the Associated 
Press. 



STATEMENT BY ACTING DEPUTY EDUCATl...ofthe California Class Size Study http://www.ed.gov/PressReleases/06-1999/caclass.html 

I of I 

FOR RELEASE 
June 23, 1999 

Contact: 
Julie Green 
(202) 401-3026 

STATEMENT BY ACTING DEPUTY EDUCATION SECRET ARY MARSHALL SMITH 
On the Findings of the California Class Size Study 

Reducing class size with well-trained teachers can and must be a national priority. Given the scale, speed 
and complexity of California's reforms, the small but significant achievement gains seen in small classes 
for all students is encouraging. 

While the results of this initial study of California's efforts demonstrate that reducing class size is hard 
work and must be well thought out, it also shows that students are benefiting from these first steps. 
Parents of students in smaller classes have more contact with teachers, and teachers with small classes 
spend less time on discipline issues and more time working one-on-one with problem readers. Given the 
state's commitment to this program and its new emphasis on providing resources for teacher recruitment 
and training and school facilities, I am hopeful that future years will show more progress in California as 
we have already seen in other states. 

Research is clear that smaller classes with well-trained teachers, particularly in early grades, make a real 
difference in raising student achievement, reducing discipline problems, identifying children with 
learning problems early, allowing teachers to more effectively cover course material, and improving 
parent-teacher connections. That's why President Clinton's plan to reduce class size nationwide by hiring 
I 00,000 teachers in grades 1-3 gives local schools time to plan for their future needs, provides resources 
to ensure that teachers are well-trained, and targets funds to the neediest communities where it is often 
most difficult to attract and retain good teachers. 

It is imperative that we provide our children with smaller classes, well-trained teachers, and safe and 
modem schools to give them the best possible learning environment for the 21st century. Our nation's 
parents, teachers and students deserve nothing less. 

### 
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Today's debate: Education reform 

Luring good teachers to poor 
schools takes money, creativity 

OUR<_VIEW Raises, smaller 
classes among 

the incentives being developed. 

Years of research into education reforms 
have led to this conclusion: Teacher quality has 
the biggest impact on how a child fares in 
school. 

Yet years of teacher hiring-and-transfer pol­
icies have led to this result: The best teachers 
end up staffing the best schools. 

That means teachers in low-performing 
schools are most likely to be inexperienced, 
uncertified or teaching Wlfamiliar subjects. 
With many students now facing high-stakes 
tests that can cost them promotions, the status 
quo cheats children who need help the most. 

It took years to get stuck in this convoluted 
dilemma; it will take years to escape. But the 
solution doesn't lie in blaming teachers. 

Beginning teachers earn about $26,000 a 
year; beginning computer programmers about 
$41,000. So when teachers have the chance to 
transfer based on seniority, who can blame 
them for seeking better conditions? 

Yet there are weys to make hard-to-staff 
schools more· enticing. Georgia, Massachu­
setts and New York are trying signing bonuses, 
pay increases or loan forgiveness as rewards. 
Rep. George Miller, D-Calif., has another 
good idea: Offer teachers willing to take as­
signments in struggling schools tax breaks 
amounting to $5,000 a year. 

Of course, money isn't everything. Last 
JWle, New York City Schools Chancellor Ru­
dy Crew offered a 1 5% pay raise to teachers 
willing to move to one of the city's 40 worst­
performing .schools. Unfortunately, not 
enough teachers thought the offer - which in­
cluded more teaching hours - was worth it. 
And with school starting Sept. 9, the city's 
worst schools still have 400 teacher vacancies. 

Forcing successful teachers to take these as­
signments won't work. Students are plenty 
sharp about picking up vibes from a teacher 
who doesn't want to be there. 

So the challenge is to change the education 
culture that treats everv school in 2 ~ ; ' ~!1 dis­
trict the same when it comes to funJ:.:16 With­
out those constraints, more money can be fo-

Rich rewards? 
The average teacher salary was $39,347 
during the 1997-98 school year. But 
teacher pay varied widely by state. Here's 
a look at where teachers earned the 
most and the least: 
Highest salaries: 
Connecticut 

New Jersey 

New York 

Michigan 

Alaska 

Lowest salaries: 
New Mexico 

Louisiana 

Mississippi 

North Dakota 

South Dakota 

By Gary V&1gai11s. USA TODAY 

cused on the neediest schools. 
That money can buy a package of entice­

ments for teachers eager for a challenge: 
Corne to our inner-city school, and you'll get a 
pay raise, the prestige of taking on a tough as­
signment and a class size that maxes out at 1 5 
rather than 29. 

What would help lure crackerjack teachers 
from neighborhoods such as the east side to 
the south Bronx? 

Here's a short list of strategies: 
(Ill>- Create prestigious "lead teacher" posi­

tions, as Cincinnati has, and give those teach­
ers more pay for taking a tough assignment. 

(Ill>- Lift the threat of tennination if those 
teachers don't immediately succeed in raising 
test scores in their new schools. lbat threat 
scares awey a lot of talented teachers, said 
Randi Weingarten, president of New York 
City's teachers union. 

(Ill>- Reduce the teaching load for those teach­
ers, either with smaller classes or fewer class­
es, allowing them time to mentor less­
experienced teachers. There are signs that 
strategy may prove effective in Seattle. 

Years of pouring money into failing schools 
have taught reformers a simple lesson: Money 
matters, but only if it lures better teachers. 

USA TODAY· TUESDAY. AUGUST 24 1999 
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Accountability is key to reform 
OPPOSING VIEW More re­

sources 
won't rescue flawed system. 

By Jeanne Allen 

Students across the nation are going back to 
school. And the same public schools are open­
ing regardless of whether they successfully edu­
cated all of their students last year. The missing 
factor in this equation is accountability. Even 
the best-intentioned teachm, administrators 
and students in most places are not required to 
meet predetermined goals. 

In American schooling, one thing has been 
proved: More is not necessarily better. More 
pay without a guarantee of perfonnance isn't 
better. Fewer children in a classroom without a 
solid, proven program and skilled teacher isn't 
better. And incentives for teachers to teach poor 
children are nothing without a guarantee that 
those teachers be accountable for results. 

Many school officials say they could do bet­
ter with more resources. But that says the way 
public schools currently operate is sufficient. It 
is not. The public school system - a necessary 
and cherished part of our nation's fabric -
does not reward excellence. · 

\Vhat is the fix for struggling schools? 
Ill- High standards are essential. But while 

more than 40 states claim to have standards, 
only a handful actually require schools and stu­
dents to meet them. 

Ill- Consequences are critical motivators. Stu­
dents say they're not challenged. Teachers con­
cede the system doesn't reward excellence. 
Standards matter only when they count. 

Ill- A variety of learning opponunities for 
children are needed. Schools must be free to se­
lect programs, approaches and personnel. Par­
ents must have choices so they can find the best 
environment to challenge their unique child. 
Variety is important for teachm. too. They 
want choices, which is why they're flocking to 
charter schools. Proposals such as raising teach­
er-certification requirenwnts or reducing class 
size w0n't result in excellence. We must enact 
structwal. changes that give each school the 
flexibility and authority to raise the bar for all 
participants, and require schools to then dem­
onstrate success in exchange for being open. 

The methods schools employ to reach aca­
demic success - be they altering class size, 
curriculum or other programs - shouldn't be 
the concern of politicians or unions. Their focus 
should be on making laws that invite ingenuity 
and breed successful schools. 

Jeanne Allen is president of the Center for 
Education Reform. 

Opening the Gates 
Bill and Melinda Gates are trying hard to 

validate the 17th-century English philosopher 
Francis Bacon, and more power to them. Ba­
con said, "In charity there is no excess." In a 
handsome attempt to test that axiom, the Ga­
teses have given another $6 billion to their Se­
attle-based foundation. That raised their total 
donations since January to $16 billion. 

Sixteen billion is a lot of money, even for the 
Gates household and especially for charity. A 
few others have given more as a percentage of 
their total wealth, but by giving an estimated 
16% of their wealth, the Gateses have reached 
a rare level of charity. Their gifts this year alone 
exceed the total given to all foundations in 
1997 - by $1.5 billion. 

For all of that, the Gateses aren't really 
breaking new ground. Others have given more 
as a percentage of their wealth. And the digital 
industry has spawned thousands of new mil­
lionaires, who in turn have produced, say phi­
lanthropy researchers, a wave of large dona­
tions by younger donors. Meanwhile, baby 
boomers are beginning to inherit $10 trillion in 
wealth accumulated by their parents. 

As these new pools of disposable wealth 
-have been taking shape, political theory has 
been shifting away from the notion that social 
. ills should be confronted by larger, public­
sector programs. Today, presidential candi­
dates talk easily about the need to harness pri­
vate organizations - charities - to help con­
front violence, poverty, drug use and so forth. 

All of which ought to create a golden age for 
giving. Yet the nation's charitable mood is un­
certain. In Congress, lawmakers want to use 
the tax code to foster giving. But they also want 
to lower the inheritance tax. This could deter 
giving by reducing the desire to shelter estates 
from high death taxes. Meanwhile, charities 
are struggling to win public trust. which rarely 
rises above 50%, due !a;·gely to a few llc)!Jhle 
scandals and the inability of donors to wimt!ss 
directly the impact of their gifts. 

Against all that, the Gates donations could 
be a useful inspiration, if not a realistic ex­
ample. Their foundation will soon be the larg-. 
est in the world. But if a billionaire can part 
with a few billions, surely the rest of us can 
spare a few dimes. 

.,.UESDAY AUGUST 24 i999 
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De.fining an appropriate federal role ill charter facilities financing 

FEDERAL 
POLICY 

UPDATE 

March 28, 2000 

facilities firiancing for public schools is gaining increasing attention among federal policy makers. 
And, \vhile facilities financing will continue to be primarily a state and local responsibility, charter 
school leaders and supporters can't ignore the growing federal interest. 

In response to earlier proposals by the Clinton Administration, House leaders on this issue an­
nounced a bi-partisan compromise on a school construction bill on March 21. Representatives 
Nancy L. Johnson (R-CN) and Charles B. Rangel (0-NY) joined forces to propose legislation that 
would provide federal tax credits to pay the interest cost on 524.8 billion in school modernization 
bonds. 52.4 billion would go to expansion of an existing program that provides school moderniza­
tion bonds to schools located in targeted areas with a high percentage of low income students. And 
$400 million would be reser\ed for Bureau of Indian Affairs schools. Of the remaining 522.0 mil­
lion, sixty percent would be allocated to states based on their school-age populations. And, forty 
percent would go to 125 school districts with the nation's largest number of low-income children. 

A few days earlier, Representative Heather Wilson (R-NM) introduced legislation that would create 
a new $600 million federal loan guaranteed program for charter schools. The program would be 
administered by the Small Business Administration (SBA). 

While j(1cilitiesjinancing 11 ill continue to be prinwri~r a state and local responsibility, charter lead­
ers (/Ile/ supporters can't ignore the growingfederal interest. This edition ofCFNN's "Federal 
Policy Update" is intended to provide both background 011 the issue and some ideas 011 how an 
effective federal role in clwrrerj(1cilitiesji11u11ci11g 111ight hegin to be structured 

High prioritv needs anti important lessons for po/iq;makers and educators 
Facilities financing remains one of the greatest challenges facing charter schools nationally. With­
out a tax base, bonding authority or explicit state or local facilities funding stream, a large majority 
of charters are forced to shift scarce resources from the classroom to pav their landlords or bankers. 

Many charters are forgoing teaching positions, computers, textbooks and other essentials to meet 
monthly rent or mortgage payments. These realities are especially troubling for charters serving 
lower income students in big cities -- places \vhere facilities costs are hi~hest and educational needs 
most severe. 

At the same time, charter schools have demonstrated enormous creativity in meeting their facilities 
needs -- otten in ways that, by necessity, have significantly reduced costs and helped create new 
opportunities for both teaching and learning. There are manv lessons for both educators and policy 
makers in this experience ... 

17 45 University Avenue. Swte 110. St Paul. MN 55104 -- 651-649-5479 -- 651-649-5472 (fax) -- info@charterfriends org 
1155 15" Street. NW. Suite 300. Washington. D. C 20005 -- 202-785-4311 -- 202-785-4312 (fax) -- finmaggie@earthlink.net 
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* Lessons about the cost savings and private financial and other support that can be generated 
through co-locations with businesses, non-profits and other schools; 

* Lessons about the cost savings that can be generated through partnerships with public libraries, 
YM and YWCAs, park and recreation programs and others that can reduce the need for space and 
facilities traditionally associated \vith district public schools; and 

* Lessons about the new sources of n~venue for public school facilities -- and ne\v teaching and 
learning opportunities -- that can be generated throu\!h a varietv of partnerships with community 
development agencies, private-sector employers, museums. colleges and universities. general local 
governments :md others. 

Five wavs charters should be part of the larger policy discussion 
As the Administration and Congress work together to craft an appropriate federal role in meeting 
the facilities needs of all public schools, charter schools must be part of the discussion. Here are 
five ways: 

First, as public schools -- and in many states as independent Local Education Agencies (LEAs) -­
charter schools should explicitlv be included in anv interest subsidv or other federal initiative to 
help finance public school facilities. 

Second. charter schools that are their own LEAs should be guaranteed fair and equal access to any 
facilities financing assistance channeled through states. 

Third, chaner schools that are instrumentalities of districts should be guaranteed fair and equal ac­
cess to anv facilities financing assistance channeled through their districts. In cases where 
instrumentality charter schools are not treated equitably and fairly by their districts, they should be 
able to applv directly to their state education agencv for assistance. 

Fourth, charter schools that sen·e predominantlv li.w•er income students should receive prior1t\ 
treatment -- even if they are located in districts that have an overall lower percentage ot' lower 
income students. 

And, finally, charter schools should be recognized for the contributions they are and can be making 
to reducing the overall cost of public school facilities. One way to do that would be to give prioritv 
in distributing federal facilities assistance to anv public school that demonstrates overall cost sav­
ings on facilities through co-locations, creative partnerships and other means. 

Charter schools. in other words, are not just asking to be treated with equity and fairness in any fed­
eral facilities financing initiative. Charter schools can and should be thought of as part of the solu­
tion -- including the role they can play in helping to meet the serious financing needs of many urban 
school districts. 

Meeting the goal of creating 3,000 charter schools early in this new century will in large part de-



-3-

pend on initiati\es to identify and finance facilities. But.just as charters can help promote change 
and academic improvement for all students. their creativity and frugality can be a valuable model 
for meeting the broader facilities needs of district public schools, as well. 

The Twin Clw/le11ees of Charter School Facilities Fi11a11ci11g 
For the last three years, the Charter Friends National Network's Facilities Financing Initiative has 
conducted research and produced reports to help state policymakers and charter school operators 
;iddress the factl1ties ch;illenge. Based on that school- and state-level work, this Friends Net\\ Ork 
policy brief outlines some considerations th;it can infom1 discussions of an appropriate federal role 
in this critical policy arena. 

Two challenges underlie the problems most charter schools face in financing their facilities: 
ajfordabilit_v and access. 

Affordabilitv: Charter schools must be able to afford to make their loan or lease payments. This 
challenge in turn has t\VO parts: 

• Revenue: Ch;irter schools need adequate revenue to cover their facilities costs. But most states 
provide no revenue to charter schools for capital expenses. 

• Cost: Charter schools need economical ways to obtain facilities financing. But for many 
schools, the primary instrument of low-cost financing for schools - tax-exempt bonds - are 
not available or feasible for charter schools. 

Access: Charter schools must be able to convince lenders and landlords to provide long-term 
linancing or kases. even though the ruwre of individual charter schools is uncertain. Even if they 
have adequate re\·enue, charter schools may have difficulty obtaining long-tem1 financing -
especially charter schools that are small, inexperienced, or lack \Vealthy backers. 

Policv Solutions: 1\!lostlv at the State Level 
Policymakers can help address these challenges in many ways, as the Friends Network's Paying/or 
the Charter Schoolhouse explores. Some of the possible strategies include: 

Per-pupil facilities revenue: Providing annual per-pupil revenue for charter schools to pay for 
facilities. 

Lowerine the costs of financine: Authorizing charter schools or other entities to issue tax-exempt 
bonds for charter school facilities, or subsidize interest rates paid by charter schools. 

Charter school finance pools: Creating specialized loan pools that make financing available to 
charter schools or by guaranteeing debt provided privately. 

Incentives to provide facilities: Creating inducements for school districts, employers, and others to 
provide facilities for charter schools. 
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For the most part, these solutions are best pursued at the state level. Since state school finance 
policies anJ charter school laws differ greatly, the best approaches are likely to be those tailored to 
state settings. However, federal policymakers can play some important roles in moving these ideas 
forward. 

Crafting till Appropriate Federal Role i11 Clzarter Sc/zoo/ Facilities Finance 
Here are se\ ..:n possible roles for the federal government in assisting charter schools with their 
facilities challenges: 

Include charters in anv broader school construction finance initiative. As noted above, the 
President and Congress may be converging on a bi-partisan national effort to help public schools 
broadly fin:mce their facilities, through such means as federal interest rate subsidies. Any such 
legislation should make it possible for charter schools to enjoy the same benefits as regular public 
schools. To include charters fully, legislation should ensure: 

• Tech11ical eligihilitv. The legislation should state explicitly that public charter schools are 
eligible to receive the benefits available under the policy. 

• Practical eligihilitv. The legislation should ensure that in addition to technical eligibility, it is 
practically feasible for charter schools to receive the benefits. Toward that end, charter schools 
that are independent of school districts should be able to apply for support directly, without 
obtaining the approval of a school district. Application procedures should be streamlined 
enough to be manageable for individual schools. 

• Support (or 11011-traditio11a/ approaches to facilities. The legislation should be crafted so that 
support is available for schools (both charter and non-charter) that are in non-tr:iditional 
settings. such as schools-\vithin-schools, schools co-located with other community agencies, or 
schools housed in office or retail space. If policymakers want to encourage these kinds of 
creati\·e arrangements, the legislation could even include inducements for them, such as 
additional funding for break-the-mold approaches by charter and district schools alike. 

Make the District of Columbia a model for the nation. As the "state legislature" for the District 
of Columbia. Congress is in a unique position to craft a charter school facilities policy for DC that 
can serve as a model for the rest of the nation. Congress has already taken steps in this direction by 
providing annual per-pupil facilities funding for charter schools, eamrnrking Housing and Urban 
Development funding for the development of a pilot credit enhancement program in DC, and 
attempting.\\ ith mixed results, to create incentives for the DC Public Schools to provide charter 
schools \Vith facilities. Federal policymakers could expand on these early steps by appropriating 
funds for the establishment of charter school finance pools for the District, creating inducements for 
employers and developers to make facilities available to charter schools, and strengthening the 
incentives for the school system to provide charter facilities. 

Support state experimentation. Though a few states have begun to pilot mechanisms for helping 
charter schools gain access to capital, federal funding could induce more states to develop programs 
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that could become national models. By appropriating a pool of funds made available competitively 
to states and/or nonprofit assistance providers. the federal government could elicit the best ideas 
from the field for such mechanisms as loan guarantee programs, efforts to pool charter schools 
together for common bond issues. direct loan pools for charter schools unable to obtain 
convemional financing, and other creative approaches. 

Continue stren~thening charter school access to existing funding streams. Since ability-to-pay 
is at the heart of the facilities financing challenge. anything the federal government c2.n do to ensure 
that charter schools have equitable access to existing federal funding streams will help charter 
schools pay for their facilities. Though not granted for facilities, any additional federal dollars a 
ch;.irter school can obtain through Title I and other programs frees up other resources for facilities 
without cutting into the school's instructional program. In addition, though federal charter school 
start-up grants are generally not large enough to cover charter schools' facilities needs, they 
represent a vital slice of many charter schools' start-up resources. Accordingly, federal 
policymakers should continue to provide and expand this grant program. 

Clarifv regulaton· issues. Whether charter schools have access to tax-exempt financing is largely 
a matter of state policy, since state legislatures typically control what types of entities can tap tax­
exempt bond funding. But because exemption from federal taxation is the primary financial benefit 
of tax-exempt finance, the Internal Revenue Service's treatment of interest earned on charter school 
bonds is critical. Currently, many bond attorneys are unwilling to write opinions stating that charter 
schools are public entities vvhose interest payments are exempt from federal taxation because of 
uncertainty about how the IRS \viii treat such interest payments. Clarity on this issue from the IRS 
would make it easier for states to craft policies that open up opportunities for tax-exempt financing 
for charter schools. 

Explore a limited direct federal role. Though support of state-level experimentation is pahaps 
the most promising route for federal policymakers to pursue, a limited amount of direct federal 
involvement could help spur thinking about these issues on a national basis. For example, a limited 
federal loan guarantee program could demonstrate the value of such initiatives to state-level actors. 

Use the bullv pulpit to encourage states to act. Federal policymakers should not underestimate 
their ability to help state policymakers understand the importance of these issues and to recognize 
some of the mechanisms they can use to address them. By talking with state officials, the media, 
businesses, funders. and the public, national leaders can move fon.vard policy changes and private 
action \Vithin their home states. 

* * * * * 

Overall, addressing the facilities financing challenge will help charter schools fulfil their potential 
as innovative schools of choice within American public education. To the extent that charter 
schools can obtain facilities more economically and easily, they can devote more financial resources 
and leadership attention to what matters most: providing high-quality instruction for students. 
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Federal policymakers have an important role to play in tackling these issues. By proceeding with 
care and focusing energy on supporting state-level efforts to improve facilities financing for charter 
schools, the nation's leaders can make an important difference for charter schools and their 
students. 

* * * * * 

For further information 011 CFNN's Facilities Financing Initiative ... 
C.harter Friends National Network has produced two previous reports on facilities financing that are 
available in print versions and on CFNN's \Veb site: 

* "Paying for the Charter School House" ... a policy report on major state and private sector 
facilities financing initiatives around the country 

* "Out of the Box" ... a resource guide for charter school developers and operators that includes 
about 20 case studies documenting how individual charters have addressed their facilities and 
facilities financing needs. 

To receive a copy of either report, contact CFNN by e-mail at info@charterfriends.org Electronic 
versions of both documents are also available along with other information about CFNN's Facilities 
Financing Initiative on CFNN's Web site at: http://www.charterfriends.org/cfi-financing.html 
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COVEBDELL K-12 IRA'S.YS. SCHOOL CONSIRIICTION 

1. LET'S ADDRESS THE REAL EDUCATIONAL NEEDS IN AMERICA 

HIGH PRIORITY: Leaky roofs and overcrowded classrooms are real problems that need 
to be addressed. The Administration's proposal targets Federal resources to finance the 
construction and modernization of up to 6,000 stronger schools so that children across 
America will be able to learn in safe, modern, well-equipped schools. 

LOW PRIORITY: Coverdell gives a tax: break that would be worth on average only $15, 
and at most $96 for families earning up to $150,000, for virtually any expenditure that 
might be related to education - home computers, recreational expenses, purchasing cars to 
get to school, etc. 1 This tax break does nothing to improve the basics of American 
education. 

2. LET'S WORK TO STRENGBTHEN PUBLIC SCHOOLS WHERE 90% OF 
AMERICAN MIDDLE-INCOME AND WORKING FAMILIES SEND THEIR 
CIDLDREN 

STRENGTHEN SCHOOLS: School modernization and construction will help schools 
reduce class size and provide a safer, more disciplined environment. 

WEAKEN SCUQOI,S: Coverdell disproportionately rewards wealthier families who would 
send their children to private school with or without this subsidy. In fact, the average per 
return tax benefit in tax year 2002 would be only $7 for taxpayers with children in public 
schools and only $37 for taxpayers with children in private schools.2 The Coverdell bill will 
do nothing to fix school buildings and build new ones at a time when public schools face 
increased enrollment for years to come. 

3. LET'S HELP COMMUNITIES PROVIDE MODERN, WELL-EQUIPPED 
SCHOOLS FOR THESE CHANGING TIMES AND THE TECHNOLOGICAL 
AGE 

PREPARE OUR CHILDREN FOR CUANGING TIMES: School modernization and 
construction will help many communities provide modern, well-equipped schools that can 
be wired for computers and technology so that our children receive the education they need 
to succeed in the 2111 century. 

WIDEN THE GAP: The Coverdell bill would provide high-income families with a subsidy 
to buy home computers, while ignoring the needs of the vast majority of children who rely 
on getting computers in their schools to have access to technology. 

1 These estimates are based on a. similar proposal introduced by Senator Coverdell 
on July 31, 1997 and passed by the House of Representatives (H.R.2426) which would allow 
$2,500 annual contributions to an Education IRA. The current proposal under 
consideration would allow $2,000 annual contributions and would probably provide even 
smaller tax breaks. 

2 Source: Joint Committee on Taxation, U.S. Congress, 105111 Congress. 
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''A+ Accounts'' 
Fail the Average American Family 

Eligible Average Benefit 
Tax Returns Per Tax Return• 

Have Children in Public School 35.4 million $7 

Have Children in Private School 2.9 million $37 

• Tax Year 2002 

U_S. Department of EducaUon 

SOURCE OF DATA: Jornt Committee on Taxation, U.S. Congress 
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Honorable William V. Roth, Jr. 
Chairman, Conunittee on Finance 
United States Senate 
Washington, D.C. 20510 

Dear Mr. Chairman: 

May 18, 1999 

NO. 7553 P. 5 

We write to express our strong opposition to proposals for education tax incentives (Joint 
Committee on Taxation, "Description of Chairman's Mark of Proposals Relating to Education 
Incentives" (JCX-020-99), May 17, 1999), which we understand your committee will consider 
this week. In the summer of 1997, as Congress was in the final stages of consideration of the 
Taxpayer Relief Act of 1997, the President stated that he would veto the legislation if it 
contained a proposal relating to Education Savings Accounts that is similar to the education 
savings account proposal contained in the Chairman's mark. In 1998, we wrote to infonn you 
that we would recommend to the President that he veto similar legislation, which, after 
consideration and approval by Congress, he did. If this proposal were to pass the Congress this 
year, we again would reconunend to the President that he veto the bill. 

Every American child deserves a high-quality elementary and secondary education. We believe 
that targeting our limited Federal resources to build stronger public schools will help ensure that 
all our children receive the education they need to be productive citizens. Public schools serve 
approximately 90 percent of students in grades K-12 and currently face record-breaking 
enrollments. By focusing resources on public schools, we can leverage community investment 
to help parents, teachers, and administrators meet the impoita.nt educational challenges they face 
in serving the vast majority of our children: meeting high standards for learning and discipline; 
fixing school buildings; and providing a safe, drug-free environment for children. For th.is 
reason, the President's FY 2000 budget proposals include a school modernization bond initiative 
that would leverage $25 billiQn to renovate and build up to 6,000 public schools. In contrast, the 
Chairman's mark faJls far short of adequately addressing the overwhelming problems that States 
and local communities face in building and modernizing their schools. 

The current bill disproportionately benefits the most affluent families and provides little benefit 
to lower- and middle-income families. Additionally, given the expansion of tax-preferred 
savings vehicles in the Taxpayer Relief Act of 1997, which the Administration supported, we do 
not believe that further increasing the contribution limits for Education IRAs will generate much 
additional savings. Instead, the Chairman's mark would reward families, particularly those with 
significant means, for what they may do in any case. 

We ru-e also concerned that the bill would create significant compliance problems. The 
legislation allows ta.x.-free withdrawals from Education IRAs for, among other things, tuition, 
fees, academic tutoring, special needs services, books, supplies and equipment expenses incurred 
in connection with the child's enrollment or attendance at a public or private elementary or 
secondary school. Wjthdrawals would also be tax-free if used for room and board, uniforms, 
transportation or supplementary items or services required or provided by the school. 
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Page 2 -Honorable William V_ Roth, Jr. 

Distinguishing between an appropriately tax-free withdrawal and one that should be subject to 
tax would lead to significant additional record-keeping burdens for families and schools, as well 
as disputes when discretionary purchases are made. 

In addition to the points outlined above, we have other concerns with proposals in the bill that 
are not described in this letter. 

We Widerstand that Senators Robb and Conrad intend to offer a substitute that would replace the 
education IRA proposals in this bill with school modernization/construction bond proposals 
similar to those in the President's budget for fiscal year 2000. We strongly prefer that proposal 
and other alternatives that devote Federal revenue to improving the public schools so that a high­
quality education is available to every American child regardless of his or her family income. 
Therefore, we strongly support the Robb-Conrad substitute. 

Thank you for letting us bring our concems to your attention, and we look forward to working 
with you on these important budget and tax issues in the days ahead. 

Sincerely, 

~ ~ \ 

,~o£!ubm ~w~ 
Secretary of the Treasury Secretary of Education 
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SCHOOL MODERNIZATION BONDS WOULD PROVIDE SIGNIFICANT 
SUPPORT FOR STATE AND LOCAL SCHOOL MODERNIZATION PROJECTS 

l\'HAI ARE SCHOOL MODEBNIZATION BQNDS? 

• This new type of bond - a tax-credit bond - would provide interest-free financing to help state and 
local governments pay for school construction and renovation. Instead of paying the interest and the 
principal on school construction bonds, the issuer would only be responsible for repaying the principal. 
The federal government would provide tax credits to the bond holders in lieu of interest payments. 

TOP RE&SONS WHY SCHOOL MoDEBNTZAIION BONDS WILL BE AIIBACTJYE IO INyESIORS ANP 

USE[UL TO ISSUERS 

• Tax credit bonds deliver a more substantial benefit to the issuer than tax-exempt bonds provide. 
While tax-exempt bonds usually have lower interest rates than taxable bonds, tax credit bonds would 
have typically no interest costs for the issuer. 

• Tax credits could be used by states and districts that do not issue bonds for school construction and 
instead use other forms of debt financing. Tax credits could be used to pay interest on all forms of 
debt instruments for school construction, such as tax anticipation notes, certificates of participation, 
revenue anticipation notes, bank loans, etc. • 

• Tax credits allow states to determine who can use the school modernization bonds in their states. 
Once the bond allocations are made aniong the states, the state has the discretion to determine how they 
will be used within the state. 

• Tax credits would be ~aluable to all investors regardless of their tax liability. The proposal includes 
two options that make that tax credits valuable to organizations that do not have tax liability, such as non~ 
profits and pension funds. Stripability allows tax credit payments to be stripped from bonds just as 
interest payments can be stripped from other financial instruments. Repurchase agreements enable 
organizations with no tax liability to receive the cash value of the tax by temporarily selling the bond to 
another organization that can take advantage of the tax credits. 

• The interest rate would be a daily rate based on the corporate bond yield. This interest rate structure 
will make school modernization bonds attractive to investors because it is closely aligned with 
fluctuations in the corporate debt market. 

• Bond buyers could recogniu tbe tu: credits on a quarterly basis. This allows bond holders to adjust 
quarterly estimated tax payments, rather than waiting until the end of the year to cash in the tax credits. 

• Tax credits could be carried.over to future taxable years. 
• School Modernization Bonm can be used to purchase land. 

INYESTOBS AGREE TUAI SCHOOL MODEBNIZAIJON BONDS Wn.L BE MARJ(ETABLE 

In a 1ecent Bond Buyer article (4/30/99)1 members of the financial industry complimented the new Rangel 
bill (which is based on the Administration's new School Modernization proposal) as follows: 
• Robert E. Foran, a senior managing director and co-head of the public finance department at Bear, 

Steams & Co., said "they are trying to be resporasive to what the financial community says [could be/ 
an efficient borrowing" mechanism. Foran believes that allowing tax. c1edits to be stripped from the 
bonds will result in "something very marketable, ·· and said, "I know we could sell the credits for 
what is esutrtially a zero-coupon taxable munl I know there is a demand for those. " 

• David Walton, a panner with Jones Hall in San Francisco, said the proposal-especially credit 
stripping-was "very interesting" because it could create demand for the tax-credit bonds. 

U.S. Department of Education, 7/1/99 
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The Administration's 
School Construction 

Proposal 
U.S. Department of Education_. 

July 1, 1999 

"Wit/1 a record number o/scliool buildings in disrepair, especially ln our 
larger cities, and sc/1001 enrollments all over America at record highs and ;_. 
rising b)' the millions, tlle need to renew our nation's public schools has 
never 'been more pr~slng. I've :raid many times tl1at in tliis increasingly 
global world where what you earn depends on what you learn, Improving 
education must be our nation's top priority for all our children. ,. 

President Clinton, October 31, 1998 

I. The Urgent National Need For School Construction and 
Modernization fact sheet · 

II. Helping State and Local Dollars Go Further To Address School 
Construction Needs 

m. Distribution of $24.8 Billion in Tax Credit Bonds Initial Estimates 
Based on the Rangel Bill, H.R. 1660 

IV. School Consttuction Q&As 
V. Statement by U.S. Secretacy of Education Richard W. Riley on School 

Construction . 
Press Conference with House Freshinan Democrats-· June 9, 1999 

VI. USA Today article: "Separate and Uncqual"-June 2, 1999 
Vll. Letter to Senate Finance Committee Chairman William V. Roth from 

Secretary of the Treasmy Robert E. Rubin and Secretary of Education 
Richard W. Riley expressing opposition to proposals for education tax 
incentive~May 18, 1999· 

- - . --------~--' 



• .... 

• 

• •• 

JUL. 9. 1999 7:1lPM DEPT ED/OFC OF SEC. NO. 7553 P. 9 

THE URGENT NATIONAL NEED 
FOR SCHOOL CONSTRUCTION AND MODERNIZATION 

Communities across the countey are struggllng to address crltlcal needs to build new ~chools and 
renovate existing ones. School construction and modernization are necessary to address urgent 
safety and facility needs, to accommodate rising student enrollments, to help reduce class sizes, and 
to mak~ sure schools are accessible to all students and well-equipped for the 2111 century. 

AMERICA'S SCHOOLS ARE WEARING OUT 

In January of 1999, the National Center for Education Siatistics (NCES) released an issue brief entitled 
How 01<! Are America ·s Scbools? NCES reported that: 

• The average public school In America 11 42 yean old, and school bulldines begin rapid 
deterioradon after 40 ye.an. 

, • The oldest schools are also laggln& behind other schools In the push to connect to the Internet 
While almost 60 percent of schools bui1t since 1985 were cormected to the Internet by 1995, only 42 
percent of schools in the oldest condition were connected to the Internet by the same year. ., 

Jn 1995.and 1996, the General Accounting Office (GAO) released a series of reports on the conditi~ of 
American schools. [GAO Report Number HEHS.95~ 1 School FacWtles · Zlze Condition afAmcrjeya ',r Schoqls] 

The GAO repons revealed: 

• Accordln1 to GAO esdmates, It would cost Sttl bllllon to bring the nadon's schools Into good 
overall condition. 

• One-third or all public schools - about lS,000 scbools - need extensive repair or replacement. 
In addition. about 60 percent of all schools (including some schools in generally adequate 
condition) report needing at least one major building feature to be replaced or extensively repaired. 
Over 28.000 schools have Jess-than·adequate heating, ventilation. and air.conditioning systems; 
over 23,000 schools have lcss·than-adquatc plumbing; and over 21,000 schools have less-than­
adcquate roofs. 

ENROLLMENTS ARE RISING 

In 1998, the Department of Education released a report on the WSaby Boom Echo," entitled Americe..:J 
Schools Are Overcrowded end Wearing Out. The report, which was based on NCES data. found that: 

• A record 52.7 mlllion chlldren are enrolled In elementary and secondary schools today, and 
this number will climb to 54.3 million by 2008. 

• Unlike the end of tbe "baby boom" or the 1950s and 1960s. we wUI have no respite from the 
current enrollment boom, as births wlU begtu edging up from 4.1 million In 2008 to 4.5 million 
In 2018. The Jong·tcnn implications of this immense wave of young people going to school require : 
educators and community leaders to reeognize that short·tcnn so~utions-5ymbolized by the ever­
present portable classroo~ in countless school yards-will not be sufficient for the task at hafld. 

• At least 2,400 ~public schools will be needed by 2003 to accommodate rising enrollments and 
to relieve overcrowding, and thousands more will be needed in fotlowing years. [NCES. 1999] 

-·------------·· ·- ... --·· 



• 

•· 

JUL. 9. l 9 9 9 7 : l l PM DEPT ED/OFC OF SEC. NO. 7553 P. I 0 

SCHOOL CONDITIONS HAVE AN IMPACT ON STUDENT ACHIEVEMENT 

A growing body of research has linked student achievement and behavior to the phy~ic~l building 
conditions and overcrowding. Umpocr oflnqtfeawte Schoa/Eqc;t;tia on SrudcnJ.l&amjnrJ For cx~ple: 

• A study 9f overcrowded schools In New York Clti found that students In such schools scored 
'significantly lower on both mathematics and readlna e:1am1 than did similar students in 
underutilized schools. In addition. students and tcachen in overcrowded schools agreed. when 
asked, that overcrowding negatively effects both classroom activities and instructional techniques. 
[R.ivera·Batiz and Mani, 1995) 

• A study In the District of Columbia found that students In school buildings that were in poor 
condition had achievement 1l percent below students In schools in e1cellent condition and six 
percent below students in schools that were in fair condition. [Edwards. 1991) 

• Another study of high schools in rural Virginia examined the relationship between building 
condition and student achievement The study found that student scores on achievement tests 
were up to 5 percentile points lower In bulldlngs with lower quality ratings, after adjusting for 
1ocioeconomlc status. Lower achievement was associated with specific building condition facton 
such as substandard science facilities, air conditioning, classroom furniture, more graffitit and noisy 
external environments. (Caah, 1993) 

V.S. Dtpartrnent ofEduca_tlon. 6110199. 
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HELPING STATE AND LOCAL DOLLARS GO FURTHER 
TO ADDRESS SCHOOL CONSTRUCTION.NEEDS 

Many communities have urgent school modernization needs 

Urban, rural, and high-growth subwban communities arc all facing different and difficult school 
modernization needs - renovating aging schools. building new schools to accommodate rising student 
enrollments, providing new classroom space f'or class size reduction., and ensuring that schools are 
accessible to all students and well·equippe.d for the 21 •century. 

• The averaa=e public school In America Is 42 yean old, and school buildings be-=ln rapld 
deterioration after 40 yean. [Nidional Center f'or &ha~on SWistics, 1999] 

• Sl 12 billion Is needed Just to repair existing schools across the nation that are In poor condition. 
One-third of all school buildings -1bout 25.00Q scbools - need extensive repair or replacement, 
according to the GAO. [GenmJ Acco11nlin1 Office, 1995) 

• 2,400 ~public schools will be needed by 2003 to accommodate rising enrollments and to 
relieve overcrowding. (National Center for Ed\l~tion Statistics, 1998] The average elementary school costs 
$8 million to build, and the average high school costs S 16 million. [Council for Ed~I Faciliry Pllnncn 
lncematianal, l997) 

"'Depiorable conditio11.r al.rt in hu"'1reds oithe natio11's 80,000 public .rchool.r -in nJl'a/ rownr, suburbs 
and inner ~ia ... 

A chimr.ey dropped il'llo o 1chool library in Ssulrh Dakota last year while students were uwoy o" o long 
Pre.rident'i Day weekend. 

Dry rot, weak foundations and insulation problems forced officials to condemn an Oregon middle school. 
Students now auend c/oss in traller.r set 11p 011 the.front ltJWJL 

. . 

Computer wire is 1imply mapld alo,,g ceilings al a11 agbtg 1chool in l.f!!!!Jl. a.s studenls wait for a new 
school 10 be built. " 

-11ie Star-Ledger, Newark NJ. 8130198 

"'Mukilteo School District {i11-Washlnnon1. which has .reen ill enrollment double in the last ten years to 
14,456 In 1998, currently uses 92 modular classrooms, de.spite having built .six new schools and mOde 
additions to five othtn . .. 

-Baby Boom Echo Report, De ahment of Education, 1998 

The Administration's proposal would sunport nearJx S2S billion in bonds over the 
next two years to help states and districts build and modernize up to 6,000 public schools. 

• S 11 bitJion in bonds would be available to states, and the states could alJocate these bonds to districts 
according to their own assessment of priority needs and ability to pay. 

• S 11 billion in bonds would be available to the I 00-J 2S school districts serving the highest numbers of 
Jow·income children. 

• $400 million in bonds would be available to schools funded by the Bureau oflndian Affairs. 

• $2.4 billion in bonds would be availab)e to states for school construction, renovation and oth~ 
expenses related to business.school partnerships in low-income communities. 

--- ----· ------ ..... ···-····---· .. _. ·-- -·--- · .. -·· :.::-_· --~---·····-·-····- ...... . .. ,, . --------- ····----- ····---·-
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Interest on School Construction Bonds Is a Big Expense 

Issuing tax-exempt bonds is one· of the most popular ways for states and school districtS to raise money 
for school construction. The bond proceeds must be paid .back with interest over time. The interest on a 
IS-year tax-exempt bond totals about 45 percent of the amount borrowed, and the interest on _commonly­
used 30-year tax-exempt bonds almost. equals the amount. borrowed. These interest payments can be a 
significant expense for state and locaJ taxpayers. For example: · · 

• The average school district that Issues $10 mllllon In 15-year ta:r-enmpt bonds for school 
construction will pay about $4.S million In Interest. The average school district that issues $10 
million iD 30.ycar tax-exempt bonds for school construction wilJ pay almost SIO millioh in interest. 

The Administratfon's_proposal would save millions for states and districts 
by payin_g the interest on School Modernization Bonds 

llic Administration •s proposal would provide federal tax credits to pay the interest on S2S billion in 
School Modernization Bonds (l S-year bonds) - savins tens of mi1lions in interest payments (or states and 
school districts. These savings will help communities stretch their limited resources to pay for additi.onal 
school construction. For example: · "' 

• The avera1e school district that Issues 510 million In School Modernization Bonds would p•y · · 
;ero lnterest. This would provide savings of about 54.S million in comparison to regular 15-year Wt· 
exempt bonds. · 

Fai1fax County Sch()()/ District in nmmo ~ o fast·growing suburban distriet thal usu trailer classrooms for 
about U,000 students, Almost half oftht district's schools are over capacity, and 2,250 n~ students are expected 
to enroll in the upcoming school year alone. The Superintendent recently proposed a $296 million tboruJ 
referendum for school construction lo relieve owr-t:rowding, If the count)' issues $296 million In the 
Administration '1 proposed School Moderniution Bonds, II could s11J1e about 1132 million in Interest 
payments, in comparison to regular 1 S-year tax-exempt bonds.. · 

Millard Independent School District in Southwest Omaha, N~lmuka. passed an S89 million bond is.rue In 1997 10 

pay /01· school.s modernizatio11. If the district issues $69 ml/lion in the Administration's proposed School 
Modernization Bonds, II could· Salle almost $40 milHon in interest payments in compari.son to regular 
15-~ear tu-.uempt bonds. · 

Designin.a Schools as Centers or Community 

Th! Presidenf s FY2000 biJdget also includes a new S 10 million proposal to provide competitive grants to 
school-conununity partnerships to support broader citizen engagement in the design of individual school 
facilities or school system master plans. Community involvement in the planning and design of new 
schools can spark innovation and produce savings through cost-sharing and energy-efficiency, and it can 
help maximize the use of school faciUties as centers of community. 

For More Information: 
The Depanment of Education's School Modem.i7.ation Website - http:lfed.gov/initsfconstruction/ 
The National Clearinghouse for Educational Facilities Website - http://www.edracllities.orat 

tl.S. Pcpattment oFEducarlon. 5120/99 
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The Administration's $25 Billion School Modernization Proposal· 
QUESTIONS & ANSWERS 

Question: Row Is the AdmJnlstration's new school mbdetnlzation proposal different from the 
proposal the Administration offered last year? · 

Answer; The Administration•s new school modernization proposal is very similar in structw"e to 
last year's proposal. The two sipificant changes in the proposal are the following: 

Larger-This year. the Administnltion is proposing S24.8 biJlion in School Modemiz.ation Bonds to 
help build and modernize up to 6,000 public schools. wt year the Administration's propos9.I 
would have provided $21.8 billion in bonds. 

New Native American component - This year, the proposal includes a component to help 
modernize Native American schools. A total of $400 million in bonds ($200 million in 2000 and in 
2001) would be available to schools funded by the Bureau of Indian Affairs (BIA). Authority to· 
issue these bonds would be allocated to tribal governments by the Secretary of the Interior. (Note~ 
In addition, the President's FY2000 budget proposes an additional $30 million in funding for BIA 
schools on the discretionaJ)' side of the budget to help tribes pay ~e principal on School 
Modernization Bonds. The tax credits on School Modernization Bonds would leverage this 
discretionary fimding). 

Question: Bow much would the Administration's propo1al cost? 

Answer: According to the Administration·s estimates, the proposal would cost the U.S. Treasury 
S3. 7 billion over five years. According to estimates fi'om the Joint Committee on Tax'l.tion. the 

. Administration's proposal would cost $3.1 billion over five years. 

Question: Why Is Fedenl ~elp needed on school construction? 

Answer: School construction is primarily a state and local responsibility, and it will remain so. The 
vast majority of school facility needs will be met with non-Federal resources. However, states and 
school districts are facing urgent school f'acility needs, and some state and local governments have 
been unable to meet their needs on their own. The Administration's proposal would support school 
construction and modemiZation in a manner that helps states and communities incrcas~ their efforts 
in providing adequate school facUities for all children. 

Renovation-In 1995, the General Accounting Office (GAO) reported that one-third of America's 
schools need extensive repair or renovation of one or more buildings. About 60 percent of schools 
have at )cast one major building feature in need of repair. More than half have at least one 
unsatisfactory enviromnentaJ condition, such as poor ventilation, heating, or lighting. The GAO 
estimates it would cost SJ 12 billion to bring existing schools into good condition . 

. __ .. __ . -·- .... -.-- ... ---·--·-·-· .. 
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New Construction - CWTently, many schools are overcrowded. and the National Center for 
Education Statistics estimates that elementary and secondmy enrollment will swell from S2. 7 
million in 1998 to S4.3 million by 2008. School districts 'will need to build 2,400 new public 
schools by the year 2003 and thou.sends more.in later years to accommodate growing enrollments. 

Question: Bow wlll this proposal help rural and hlgh·1:rowtb suburban districts? 

Answer. The Administration's schooJ modernization proposal provides a great deal of flexibility to 
states in the use of the S 11 billion in School Modernization Bonds reserved for them. States may 
issue the bonds or suballocate them to localities according to each state's own assessment of needs. 
Thus states will be able to provide rural and suburban districts with the funding they need to address 
their urgent school facility problems. 

In determining how they will allocate School Modernization bonds, states must simply target the 
bonds to localities with a combination of inadequate school facilities and inadequate resources to 
address their school facility needs. These criteria could provide special consideration to rural areas 
- which often face urgent needs for school modernization and repair but lack a strong taX base to 
meet these needs - and to growing suburbs that lack the resources to build enough schools to meet 
their rising enrollments. 

Question: Why does the proposal reserve half the ~oney ror 100 urban districts? 

Answer: Urban, rural, and high·growth suburban areas all face different and difficult school 
modernization needs; however, many school facility problems are concentrated in urban districts, 
and these districts often have limited financial resources to meet their needs. In 1996, the GAO 
reported that 38 percent of central city schools have at least one inadequate building, as compared to 
29 percent of schools in suburbs and large towns and 30 percent of small tov.n and rural schools. In 
addition, 67 percent of central city schools (compared to 57 percent of suburban/large town schools 
and S2 percent of small town/rural s~hools) had at least one building feature, such as a roo( 
pJumbing. or heating and air ~onditioning, needing repair or replacement 

The 1996 GAO report also points out that urban districts spend disproportionate sums to meet the 
special instructional needs of poor and inunigrant students, and thus often forgo construction 
spending. The limited construction funds available in urban districts are often spent on emergency 
repairs. Jeaving little funding for new school construction or the modernization needed to bring 
existing schools into good condition. 

2 
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Question: Will School Modernization Bonds help states and communities that have already 
passed school construction bond referenda? 

Answer: Yes. states and communities that have recently passed school construction bond referenda 
could take advantage of the new School Modernization Bonds as Jong as they have not yet issued 
their school construction bonds. 

Question: What would be the Impact or utendlng the arbitrage dme period on tax-exempt 
bonds for school construction from two to four yean? How does this compare to the Impact 
of the Admlnlstration'51chool construction proposal? 

Answer: This change in the arbitrage rules docs not fully address the nation9
5 needs for school 

··construction and repair. According to Senate Finance Committee testimony from the Congressional 
Research Service, this change in the arbitrage rules might provide $14 additional dollars to districts 
for every Sl,000 ofbonds they issue. In compariso11t the Administration's proposal would pay alh>f 
the interest on School Modemiz.ation bonds - providing a subsidy to states end school districts of 
about $500 for every $1.000 of School Modernization Bonds they issue, according to Treasury 
estimates. 

tl.S. Department of Education, 6/10199 
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UNITED STATES. • NEWS 
. DEPARTMENT OF EDUCATION · · . . · 

For Release: June'· 19.9.9 Cootact: Julie Green (lOZ) 401·3026 

STATEMENT BY U.S. SECRETARY OF EDUCATION RICHARD W. RILEY 
on Scbool Construction 

Press Conference with Bouse Freshman Democrats 

J applaud the Freshman Democrats in the House of Representatives for urging 1he House 
leadership to move quickly to bring school construction legislation to the floor. 

It is clear that tbe&e Members of Congress arc in close touch "With their communities and 
listening to the concerns of their constituents. They bring a very clear message from 
towns across America that need help meeting their school constrUction costs. I urge the 
Majority to listen to the American people as wclJ and address this national concern. 

For three years now, the Clinton Administration bas asked Congress to act on thi1 
important issue. It is past time for us to do this and give our students the best possible 
learning environments for the 21" centmy. ~ 

A 1995 GAO study found that more than S 112 billion was needed at that time just to 
bring existing saaools into good condition -with 60 percent of all schools needing at 
least one major building repair. A rapidly grow.ng student population and overc:-owded 
schools only makes the situation more severe. Last year, the American Society Jf Civil 
Engineers graded schools an Ton their report card of national infrastructure needs . 

. 
rve traveled across the country and 5een firsthand the needs or schools in all kinds of 
communities. Our plan to help finance almost $25 billion in bonds for school 
construction would go a long way toward helping cities, subwbs and rural communities 
get the resources they need to build and renovate their local schoo1S: If the federal 
government can help to help build prisons, there ia no excuse for refusing to provide 
critical assistance to build and modcmi1.c up to 6,000 5chools. To do any less as some 
have proposed is simply not responsive to the serious need that exist5 nationwide. 

And om FY 2000 budget calls for a SI 0 mi1lion grant pm gram to help local school 
districts plan and dcs\gn school buildings that can enhance teaching and lea.min& as well 
as serve the cceds of the community. Schools can be wonderful centers of community 
and pJaces to gather after hours, on weekends and during the summer for all ~sidcnts to 
.take pride in. · 

- . --- --·-----·-------- ------ ... 
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I also want to take this opportunity to express my serious concern about the proposed 
appropriation for Labor-HHS uad Education. The House Majority action even with the 
proposed changes yesterday would mean devastating cuts in critical rcso\U'ccs !or after­
scboo1 programs, smaller closes, sare schools and extra ·help for disadvantaged children. 
It is still unacceptable. We must work together to address the needs of the American 
people who tell us time and time again that education is their top priority. 

I look forward to working with Congress this year to make needed investments in 
education and to finally pass school construction Jegislation that will support stat" and 
local efforts to help assure that every child can have schools in which they can truly learn 
to high standards. Our children deserve no less. and our response must be equal to the 
Wk. 

~- - ·:---·-··.··_·....-·------- .------·-- -~· 
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USA Today 
June 2, 1999 Catcsory: National 

Separate a1id unequal 
Rural schools left want1n1 

Anthony DeBmos; Tamara Henry 
SPARTANBURG, S.C. - In the patchwork quilt of 
America's public schools, Anderson Mill Elemcntazy is a 
symbol o!811 that is well. From the five PCs in each 
classroom to the Bach playing in the hallways. the$ 10.6 
million school is as detailed and plush as the Z3 roadsters 
coming off the line at the nearby BMW plant. "Parents come 
to me and say. 1 want m_y child to go here,' " Principal 
Debbie Philbeck says. "They say, 'What neighborhoods do I 
have to move into?' " 

But Just 30 miles away. where the bustling lnteBtate 85 
comdor and new townhouses give way to cow pastures and 
trailer parks, the schools change too. 

Here, in two largely ruraJ counties outside the Greenville.. 
Spartanburg metropolitan area, crowded classrooms and 
rottin' timber stana just as clearly as symbols of the new 
inequities plaguing the nation's public schools. lbe 
disparities are rooted not in the old divisions.of race, gender 
or religion but merely on where a student lives. 

A quarter of the nation's public school students who live in 
rural areas and small towns, more than 12 million children, 
increasingly are denied the technological. educatioral and 
soci1l advantages of attending school in a modem t uilding. 

Jn fact, a computer-assisted analysis by USA TODAY finds 
that at a time when school construction is a booming $ 1 S 
billion-a-year business. rural districts have been half as likely 
to build new schools u their city and suburban counterparts. 

Although decaying urban schools have grabbed the most 
attention - and government studies show that they :re in the 
worst shape - the data suggests that those districts have an 
easier time raising the tax money needed to build new 
schoo)s or to substantially renovate old ones. Meanwhile, ,· 
naa1 distric1B with lower property values are becoming 
separate-" and unequal outposts of peeling paint and neglect. 
Building programs in Las Vegas and Miami. for example, 
have created more than l so schools in the past decade, 
chipping away at overcrowding and inadequate facHities. But 
for children growing up in such remote locations as Union. 
S.C.1 or lled Oak, Iowa. such progress seems elusive. 

-.... _ 

http:/ /webO l /den/denarc.nsfi7 ab3c96 l •• Jl 1Sc9tJ309bbef848525678400S84752?0penDo~umen 6130199 
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"The facilities in rural parts of the country are getting older 
and more outdated, and unfortunately there's a trend in those 
districts to &pend less, A says architect Gary Keep, senior vice 
president of the school design finn SHW Group in Dallas. 
"Their taX rates arc lower, their expectations are lower &id 
they don1t feet a need' to provide at the level suburban -
districts do." Helping kids leam · 

This inequity couldn't come at a wo~e time. With buildings 
aging, enrollments rising and technology pushing its way 
into classrooms, never before has the abibty to build schools 
been so crucial. Not only are today's new schools built to 
accommodate Internet, video and PC hookups, they also . 
include updated basics that simply make it easier for students 
to learn: lights that shine without glare, air that circulates at · 
the right temperature and. at a minimum, adequate elbow 
room. 

"If they don't have air conditioning, if they don't have decent 
lighting, as pretty as the building may be the students still 
areni learning as they could," says Glen EaJthman, a 
professor at Virginia Polytechnic Institute who ·has studied 
the efl'ecll ofbuildings on student achievement. "A new 
building has all these things, so the research docs say that a 
new building is better than an old building." 

Federal officials insist that bridging the building inequity is a 
state and local struggle. Still, President Clinton has identified 
school construction as a national priority. .11r 

"Just about all of our programs have the impact of forming 
some part of equalization for needy poor chiJdren and 
familie&," Education Secretary Richard Riley says. "The -
v~ logical thing for us to do is to come in and help. But the · 
states have to come iD and put their money in. They do the 
bricks and mortar." 

However, Riley warns, if "there's very little bond money 
going into rural areas in relation to urban and suburban 
America." then the dan~er of a widenins gap between city 
and country is "a sensitivity people ought to have." 

Bottom-line problem 

From January 1994to1une 1998, about 21% of districts in 
the nation's mettopolitan areas built at least one school, USA 
TODAY found in its analysis of data from F.W. Dodge, a · 
division of McGraw-Hill that provides national construction · 
information to industry and the govenunent. That compares 
with 9% of districts outside metro areas that built a school 
during that time. 

The findings hold true even when examining only the fastest­
growing metropolitan and non-metropolitan districts. 

http:f/web01fdcn!dcnarc.nsf77ab3c961 •. Jl 1Sc9f3309bbefB48S25678400584752?0penDocwncn 6130/99 
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At the root of the disparity: construction funding, which is 
traditionally a district responsibility. . · 

Although some state programs do channel Jonery dollars or 
sales taxe~ to school building, most districts have to raise 
money b~ issuing·bonds, a process voters must approve 
because It raises tixcs. · 

Metropolitan districts, where businesses can help shoulder 
the burden, often find it easier to get voters to buy in to the 
cost of a school, which is about S 8.8 milJion. Rural districts, 
which have e smalle~ tax base, find the going tougher. Each 
homeowner bears more of the cost. 

"Your ability to undertake capital projects (in rural districts) 
is practically nonexisten~" says John Kent, director of South 
Carolina's Office of District Facilities Management. "There's 
literally no industry, no commerce, other than a convenience 
store out on the highway." 

Rural voters say no 

Laurens County School District SS is, in many ways, a 
prod~t of the way most school buildings are financed.. 

Just an hour from Anderson Mill Elementmy in the 
northwest comer of South Carolina, Laurens might as well 
be another p!anet. Crowding has pushed about 30% of the 
district's S,SC;O students jnto portable trailers. Jts newest 
building, a high school, was constructed in 1972. Its oldest, 
an elemrnr01ry school, is a two-story, wood-fi-ame structure 
built in 19~ 4 that lacks fire escapes and sprinklers. One 
elementary p:-incipal, raced with a stained ceiling fi'om a 
leaking roof ;:,r~d no money to replace the tiles, had the 
children paint brightly colored murals over the telltale brown 
watermarks. 11It's not a ve-.-y friendly atmosphere," says 
Superintendent Edgar Taylor, &urveying a roni11g causeway 
at one of'the schools. "We've done everything we can to keep 
things &om being nasty." . 

But getting voters to approve a new school can be dicey. It's 
a lesson Laurens know& well. Twice la.st rear, the district 
held referendums on nearly S 50 million 1n bonds. Twice, 
51% ofvoterS said no. 

Only when the district cut its building plan!' in half did voters 
finally say OK. At S 24 million, the revised plan gives the 
district just one of the two new schools it needs and still 
leaves some buildings overcrowded. "Some people are just 
stuck in the same oJd pattern," says Lamont Rice, dropping 
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stuck in the same old pattern, .. says Lamont Rice, droJ'l?ing 
offhls nephew in the parking lot of Laurena Junior High . 
School. Some refuse to see that conditions are bad. and so 
"they just take the mentality of 1f it'~ not broke, don't fix it.' " 

Nearby, the Union County School District, which has S,lOO 
students, faces similar resistance. A few days before its S 49 
million referendum 1.,t yca:r, Superintendent Dan Powell 
held an open house at Sims Junior High School Built in 
1927, it's a poster school for all that can go wrong: potholes 
in the parking lot, bathroom walls so rotted that runoff from 
urinals seeped into classrooms, a roof so leaky that ~c state 
ordered classrooms closed. 

Yet, at the open house, some residents were not moved. "A 
Jot of folks said, 'Why would you want to tear this downT " 
Powell says. 

A S 750 million State School Facilities Bond Act passed 
recently will channel S 6 million to Powc11's district during 
the next three years, but in terms of meeting Union's needs, 
he says. "it's a small amount. It won't come close." 

Similar problems plague rural schools across the country: • 
Each day in White Pine County, Nev., pop. 15,000, about 76 
children of alJ ages take an hour~Jong school bus ride on a 
bumpy, windins dirt road into neighboring Utah to attend 
school. There's no school in their remote desert community, 
and the district has no money to build one. 

In another part of the school district, 400 White Pinc students ·tr 

are housed in a 1913 building that engineers say must be tr 
replaced or fixed. Some areas are crumblinJ. 

But at ]east those schools haven't been condemned like some 
have in neighboring Lincoln County. There, Pioche 
Elementary School and the auditoriwn and ~uium at 
Panaca High School were declared "uninha')1tab)e." But the 
250 students had to finish the school year in the buildings. 
They had nowhere else to go. 

Onl)' afteJ" months of.intense lobbying by townspeople in 
White Pine did the Nevada Legislature pass a S 16 million 
bill to help some poor counties with school construction. 
Gov. Kenny Guinn signed the bill on Tuesday. 

• In Red Oak, Iowa, elementary students eat lunch in their 
classrooms because some schools have no cafeteria. Tbe high 
school has no air conditioning, and the middle school. which 
was built in 1908, needs a race lift. Still. voters in the largely 
agricultural district with about 1,500 students three times 
have rejected plans to modernize schools. 

• In Townsend, Mont.1 voten; turned do'Wll three bond 
referendums to replace a high school built in 1917. District 
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officials are concerned for the safety of its 240 students: The 
area ,is an earthquake zone, and th~ bi~ school is made ~f 
WU"einforced masonry. In a rural district, "lhe tax burden falls 
more heavily on a smaller group of people. and therefore it's 
a lot more meaningful," Superintendent Brian Patrick says. 

Districts fight back 

Unable to raise money locally to build schools, some districts 
are challenging stAtes to come up with the cub. In at least 21 
states, lawsuits filed by districts or citizens groups have 
challenged how the state doles out money. 

Jn Ohio, for example. SOS of the state's 611 school districts 
filed suit in 1991, claimin~ lhe state's method of:f\mding 
education was unconstitubonaJ. The Ohio Supreme Court 
agreed, and in March 1997 it directed the Legislature to 
develop a better :plan. Part of the result: a new Ohio School 
Facilities Commission, which is spending millions of dollars 
on new buildings. 

One beneficiuy has been the South Central Local School 
Distrielt 60 miles from Cleveland, which used more than S S 
million in state money to complete a$ 7.S million 
elementary/middle school prOJCCt. "We would not have been 
able to do that," district Superintendent David Williamson 
says. "We have vory little tax base in our district, and 
without the aid from the state, we would have continued to 
stay in our older buildings." 

Even so, he says. "there's still not enough money." The Ohio 
case is still in the courtl. ti: 

A similar case occwred in Arizona. where a judge ruled that 
using bonds to pay for school constructi"n was 
unconstitutional. Now. the state uses a per-pupil formula to 
distribute school construction dollan from the state ·s ge,,,eral 
fund. 

"There's really no way to have a system of schoo1 
construction that's equitable with bonds. because bonds are 
based on property vilue and taxes," says Patricia Likens, a 
spokeswoman for the Arizona Depart~ent of Education .. 
"The two just do not go to~ether." Other states have chosen 
to address funding ineq_uities by channeling money from 
lotteries, sales taxes, mining and even nuclear waste facilities 
into construction. .· 

But 10 states, including Louisiana, Iowa and Missouri, offer 
no dircet construction funding. · 

"Generally speaking. there's not enough money from states." 
says Thomas Kube, executive director of the Co'Lincil of 
Educational Facility Planners International. "Schools are not 
inexpensive. It's a humongous capita! expense. and it's not 
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soing to go down." It's 'good enough' Money might be the 
bottom line, but it's not the only reason rural districts arc in a 
building slump. Officials say rural residents, who often are 
isolated and accustomed to doing more with less, tend to 
have lower expectations about what makes an adequate 
school building. 

"In rural 'counties, they don't have a lot of people who come 
fi'om other places, and they don't know what is available," 
&1)1& Superintendent David Eubanks of Spartanburg County 
District Six, which built Anderson Mill Elementary. 

"People say, 'That school was good enough for me~· it was 
goocf enough for my daddy; it's good enough for today.' 
They're content, and when you're content with what you arc, 
you go backward.'' Resistance can lead districts to scrap or 
greatly downsize plans. In Union County, S.C., the school 
district bas ditched pl~s for new elemcntacy and junior high 
schools after voters defeated a S 49 million bond referendum 
last year. Now, a committee is considering just renovating 
scbooll. 

· ... . · ... . 
-You can't stay small and reap the benefits of progress," 
Union Superintendent Powell says. "It costs money." 

And money, or lack ofit. is what speaks 1oudest in the 
northwest comer of South Carolina, where the distance 
between the haves and the have-nots is about 30 miles. 

In Spartanburg, on the fenced-in playground.at Anderson 
Mill Elementary, the kindcrgartners know little about bond 
votes or taxes. Their tricycles pedal smoothly. The carrot 
sprouts they've planted are growing tall in the sun. Inside, 
there's a classroom with plenty of room for them to learn and · · 
play. 

"To our district, .. Assistant Superintendent Don King says, 
"this is typical." 

About 4S minutes away, ofra long. winding state road, 
Powell stands inside a Union County junior high school. The 
water heater is on the fritz, and the gym showers have no hot 
water. He shakes his head. Until residents are willing to pay, 
or the government steps in with more substantial help, there's 
little he can do. "Our children deserve what children in other 
counties have." Contributing: Michelle Cole 
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Honorable William V. Roth, Jr. 
Cha.inn~ Committee on Finance 
United States Senate 
Washington, D.C. 20SJO 

Dear Mr. Chairman: 

May 18, 1999 

NO. 755 3 P. 24 

We write to express our strong opposition to proposals for education tax incentives (Joint 
Committee on Taxation, •Description. of Chairman's Mark ofProposaJs Relating to Education 
Incentives .. (JCX-020-99), May 17. 1999), which we understand your com.mhtce will consider 
this week. In the swnmer of 1997, as Congress was in the final stages of consideratioii of lhe 
Taxpayer Relief Act of 19971 the President stated that he would veto the legislation if it · 
contained a proposal relating to Education Savings Accounts that is similar to the education 
sayings account proposal contained in the Cha.innan's mark. In 1998, we wrote to inform you ·, · 
that we would recommend to the Pmi~eD.t mat he veto sirnllar legisla.tion. whic:h. after 
consideration and approval by Congras, be did. If this proposal were IO pass the Congress this 
year, we again would .rcc:ommend to the President lhat he veto the bW. 

Every American child deserves a high-quality elementary and secondary education. We believe 
that targeting our limited Fedcrd resourees to build stronger public schools will help ensurt tbat 
all our children receive the educat[on they need to be productive citizens. Public schools serve 
approximately 90 percent of students in grades K-12 amd cW?entl:y face record·breakini 
enrollments. By foi:usins resources on public schools, we can leverage community invcstme.nt 
to help parents, teachers, nnd administrators meet the im;ponant educational challenges they face 
in serving the vast majority of our children: meeting high standard[!; for leaming ADd diseiplinc; 
fixing school buildings; mid providing a safe, dn.ia-frec envirorunent for children. f 'lr this 
reason, the President's FY 2000 budget proposals 'include a school modernization be ld injtiative . 
that would le"o'erage S2S ~illion to renovate aad build up to 6,000 public schools. In .:ontiast, the · 
Chairman's mark falls tar shon of adequately addressing the overwhelming problems that Stales 
and local communities face in buildillg and modernizing their schools. 

The current bill disproportioD31e1y bcnefiu the most affluent families and provides little benefit 
to lower· and middJe·income Camilies. AdditionaJJy, given the expansion of we.preferred 
savings ,,chicles in the Taxpayer Relier Act. of 1997, which the Administration supported, we do 
not believe that further increasing ihe contribution limits for Education IRAs will generate much 
additional sa,,ings. Instead, the Chairman's matk would reward families, particularly those with 
significant means, fot what they may do in any case. 

We are also concerned that the bill wo~ld create significant compliance problems. The 
legisJatlon allows tax·&ee withdrawals from Education IR.As for, among other things, tuition, 
fees, academic tutoring, special needs services, books, supplies and equipment expenses incwted 
in connection with the child's enrollment or anendance at a public or private elementary or 
secondary school. Withdrawals would also be tax·free if used for room and board. uni(onns, 
transportation or supplemenlal)' item5 or servites required or provided by the school. 

......... _ ----~------ ----·-··-·· -· --·' 
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Djstingulshing between an appropriately tax-free wi1hdrawa1 and one that should be subje~t to 
tax would lead 10 significant additional record·keeping burdens for fiunilics and schools, L'5 well 
. as disputes when discretionary purchases are made. · · 

In addition to the points outlined above. we have other concerns wilh proposals in the bill thai 
are not described in this lcctcr. 

We understand tha.t Senators Robb and Conrad intend to offer a su.bstitute that would replace the 
education IRA proposals in this bill with school modcm.ization/construction bond proposals 
similar to those in the President's budget for fiscal yar 2000. We strongly prefer that proposal 
and other alternatives that devote Federal re"Jenue to improving the public schools so that a high· 
quality education is available to evrry American child regardless of his or her f amUy income. 
Therefore. ·we strongly aupport the Robb-Conrad Substitute. 

Thank you for letting us bring our concerns to your attention, and we look forwa.rd to working 
with you on thi:se important budget and tax issues in the days ahead. 

Sincerely. 

~~~~ 
Segoewy of tbe Tiasury Secrelar)' of Education 

·. 

... 
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DRAFT - Arbitrage Expansion is an Inadequate Solution 
To the Nation's School Modernization Needs 

DRAFT-June 14, 1999 

More than $112 billion is needed for renovation and repairs JUSt to bring the nation's existing 
schools into adequate condition, according to GAO estimates. Billions more are needed to construct 
new schools across the nation to relieve overcrowding and help reduce class sizes. In a major step 
forward, there is growing bipartisan support in Congress for strong action in response to this urgent 
national need. The challenge is developing an effective bipartisan solution. The Administration's 
proposal would support $24.8 billion in School Modernization Bonds to build and modernize 
up to 6,000 public schools. 

Two changes in the arbitrage rules have been proposed. One proposal would increase the small 
issuer arbitra~ rebate exception from $5 million to $10 million per year generally, and from $10 
million to $15 million if bonds are used for school construction or renovation. The second proposal 
would gtend the ax:bitra&e window from two to four years on tax-exempt bonds. 

The proposed changes to the arbitrage rules are inadequate solutions - dwarfed both by the 
scope of the nation's school construction needs and by the Administration's propo.sal: 

• Belaxine the small issuer arbitrage restrjctjons wogld have very little impact. Only a few 
school districts - perhaps 100 - could benefit from this provision each year by issuing bonds 
early, delaying construction spending and successfully following a potentially risky investment 
strategy, and the benefits would be small. The Treaswy Department estimates that school 
districts might gain $10 to $20 of arbitrage per $1,000 of bonds from the proposed change in the 
small issuer arbitrage restrictions, in comparison to the amount permitted under current law. 
One the other hand. the Administration's proposed School Modernization Bonds would save 
school districts about $500 per $1,000 of bonds, in comparison to regular15-year tax exempt 
bonds. The Joint Committee on Taxation's estimate of the revenue loss from this arbitrage 
provision is only $102 million over 10 years - an insignificant amount in comparison to the 
national need - and the Treasury Department estimates this federal spending through arbitrage 
'de-leverages' spending at the local level, meaning the actual benefit to districts would be below 
$100 million. The Administration's proposal, on the other hand, would cost $3.1 btllion over 
five years, according to the Joint Committee on Taxation, while leveraging almost $25 billion in 
school construction and renovation. 

• Expanding the arbitrage window would proyide states and districts opJy $24 per SJ 000 of 
b..wuh. According to testimony from the Congressional Research Service [Senate Finance 
Committee, 3/3/99], extending the arbitrage window from two to four years on tax-exempt 
bonds might provide districts an additional $24 for every $1,000 of bonds they issue. In 
comparison, the Administration's proposal would pay all of the interest on School 
Modernization bonds -· providing states and school districts about $500 for every $1,000 of 
School Modernization Bonds they issue, according to Treasury estimates. 

• School districts must delay constructign more than two years to benefit from the 
expansion of the arbitrage wjndow. School districts with the most urgent needs, such as a 
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growing population, would receive no help from the extension of the arbitrage wmdow from 
two to fow- years, unless they delay school construction for more than two years. This is hardly 
an effective strategy for meeting urgent school construction needs. 

• Arbitrage provides little if agy additional funds for rural schools. Jay Bouchard, CEO of a 
confederation of 15 rural and small town school districts, recently testified: "for many rural 
districts this {arbitrage expansion} proposal will generate little if any additional funds. For 
most rural districts, if they do pass a bond, they will immediately put those proceeds into the 
school constroction or renovation. The local voters who approve bonds expect projects to be 
initiated and completed as quickly as possible. I should note that districts with bonds of less 
than $10 million annually are currently exempt from arbitrage rules, which represents the 
majority of bonds issues by rural schools. " [Testimony of Rene "Jay'' Bouchard on behalf of the 
National Rural Education Association, House Committee on Ways and Means, 3/10/99, emphasis added) 

• Arbitrage does not work for Chjcago agd other djstrjcts like jt. As Gery Chico, President of 
the Chicago School Reform Board of Trustees, has testified: "In Chicago, only one of the four 
bond issues we have done since 1996 had positive arbitrage and the earnings were negligible 
- one-tenth of one percent per annum. It also doesn't·WQrkfor Chicago because we spend our 
money as soon as we get it - and most other districls are in the same position. " [Testimony of 
Gery Chico before Hause Ways and Means Committee, 3/10/99, emphasis added] 

• Arbitraee encouraees districts to make ri6ky investments with taxpayer dollars. The only 
way a school district can earn more money through arbitrage is to take the funds raised from 
issuing a bond and invest the funds for a longer time and hope that the return exceeds the interest 
payments on the bond. The higher the return on the investment, the more money available for 
school construction. Seeking a higher return, however, means taking greater risks. Schools 
could lose some of their principal. 

An example of what can happen: Under the headline, "Investor Put Pennsylvania School 
Assets at Risk Officials Say," the New York Times reported, "school districts across 
Pennsylvania face the loss of more than $70 million that they invested with a financial adviser 
who secretly ran up big trading losses ... The school districts, including those of Bethlehem. 
Lancaster and Beaver Falls, invested with Mr. Black money that they had raised by selling bonds 
- usually for construction projects - but not yet spent, according to the complaint filed by the 
.securities commission. They were reportedly pro~ised that the principal would be safe." [New 
York Times, 9/27 /97, emphasis added] 

• Arbitrage disproportfogately benefits wealthy districts. Wealthy communities often have 
better bond ratings than poor districts9 and this enables them to issue bonds at lower interest rates. 
As a result, wealthy districts can earn larger arbitrage profits on true-exempt bonds, because there 

is a larger spread between the interest rate on the bonds and the rate of return districts earn by 
investing the bond proceeds. In comparison, the Administration's proposal can significantly help 
all types of districts, and it targets funds to areas with the greatest school construction needs and 
the least ability to pay. 

• Arbitraee js au extremely inefficjent way to sybsldize school cogstcu~tion. Under optimistic 
assumptions regarding the ability to earn arbitrage profits, extending the arbitrage window from 
two years to four years on tax-exempt bonds would cost the U.S. Treasuxy about $2 in lost 
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DRAFT - Private Activity Bonds Don't Do Nearly Enough 
To Meet the Nation's School Modernization Needs 

DRAFT-- May 25, 1999-- DRAFT 

More than $112 billion is needed for renovation and repairs just to bring the nation's existing schools 
into adequate condition, according to GAO estimates. Billions more are needed to construct new schools 
across the nation to relieve overcrowding and help reduce class sizes. In a major step forward, there is 
growing bipartisan support in Congress for strong action in response to this urgent national need. The 
challenge is developing an effective bipartisan solution. The Administration's proposal would support 
$24.8 billion in School Modernization Bonds to build and modernize up to 6,000 public schools. 

Private Activity B~nd Proposal: This proposal would provide cheap financing to private companies, 
through tax-exempt private activity bonds, for the constroction and rehabilitation of school facilities or the 
purchase of school equipment. And it would essentially require school districts to purchase the buildings 
and equipment from these companies in installments (through leasing agreements). Private activity bonds 
would be allocated to states through a formula of $10 per capita, with a $5 million minimum per year. 

The private activity bond proposal is a woefully inadequate solution - dwarfed both by the scope of 
the nation's school construction needs and by the Administr~tion's proposal: 

• Private attivity bonds may help prjvate compapjes more than school districts. Private activity 
bonds would be issued on behalf of private companies for the construction and renovation of school 
buildings, and the federal interest subsidy on these bonds would go to the companies, not the school 
districts. There is no guarantee that the private companies will transfer their interest savings to school 
districts that lease the buildings. Even if a private company gave to the school district the entire 
savings from the tax exemption on a private-activity bond, the average school district would be 
no better off than if it bad issued a tax-exempt bond itself. Rather than providing cheap financing to 
private companies that may use the savings to increase their corporate profits, it makes more sense to 
provide even cheaper financing directly to school districts to promote additional school construction. 

• Very few private activity bonds would be jssued. Little demand is expected for the proposed 
private activity bonds, because there is no substantial benefit to school districts from these bonds in 
comparison to regular tax-exempt bonds, and these bonds require a special leasing arrangement 
between a private company and a school district in order to be eligible. Tbe Joint Committee on 
Taxation's revenue estimate assumes that only about $1.5 billion in private activity boods 
would be issued each year, over ten years. That is not enough even to keep pace with the normal 
depreciation of the nation's schools, much less to catch up with the huge backlog the GAO found in 
1995. 

• School districts can already acbjeye under current law most of the purported benefits of this 
proposal. For example, under current law: 
-- School districts are allowed under federal law to issue an unlimited amount oftax·exempt bonds to 
finance school construction and repairs; 
-- School districts can purchase school buildings and equipment from private companies in 
installments, and they can obtain tax-exempt financing for these purchases; 
-- School districts can contract with private companies to build schools on a turn-key basis, ma.king the 
private firm responsible for the management of the construction project; and 
~- School districts can earn extra money by renting out space in schools during off-hours to conununity 
groups, nonprofit organizations and others. 
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SKILLS SHORTAGE TRAINING COMPETITION 
AN ANALYTIC PERSPECTIVE 

ISSUE H-1 B Competition 

Purpose of Solicitation Skill training (Required) 

Funding Source User Fee Account enumerated 
under Section 286 of the 
American Competitiveness and 
Workforce Improvement Act 
(ACWIA) of 1998 

Eligible Applicants Private Industry Councils (PICs) 
authorized under JTP A, local 
boards authorized under the 
Workforce Investment Act 
(WIA), or consortia thereof 
(Required) 

Permissible Activities Under ACWIA, restricted to use 
for skill training for employed 
and unemployed workers 

Basis of Funding $511 user fee assessed on 
employer applications (and first 
time renewals) for workers 
under H-lB; 56.3 percent of 
revenues to be used for skill 
training grants by Department of 
Labor 

Targeted Participants Employed and Unemployed 
Workers 
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SL.C. 

34 

(1) IN GENERAL.-ln establishing demonstra-

tion p~ Un.der section 452(c) of the Job 

Training Partnership Act (29 U.S.C. 1732(c)), as in 

4 effect on the date of the enactment of this Act, or 

5 demonstration programs or projects under ~ct.ion 

6 

7 

·s 
9 

17l(b) of the Workforce.Investment Act of.1998, 

the Secretary of Labor shall use funds · available 

under section 286(s) to establish demonstratiop. pro-
. . 

grams or projects to provide technical skills training 

10 ·for workers, inc\uding both employed and unem-

11 ployed workers. 

12 

13 

14 

• 
(2) GRANTS.-The SeCretaly of Labor $afi 

awaril gmnt.s to ca.ny out the programs and prqjects 

described in paragraph (1)· to-

15 (A)(i) private industty councils established 

16 under section 102 of the ·Job Training Partn.cr-

17 ship .Acl. (29 U:.S.C. 1512), a.s in effect on the 

18 dat.e of the enactment of this .Act; or 

19 . (ii) local boards that will ca.ny out suCh 

· 20 p~ or prqjects ~ one-stop deliveiy 

21 systems established under section 121 ·a£ the · 

Workforce lmestment Act of 1~98; or 

(Bl regional consortia of councila or local 

boards described in subparagraph (A). 

(d) Low-lNcoME 8cHOT.ABSRJP PBoGJwt.-. . 

.. 



Section 214 (C) 
SEGlvffiNT 8 BEGINS 

APPLIES TO All EMJ?LOYERS 

PASSAGE 9 BEGINS 
SUNSETS 10/1'2001 

(9) (A) The Attorney General shall impose a fee on an employer 
(excluding an employer described in subparagraph (A) or (B) of 
section 212(p)(l) (on or after ~ecember 1, 1998, and before 
October 1, 2001) a petition under paragraph 1- .. 

~-

(i) initially to grant an alien nonimmigrant status described· 
in section lOl(a)(lS)(H)(i)(b); 

(ii) to extend the stay of an alien having such status (unles~ 
the employer previously has obtained an extension for such 
alien); or 

(iii) to obtain authorization for an alien having such status to 
change employers. 

(B) The amount of the fee shall be $500 for each such 
nonimmigr ant petition. 

(C) Fees collected under this paragraph shall be deposited in the 
Treasury in accordance with section 286(s). 

(D) (i) An employer may not require an alien who is the subject 
of the petition for which a fee is imposed under this 
paragraph to reimburse, or otherwise compensate, the 
employer for part or all of the cost of such fee. 

(ii) Section 274A(g)(2) shall apply to a violation of clause (I) 
in the same manner as it applies to a violation of section 
274A(g)(l). 

END OF PASSAGE 9 WlilCH SUNSETS 10/1'2001 

26 
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PASSAGE 10 BEGINS· 

END OF SEGMENT 8 WIDCH 
APPLIES TO ALL EMPLOYERS 

EFFECTIVE FROM 10/1198 TIIROUGH 9/30'2001 

Section 214 (g) 

(1) The total number of aliens who may be issued visas or otherwise provided 
nonimmigrant status during any fiscal year (beginning with fiscal year 1992)--

(A) under section 10l(a)(l5)(H)(i)(b), ~y ·not e~ceed 65,000 or 
(i) 65,000 in each fiscal year before fiscal year 1999, 
(ii) 115,000 in fiscal year 1999, 
(iii) 115,000 in fiscal year 2000, 
(iv) 107,500 in fiscal year 2001; and 
(v) 65,000 in each succeeding fiscal year; or 

END OF PASSAGE 10 
CHANGES OF WIDCH ARE EFFECTIVE 

FROM 10/1198 lHROUGH 9130'2001 

27 



Section 286 

PASSAGE 11 BEGINS 
APPLIES TO PETITIONS FILED 

BETWEEN IO/lfC)8AN09/3012001 

(s) H-IB NONIMMIGRANT PETITIONER ACCOUNT-

(1) IN GENERAL- There is established in the general fund of the 
Treasury a separate account, which shall be known as the 'H-lB 
Nonimmigrant Petitioner Account'. Notwithstanding any other section of 
this title, there shall be depos.ited as offsetting receipts into the account 
all fees collected under section 214(c)(9). 

(2) USE OF FEES FOR JOB TRAINING- 56.3 percent of amounts 
deposited into the H-lB Nonimmigrant Petitioner Account shall remai.n 
available to the Secretary of Labor until expended for demonstration i_ 

programs and projects describ~ in section 104(c) of the American 
Competitiveness and Workforce Improvement Act of 1998. 

r· 

(3) USE OF FEES FOR LOW-INCOME SCHOLARSIDP PROGRAM-
28.2 percent of the amounts deposited into the H-lB Nonimmigrant 
Petitioner Account shall remain available to the Director of the National 
Science Foundation until expended for scholarships described in section 
104(d) of the American Competitiveness and Workforce Improvement 
Act of 1998 for low-income students enrolled in a program of study 
leading to a degree in mathematics, engineering, or computer science. 

(4) ADDITIONAL NSF USES-

(A) GRANTS FOR.MATHEMATICS, ENGINEERING, OR 
SCIENCE ENRICHMENT COURSES-4 percent of the 
amo~nts deposited into the H-lB Nonimmigrant Petitioners 
Account shall remain available to the Director of the 
National Science Foundation until expended to make merit­
reviewed grants, under section 3(a)(l) of the National 
Science Foundation Act of 1950 (42 USC 1862(a)(l)), for 
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Class Size Reduction: The Fcden1I Approach Vs. The California Approach 
(drafr as of6/22/99) 

Federal CJass_~5izc Reduction Initiative 

Phasco-lii_l.mplcmcntation. The Depai-i'mcnt of 
Education's Class Size Reduction Initiative's goal of 
hi ring l 00,000 new teachers nationwide is P.h!-l.~cd in 
over seven ycClrs, allowing districts, principals, and 
Ll'achcrs the planning time that is crucial whenever 
new staff arl! being rccmitcd, Lraincd and hired. Jt 
allows scho(l\s to plan, in a well thought-out approach, 
how rnnny teachers they need, where they'll find them, 
whether they have the right training, how Lo get them 
the right training, and where they'll put them. This 
mor1,; thoughtfully planned approach benefits students 
by minimizing their exposure to unqualified staff 
tc1Jching subjects they nrny not know, in rooms never 
meant to hold classes. 
The Administration's School Construction proposed 
fm- nearly $25 million in bondY over the next two years 
would also help communities reduce class sizes by 
helping them build and moderni:ze up to 6,000 schools. 
The sc.:hool c:onstruction initlative would support the 
building and renovation of school.facilities lo ensure 
that all childran go to school in safe ancl engaging 
environments thal promote learning to high slundllrds. 
t:W'11 while class sizes are ~;hrinking 
Targeted runCiTng for students who need it most. 
The Department's program is designed to focus its 
impact on inner city and high poverty schools that 
need the mosl help. These schools typically have the 
hardest time finding and retaining high-quality 
teachers, and their students typically learn under the 
least productive circumstances. Research clearly 
shows that minority and disadvantaged students show 
significantly greater achievement gains than other 
students in small classes. The Dcpartment•s program 
targets its rnoncy so that inner city und high poverty 
schools get the most help, first in finding and then 
keeping the best teachers available. 

Calif<>mia Class Size Reduction Tnilia~jy£ 

i>rogram implemented ''overnight": ... When 
California created their class size reduction program, 
no accommodation was made for the kind of planning 
needed to hire new staff, provide new training fur 
veteran staft~ and find new cfossrooms. Consequently, 
there was an immediate shortage of qualified tcr-1chcrs, 
forcing the state to significantly case its teacher 
qualifications to ensure each class had at lcnsl a wnrm 
body behind tl1e teacher's desk. /\!so, many schools 
didn't have time to plan where new clnsscs would be, 
forcing many principals to convert computer lnbs, 
child care centers, lihrari~s. music rooms, and other 
spaces inlo makeshift classrooms. Temporary trailers 
were installed in many playgrounds lo make up for the 
space shortage. 

·Exodus of veteran -tcache.-s to the suhurbs. 
California's program was not targeted to the schools 
that needed it most. Consequently, m:.rny wealthier 
submban communities found themselves with plenty 
of money to entice the best new and veteran teachers 
away from schools in the inner cities anu in poor 
co111munitics. Many teachers left jobs whi:.:rc thi.:!ir 
skills and experience were needed for openings that 
offered enticements, such as better facilities, 
resources, and perhaps pay, that poorer nnc.l more 
urban communities could ncit offer. This led to more 
and more unqualified teachers going to schools with 
the hardest students to teach. 
The Department's prog"1m not only avoid.Y this 
problem, il_acrually helps reverse it. By turgeting the 
money to high-poverty communities, the Department is 
helping these commzmilies become competitive in 
attracting the besl reacher.~· to Jhe comm1mifies that 
need them the most. 

Eni.pha~is on Tcac-h'cr .. Qu~dity. The I5eiJa~--1-m_c_n_t~'s--.1--N,(;·r.·equiremcnt for certified teachers. 1~11·c;·--
progrnm ensures te,1cher quality by insisting that class California program did not require schools to hire 
si:1.o reduction funds be used to hire only certified certified teachers and had no allocation for teacher 
teachers. School districts that face a shortage of training. 
q.L~~1)ilicd tcacl_~.~-may use a p<~r~on of their f~_n_d_s_to _ _.__, 
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rcc~l:liTa;;(rti;"ti1.teaci1ers-:- In-ndd ition, by a I lowing 
local school districts to reserve up to 15% of their 
funds for professional development for teachers, the 
Department's program helps to maximi:.w the positive 
cftccts of class size reduction by ensuring that teachers 
htwc tbc k11owlcdgc and skills to teach content more 
dlcctivcly in smaller classes. 
Furthermore, the President's Class Size Reduction 
pmeosal in the ESF;A providesjlexihility for districts 
with small class-size reduc:Lion uwards. Districts 
whose class-size reduction funds are less than the 
41mmml t~f one tc:acher 's salary would be ahle to 
combine Federal jimdr; with their ownjimds, combine 
class-siw reduclionfimds with another district's, or 
use their c.:lass-sizefundingfor professional 
development related to teaching xmaller classes. 

FAX NO. 202 260 7753 P. 03 
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L~KKesea rcn Lonsort:1 um 
a partnership researching California's class size reduction reform 

Contact: 

EMBARGOED 

For Release By All Media On .June 23, 1999 

(may publish in morning publications on .June 23) 

Michelle Bullwinkle, AIR, 650-843-8177 
Jess Cook, RAND, 310-393-0411, ext 6228 

Early Results from Study of Class Size Reduction in California: 

P. 04 
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Researchers Find Achievement Gains But Effects on Teacher Quality, 
· Di~trict Finances May Worsen lnequities 

Early findings from an ongoing evaluation of California's ma5sive, K-3 class size 

reduction (CSR) initiative indicate that students of all backgrounds have made small 

achievement gains, but teacher quality has suffered and many districts, particularly in 

urban areas, face difficulties in finding staff, space, and funds for the new classrooms 

required. 

A newly-released report, Class Size Reduction in California: Early Evalua1ion Findings, 

1996-1998, provides the following snapshot of CS R's impact so far: 

• There is a small positive gain in achievement associa_ted with being in a reduced size 
class, and this gain is realized by all groups of srudents. 

• Almost all l i.c and 2nd grade students and almost two-thirds of all kindergarten and 3rd 

grade students are in reduced size classes. 

• Districts serving low-income and minority students and English language learners 
(ELL students) have been slower to implement and have received disproportionately 
less CSR revenue as a result. 

• To implement CSR this rapidly, many schools hav~ taken space from other programs 
to use for classrooms. Facility shortages in schools serving low-income, minority, 
and ELL students mean that these schools have red11ced class size more slowly and 
faced greater demands on existing space. 

• The costs of CSR have exceeded the revenues in many districts, and many have taken 
resources from other programs to rnake up the deficit. Districts serving low-income, 
minority and ELL students have higher costs and a.re more likely to have taken 
resources from other activities to support the implementation of CSR. 

• http://www.classize.org/ 
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• The K-3 teacher workforce in California has increased by 3 8%, but the overall 
preparation level of K-3 reachers has declined. Schools serving low-income, 
minority, and ELL students have suff~red a far greater decline in ·the qualifications of 
tt!a.1~hers than other schools. 

• Teaching practices are very similar in large and small classes, but teachers in small 
classes spend somewhat less time on discipline and spend somewhat more time 
working one-on-one with problem readers and arrending to individual students' 
p1.:rsonal conc~ms. 

• Parents of students in reduced classes have more contact wirh reachers and are more 
satisfied with their child's education. 

The fQur-year evaluation, mandated by the state legislature, is being conducted by a 

consortium of research agencies led by the American Institutes for Research (AIR) and RAND 

and including Policy Analysis for California Education (PACE), WcstEd, and EdSource. The 

first-year findings represem "a finger on the pulse rather than a full diagnostic report,'' said 

George Bohmstcdt, senior vice president for research at AIR. Even at this early stage, however, 

the research vedfies that CSR is having powerful effects on the state's school system, not all of 

them positive. "Our findings imply that some mid-course adjustments might incn:asc the 

program's benefits," said Brian Stecher, senior social sciemist at RAND. 

Key among such adjustments suggested in the report are strengthening statewide efforts 

to bolster teaching-from recruitment to preparation. support, and development-and finding 

ways to promote school construction. The researchers also propose equity-related actions, such as 

creating incentives for good teachers to take and keep jobs at schools most in need of their 

expertise, adjusting the funding formula, nnd allowing schools flexibility in using CSR fonds. 

Under legislation passed in July 1996, California invested $1 billion (since followed by 

another $1.5 bill ion annually) to boost early learning by reducing its kindergarten through 3rd 

grade class sizes. The state offered $650 (later raised to $ 800) for every student in a class of 20 or 

fewer students. Schools jumped at the opportunity. Many implemented at least at one grade level 

in the six weeks before the start of school, despite daunting problems of space and personnel. By 

the program's second year, almost all ls1 and 2'\d grade classes had been reduced, along with Lwo­

thirds of 3rd grades and kindergartens (see Fact Sheet). But despite strong enrhusiasm among 

educators, parents, and the public, worries·have surfaced about the trade-offs being made to find 

enough space and teachers and about whether all students would benefit equitably. 
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Achievement gain, The researchers compared 1997 scores of yct graders in reduced 

classes to those of Yd graders in non-reduced classes on California's then newly-adopted 

statewidt.l res1, the SAT-9. On average, lhey found, the "effect size" for the smaller-class students 

was nearly 0.1, or one-tenth of a standard deviation. "That roughly translates to moving a student 

who was at the S01
h national percentile to the 53rd~,, explained Stecher. Though an influential 

Tennessee study (see Fact Sheet) showed poor and minority students benefiting almost twice as 

much as other groups from smaller classes, that difference is not evident in California. All 

students show similar gains, regardless of ethnicity, poverty level, or English fluency. 

Decline in level of teacher preparation and experience. Between 1995 and 1997 the 

number of K-3 teachers increased by 23,500, or 38 percent. Of those, more than half had less than 

three years' experience. Prior to CSR, almost all K-3 ceachers were fully credentialed; by 1997, 

over 12% were not. 

Worsening ofinequities. The more adverse the schooPs conditions and the higher its 

perccnrage of poor, minority, and ELL s~dents, the slower it was to fully implement CSR. 

Moreover, the already weaker qualifications of teachers serving poor and minority studems are 

now dramatically worse. In 1995, the bottom quartile of schools (in terms of percent students 

from low-income families) had a slightly higher percentage of teachers lacklng full credentials 

ihan other schools. By l 997 that gap had increased almost tenfold. The same is true for schools 

serving higher percentages of minority and ELL students- Such schools lost some teachers to 

other places, but the main problem was tho.t better-qualified teachers chose to take newly­

nvailablc jobs in "more desirable" schools. A similar distribution shift occurred with specialist 

tl!achers certified to teach ELL students. "The fact that schools with the greatest percentage of at· 

risk students were not only the slowest to implement CSR, but also were least able to hire 

credentialed teachers, should be viewed as a matter of great concem for the state," Bohrnstedt 

said. 

In discussing implications, the researchers caution that CSR is mixing and meshing with 

an unprecedented number of other school reform initiatives that schools are tryiog to implement 

simultaneously, making it difficult to isolate the effects of any single one. They also point out that 
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it would be incorrect at this point to assume cause-effect relationships among the features studied 

or to rnake too strong a judgment about CSR's effects on achievement. Stlll. they interpret the 

:ichievemeot gains as promising·. "espt:cially since th~)se gains occurred despite the rapid 

implerncntation and the many barriers schocls faced," said Stecher. Also, he notes, teachers 

surveyed in reduced-size classes spent more time attending to students' personal problems and 

giving sustained attention to the needs of problem readers. 

The problems, however - most notably regarding facilities and teaching (supply and 

quality}-will require more than individual schools' best efforts. Schools need additional facility 

funds to rl!duce the severe space shortage, the report says, noting that students with the greatest 

academic needs tend to attend the most overcrowded schools, i.e., schools least able to implement 

CSR. Similarly, a greater investment may be needed to help train, coach and develop the many 

underprepared teachers and to attract good teachers to schools that serve large numbers of poor, 

minority, and ELL students, most notably in the urban districts. 

"One way co address the equity issues is to inject some flexibility into the current one­

size-fits-all approach," said Stanford University's Mike Kirst, co-director of PACE. As an 

1.:xample, the report points to the Legislative Analyst's earlier proposal that schools strapped for 

space and teachers be allowed a cap of 2~ students per class, as long as the district maintained an 

average of 20. The report also suggests that the allocation formula might be changed to better 

align CSR incentives with local costs. For example, Kirst said, "the state could consider shifting 

to a formula that puts a disproportionate share of the funds into the hands of districts with a 

disproportionate share of at-risk :students." 

Such shifts may be especially important in light of the state's new, higher standards for 

students and array of high-stakes consequences for performance. Attention to CSR' s unintendeJ 

consequences may help ensure that the persistent achievement gap for many of the state's poor 

and minority students will, as hoped, be narrowed by this reform. 

### 

For further information, see the Conso11ium 1s web site at www.classize.org 


