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EDUCATION TAX PROPOSALS

WEDNESDAY, MARCH 3, 1999

U.S. SENATE,
CommIrrEE ON FINANCE,

Washington, DC
The hearing'was convened, pursuant to notice, at 10:00 a.m., in

room SD-2 15, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) _presiding.

Also _present: Senators Grassley, Hatch, Nickles, Mack, Moy-
nihan, Bsaucus, Conrad, Graham, and Robb.
OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.

SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHAmmAN. The committee will please be in order.
I want to welcome everyone here for the Finance Committee's

hearing on education tax incentives.* We have a very, very full list
of witnesses today, and it is already 10:00. We have five Senators
who would like to testify, and then we have two panels, so I am
going to ask the Senators to keep their comments to three minutes
each.

I have a statement, but, rather than read it, in the interests of
saving time, I would ask that it be incorporated as if read.

I call upon Senator Moynihan.
[The prepared statement of Chairman Roth appears in the ap-

pendix.]
Senator MoyNiHAN. Mr. Chairman, our colleague, Senator Bau-

cus, has to necessarily leave, and perhaps I could yield to him.
The CHAImAN. Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. I thank you, Mr. Chairman. I will'be very brief
because I know we have much work ahead of us.

Mr. Chairman, two weeks ago I had the honor of addressing the
Montana State legislature. When I spoke, I told that body, because
I believe it very dlee ply, that the time has come to bring the prom-
ise of world-class education to every Montanan, full stop, simple,
period. I believe in that statement, and I believe it deeply. I think
most Americans do.

*For further information on this subject mee also "Overview of Present Law & Issues Relatn
to Tax and Sav' Incentives for Education," Joint Committee on Taxation staff report, iMai
2, 1999 (JCX-12-99).



Mr. Chairman, we are the stewards of our children's learning.
Our future as a Nation depends on our willingness to invest in
them, in our teachers, in our schools all across our land. We have
a moral responsibility to leave this Nation's children as prepared,
if not better prepared than our parents left for us. It is as simple
as that.

That challenges takes a unique form when we talk about meeting
the needs of rural States like mine. Mr. Chairman, I might say
that when I worked at one school in Montana, I found that the
nearest library to one school is 30 miles away, and Internet access,
as we know, is very critical to our students.

Nearly 40 percent of the kids that go to school in America every
day go to a rural school, in a small town. Forty percent. Yet, some-
how we as a Nation invest only 22 percent of our total education
funding on these students, half of what we spend on non-rural
kids.

In 1997, I conducted a survey of Montana schools. And I mention
Montana because I think it is somewhat representative of other
thinly-populated States. I asked questions about technology, about
the availability of computers, Internet hook-up, et cetera. I found,
as one might expect, that the results show that rural schools just
don't have the access, don't have the computers, don't have the
wherewithal that other children have.

In the interest of time, Mr. Chairman, I will not go through all
the details. But I want to say, and say this very strongly, that for
too long we in the Congress have equated need with size. Our
urban areas have their very special problems. We must address
them. Very visible problems.

They get, I might say, a disproportionate amount of help because
their problems are so visible. That is not as true with rural edu-
cation. Their problems are severe, but they are not as visible. TV
does not cover them. They are not on the evening newsj. They are
harder to get to. They are unique, special problems. I just want my
colleagues to know that I will do my part to assure that schools al
across our country get top-quality, first-class attention. It is clear
that is where the future is, for our kids, for our Nation.

I just commend you, Mr. Chairman, for holding this hearing. I
know my colleagues who are witnesses believe in the dame vision.
This is a great opportunity for us in America. I am really excited
about it, that we can makle our country very strong and, as we
enter the next century, we can be very, very, very well prepared.
When we look back, we will be very proud of some of the things
that we have done.

Thank you, Mr. Chairman.
The CHAinmAN. I would say to my distinguished colleague that

quality education is important to all Americans, wherever they live,
whether it is rural, urban, or whatever. That is the purpose of this
hearing, today, is to try to develop legislation that will create the
kind of policies that will enable ai young Americans to have that
-quality education.-

Now, I am going to ask the rest of the committee, if they have
opening statements, toplease submit them, because I do want to
turn to the Senators in front.

1 will start with Senator Coverdell.
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STATEMENT OF HON. PAUL COVERDELIL, A U.S. SENATOR
FROM GEORGIA

Senator COVERDELL. Well, thank you, Mr. Chairman and mem-
bers of the Finance Committee. I appreciate the opportunity to be
with you today and would ask that my full statement be submitted
for the record.

The CHAIRMAN. The full statement of all Senators will be in-
cluded as if read.

[The prepared statement of Senator Coverdell appears in the ap-

Senator CovERDELL. Mr. Chairman, the proposal I speak to the
committee about is not unfamiliar to the committee, nor the Sen-
ate, nor the Nation, for the matter. It is about the Education Sav-
ings Account, which was passed by a bipartisan majority in the
Senate and the House and, regrettably, vetoed last year by the
President of the United States.

My co-sponsor, I think, Senator Torcelli, has said it best. He said,
it is not a question of whether or not this will become a p art of the
law of the land, it is only a question of when. And I think he is
right.

In my limited time here, let me just highlight a few of the unique
features of this Education Savings Account which would be for fam-
ilies to help their children kindergarten through college.

It is amazing to me how small things make Americans do big
things. This allows them to save up to $2,000 per year, and the
build-up would not be taxed. That is not a lot of tax relief. Over
a 5-year period, it is about $800 million. But during that same pe-
riod of time, about 10 million families would save nearly $6 billion.

It would be the largest single infusion of new money into edu-
cation in contemporary history, and the government would not
have had to have raised a dime.

One of the unique features of the account is that it can have
donor support of the account. That is not calculated into the $6 bil-
lion, that is only what the families would do.

What I am sayin 'g here is, a union, a corporation, a neighbor, an
uncle, a grandparent, an interested friend, could also participate in
the savings account that would accrue to a child's interest.

I call these dollars very smart dollars because they are laser-
guided to the child's problem. They are being directed. It's not brick
and mortar, it's going to the physical need or lack of a home com-
puter, the need of a tutor for math, whatever. So it is very smart
money that gets right to the target.

I will close by simply saying that everyone wins in this, families
that are in public schools, private schools, or home schools. I hap-
pen to believe that public schools are the largest winner because
70 percent of the families would be in public schools, and public
school teachers because they would be the tutors.

But everything wins, private, parochial, home, or public. I would
hope that the 106th Congress will once again rally to something
that is supported by almost 70 percent four Nation. We would
demonstrate, again, our unique interest in allowing families and
their friends and associates to help guide to the better education
Senator Baucus calls for.

I thank the committee for this opportunity.



The CHAmMAN. I thank the Senator for his leadership on edu-
catiozial matters.

Senator Graham?
STATEMENT OF HON. BOB GRAHAM, A U.S. SENATOR FROM

FLORIDA
Senator GRAHAM. Thank you, Mr. Chairman and members of the

committee. 1, too, will file my formal statement and use my three
minutes to summarize.

I think there is a common theme that you are going to hear from
all four of us, and that is the theme of increasing choice. That, in
education, as in most things, the idea that there is one set of policy
that fits all Americans is doomed for failure. Given the diversity of
our peoples, the diversity of educational circumstances, that what
we ought to be providing for our people are a range of options from
which they can select.

One of those relates to an area in which the Federal Governiment
has had a long interest, and that is providing increased access to
post-secondary education. Senator McConnell and I have been
working for several years on increasing the desirability of State-
based prepaid college tuition plans by making them fully tax-ex-
empt for Federal tax purposes.

With the assistance of yourself, Mr. Chairman, and other mem-
bers of this committee, we accomplished a substantial amount of
that a couple of years ago. But we still have one part to go, and
I hope that we can get that final chapter completed at this session
of the Congress.

Senator Sessions is going to be talking about further expansion
of that concept to private colleges and universities. I will defer the
details of those discussions to my colleagues.

I would like to talk about another area of choice, and that is
what would be a relatively new field for Federal involvement, and
that is in public school capital construction.

The Federal Government has had a long tradition of providing
assistance to post-secondary institutions for their capital needs,
and we are also providing assistance to private kindergarten
through 12th grade institutions.

This proposal is to expand the options for a public school or a
State in its construction program. I am proposing, with Senator
Grassley and others, four new Federal initiatives, or expansions of
existing initiatives.

One of those, is the private activity bond. Today, private activity
bonds are used for airports, seaports, waste treatment facilities,
private K-12 educational institutions, and a number of other pri-
vate/public partnerships.

We are proposing to allow this to now be used for private/public
partnerships in the public school construction sector. And you are
going to hear later today from Mr. Octavio Visiedo, the former su-
perintendent of Miami Dade Public Schools, who is now working
with a private firm in developing educational facilities.

We also are proposing to raise the arbitrage limit, which cur-
,rently is milliono, to $15 million, toexadteproofim
for the arbitrage exemption from two years to 4 -years, and, fourth,
to allow school construction to be a bank-qualified bond exemption



which would permit investment in educational bonds by commer-
cial banks. We believe that these am- illustrative of the kind of ex-
panded choices that should be made available by the Federal Gov-
ernment to meet our Nation's school construction challenge.

Thank you.
The CHAIRmAN. Thank you, Bob. Now we will let you come up

on the panel and ask questions.
[The prepared statement of Senator Graham appears in- the ap-

The CHAImmAN. Senator McConnell.
STATEMENT OF HON. MITCH McCONNELL, A U.S. SENATOR

FROM KENTUCKY
Senator McCONNELL. Thank you, Mr. Chairman. You have a se-

rious bill here. I like the way you run this committee. I have en-
joyed my association with Senator Graham on this whole question
of the college savings accounts.

As *eidcated, we have sort of been picking our way in the di-
rection of complete tax freedom. In 1996, as part of the S mall Busi-
ness Job Protection Act, we were able to eliminate the tax burden
on States that administer these State-sponsored college savings
programs, and to shift the tax burden from the parent to the stu-
dent. Typically, students do not have much of a tax burden, so that
was moving in the right direction.

In 1997, Mr. Chairman, you graciously included in the Taxpayer
Relief Act the ability to expand the tax-deferred treatment to in-
clude room and board costs, which typically can constitute, for
many students and their families, up to -50 percent of the burden.

So what we are hopin this year, Mr. Chairman, is that we will
complete the job and make this whole transaction completely tax
free, not only the build-up and the expansion of benefits, but also
when the money is taken out by the student, this whole transaction
will be tax free.I

We are all sort of dealing with different aspects of the same prob-
lem here, which is to try to help our families to be able to finance
the ever-expanding burden of education:- We thank you for what
you are doing here and we hope that all of these great ideas will
be incorporated in your final product.

So, Mr. Chairman, I would like to set a record here for brevity
and ask that my full statement be made a part of the record
Thank you for the opportunity to be here.

The Ci IRmAN. Well, we thank you for being here. Your full
statement will be included as if read, but we will not ask you to
join the panel to ask questions.

Thanks very much, Mitch.
[The prepared statement of Senator McConnell appears in the

appendix.]
The CHIll! N Now, Senator Sessions.

STATEMENT OF HON. JEFF SESSIONS, A U.S. SENATOR FROM
MIABAMA

Senator SESSIONS. Thai*k you, Mr. Chairman. I have had in the
last, I believe, 8 years, two children to graduate from college, and
one still in college.
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The CHAiuMA. I have the same problem, I might say. Go ahead.
Senator MoYNIHAN. You have medical school, do you not?
The CHARmAN. I have medical school. That is worse yet. [Laugh-

ter.]
Senator SESSIONS. That is worse yet.
It is a reality check. Americans are struggling to pay for college

education. In the last 10 years, we accrued more debt for college
education than we did in the previous 30 years, so we know that
is happening to a large degree.

Why is that happening? I believe public policy in America should
encourage our igihest and best acts as American people. We are
subsidizing debt. We give out guaranteed loans, we have PEL
grants, and other efforts to fund it on that end. But we are taxing
parents who choose to save. So, anyway, I think that is the wrong
thing. I think we ought to encourage people to save, and to not tax
them when they do.

So that is the fundamental premise behind this. Forty-two States
now have prepaid college tuition plans, or will by the year 2000.
Alabama has had one for a number of years. It is very popular.

What we would like to do is encourage people to contribute to
those plans. This proposal - that I have submitted and Senator
Graham has co-sponsored has been supported by the American
Council on Education, the largest group of colleges kand univer-
sities. The National Association of Independent Colleges, the Vir-
ginia Prepaid College Tuition Plan, and other plans are supporting
it.

We believe it makes good sense. With regard to private colleges,
we believe they ought to be in the same position primarily because
this is much more akin to a GI bill, much more akin to guaranteed
student loans, or PEL grants that go to whether you go to private
school or not. To give somebody a tax break only to go to a public
college seems to me just unfair.

Our bill does delay private colleges' participation for, I believe,
4 years before it starts, but I think the combination of being able
to lock in a taiicion rate under these -college prepaid plans, plus
being able to save without tax consequences, would encourage sub-
stantially the-good behavior of saving and would save money on the
back end in terms of grants and loans. I would notice that the Joint
Tax score for this bill over the first 5 years would be only $197 mil-
lion in consequences.

Mr. Chairman, thank you for your attention. I know you favor
saving, encouraging savings for America. This would also have the
benefit of encouraging saving.

[The prepared statement of Senator Sessions appears in the ap-
pendix.)

The CHAIRdM. Thank you, Senator Sessions. I want to express
my appreciation to all of you for being here this morning. Not only
do I favor savings, but I am very strongly in favor of making sure
that all young people have the opportunity to go to college. I think
this legislation is one step in that direction.

So, we look forward to working with you. We know you are busy.
We appreciate your being here, and we shall work with you as this
legislation moves along the legislative path. Thank you very much.
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It is now my pleasure to call forward the first panel, which con-
sists of four witnesses. These witnesses have all had some experi-
ence with the current tax incentives for education.

They will explain the importance of the provisions in helping
American families afford a quality education, and at the same time
they will point out some of the deficiencies, and will suggest some
changes to make them even more helpful. So I am very please to
call them up.

Our first witness will be Esthelda Parker-Selby. Ms. Parker-
Selby is both a parent and an educator. Besides putting two chil-
dren through college, she is a principal at an elementary school.
Most importantly, she is from Delaware. I have to warn you right
now, Pat, this is Delaware day. She serves on the Delaware Higher
Education Commission.

Senator MoyNIHAN. Sir, may I point out that we live in Delaware
County. That is where you reside.

The CHAIRMAN. I am appreciative of that fact.
Senator MOYNiHAN. Named for Lord Delaware. Are you aware of

that?
The CHAIRMAN. Who was not the original one. The recent one

was a very close friend of mine.
But Ms. Parker-Selby serves on the Delaware Higher Education

Commission.
Next, I would like to call forward James T. McCarthy, who is a

vice president for Tax Product Development at Merrill Lynch. He
has the responsibility for overseeing the Education IRA and other
college savings plans at Merrill Lynch.

The other two witnesses on the panel will discuss employer-pro-
vided education assistance, something of great interest to you, Sen-
ator Moynihan.

Senator MOYNiHAN. To us.
The CHAIMAN. To us. That is absolutely correct. This edu-

cational assistance is also known by its location in the Internal
Revenue Code, Section 127.

Alexis Garland is a procurement coordinator for Hewlett-Pack-
ard. I am proud to say she is also from Delaware. She has taken
advantage of employer-provided educational assistance, receiving a
degree and also moving up at Hewlett Packard.

Shirley Hughes is the senior vice president for Human Resources
at Ceridian Corporation, and is speaking on behalf of the National
Association of Manufacturers and the Section 127 Coalition. Ms.
Hughes will describe the importance of this program and how it af-
fects her ability to attract and retain quality employees.

So now it is my great pleasure to call upon Ms. Parker-Selby for
her testimony.

STATEMENT OF ESTHELDA R. PARKER-SELBY, PRINCIPAL,
REHOBOTH ELEMENTARY SCH00L4 MILTON, DE

MS. PARKERi-SELBY. Good morning, Senator Roth and members of
the committee, ladies and gentlemen. My name is Esthelda Parker-
Selby and I am a native Delawarean who grew up, and presently
resides, in Milton, Delaware, a little, small town.



I am honored and pleased to have been asked to participate in
today's session focused on education tax incentives, and I also
thank you for the opportunity.

As a single parent who is- currently assisting my youngest son
through college, I must admit that it has been a struggle making
sure all educational and financial needs have been met.

Due to many obstacles that have interrupted my life and my ca-
reer, I was unable to have a substantial amount of money saved
for my children's education. Therefore, I have not been a loan-free
parent, nor has my family Relatives have been very helpful in giv-
ing spending change andI~ urchasing books, but the tuition costs
have been my sole responsibility.

Historically, my family has attended schools in Delaware. I at-
tended Delaware State University and the University of Delaware.
My oldest son, and now the youngest, have also attended Delaware
State University. Although in-State schools have a lower tuition fee
allowed to in-State students, the struggle has remained to pay the
costs the best way possible.

I have had to borrow college fees the entire tenure of my sons'
college attendance. Fortunately, I have had a sufficient salary and
a credit history that allowed me to borrow the necessary funds.

I know of many people in Delaware who have notbeen able to
meet the criteria to borrow and their children have had to wait a
year and work for tuition fees, or not attend college at all.

I can think of a case close to me where a mother came to me
seeking information on how she could get financial assistance to
help her daughter return to school. Her daughter needed only $500.
The point here, is that it was very difficult for many people to af-
ford the costs to get their children education, and they need to
know how to help themselves and get help.

With the rising cost of a college education, citizens across our
country will continue to face the need to get financial assistance.
Therefore, I am sure I can speak to families, regardless of their so-
cioeconomic needs, when I say we need and want tax incentive
plans that consider our varied needs.

I am a member of the Delaware Higher Education Commission
and we recently introduced the Delaware College Investment Plan
through Fidelity Investments. The plan is catching on slowly, and
more people are investigating the benefits and opting to try it.

I have discussed this plan and concept with co-workers, friends,
and family and they have all agreed that people need to be able
to start early to save for college and realize some tax incentive ben-
efits, or have tax-free benefits.

In my conversations, I kept hearing the words "clarity, benefits,
affordability, and accessibility." We all feel that education tax in-
centive plans are necessary and that all families should be able to
benefit from them.

We feel that, whatever plans are adopted, the explanation of the
plans should be clearly defined and explain why and how they can
benefit a family's future needs. Plans that are adopted must be af-
fordable and accessible to all who are interested in participating.
There was discussion that any help through these plans that could
decrease the tax burden or not'have taxes on families would be
greatly appreciated.



Overall, I am reminded of the wise words of Bezjamin Franklin
when he said, "If 'you empty your purse into your head, no one can
take it away from you." Investment in kowledge always pays the
best interest.

I have said a few things here and in my formal statement. I just
would like to add that my. parents were Depression people who
grew up, and they were able to save and I was not, as a person
from the 1960s. It was much more difficult, and for my children to
save. So I have had to borrow.

Everyone I have spoken with is really not clear on what these
plans are, how they operate, but they are very interested. And
these are people who are educators that I work with every day.

I had lots of conversations this week prior to coming and it
amazes me to know that educators are not aware of what is out
there, as well as people in lower income brackets who want their
children educated but basically cannot afford to even begin to save,
possibly, or not know how.

So in some kind of way, there may be a need for us to get some
kind of mass media campaign going on to let people become more
aware of these programs that are out there and available for us.

I think that is all I am going to say right now. Thank you.
The CHmuqAN. Well, thank you. Let me underscore what you are

saying. I thought it was interesting. You said that your parents
were able to save, but you were not.

MS. PARKER-SELBY. Yes.
The CHAIRmA. And let me point out what has happened in edu-

cation. According to the latest figures from the College Board, in
the last 10 years, the tuition at a 4-year private institution, even
adjusted for inflation, has risen 40 percent, and the tuition at a 4-
year pblic institution has risen 50 percent. Meanwhile, the me-
dian family income, adjusted for inflation, has risen only 1.5 per-
cent in the same period. I think that sort of underscores what you
were saying.

According to financial planners, if a child is 10 today, it is esti-
mated that 4 years of schooling will cost anywhere fromr $61,000-
that is a lot of money-in a low-cost State school to $288,859- --1 do
not know what the cents are-in a top-tier, private school.

So I think it makes your message very clear.
MS. PARKER-SELBY. If I may also add that I am a grandparent

of five grandchildren,. and I am also looking into how I can help my
son and grandchildren. These type of plans are being investigated
by me, and I am certainly interested. But I kind of want tax-free
things. I am getting close to retirement.

The CHAIRMAN. Well, thank you.
Senator ROBB. Mr. Chairman?
The CHAIRMAN. Yes?
Senator ROBB. Mr. Chairman, excuse me just one second. I regret

that I am not going to be able to remain for the entire session. I
hope to be able to get back. But I wonder if I could ask unanimous
consent to put a statement in the record, and say that I have en-
j ;oyed the opening of Delaware Day and I commend you for holding
it for the benefit of all of us. I certainly share your interest in both
education and saving, and some of the ways that we can incor-
porate public policy to effect both of those fine and laudable goals.



The CHAnUMAN. I appreciate that, Senator Robb. We hope you are
able to return. I know you will be very active as we proceed with
this legislation in the committee and on the floor.

Senator RoBB. Thank you, Mr. Chairman.
[The prepared statement of Senator Robb appears in the appen-

dix.]
The CHAImmN. I would now call on Mr. McCarthy.

STATEMENT OF JAMES T. MCCARTHY, VICE PRESIDENT FOR
TAX PRODUCT DEVELOPMENT, MERRILL LYNCH, PRINCE-
TONt NJ
Mr. McCARmhy. I thought I was just promoted.
The CHAImAN. You almost were. [Laughter.] Demoted, I should

Bay.
Mr. McCARTHY. Good morning, Mr. Chairman, other members of

the committee. Mr. Moynihan, I would like to offe 'r you a little re-
lief, as a native New Yorker, a little respite from Delawae Day.

On behalf of Merrill Lynch, I am ver plased and honored to be
able to be here to testify. My principal responsibilities involve the
architecture and marketing of tax-favored structures, both the IRA,
the Roth IRA, the Educational Account, and co-chairing our in-
volvement in the qualified State tuition plan arena.

I have made more remarks in my formal testimony which I have
submitted for the record. Let me begin with my overall conclusions.
People care tremendously about this need. My second conclusion,
is the size of each challenge on the family level is almost always
underestimated. The absence of a consensus about a clear path
causes inaction.

Here is where Ms. Parker-Selby has dovetailed exactly with what
I am going to say. While she would be more valuable in her current
role, she has seized on the essence of the problem, the lack of a
clear message, the lack of understanding of public education about
the choices that are available, causes inaction, delays solutions,
and exacerbates the problem.

My fourth point is, it will take time and a very simple message
to chang the behavior and people's thinking and start to attack
this problem. For the last 10 years, we have built our franchise
around planning, which fundamentally begins with profiling the
needs and capacities of our clients.

The number one goal is retirement. The number two goal is e-du-
cational. savings. Because it occurs so much earlier in the life cycle,
educational savings is frequently the number one near-term prior-
ity. So, we are talking about the interplay between the dominant
goals that people need to save for.

As for the magnitude of the problem, as you yourself- mentioned,
Mr. Chairman, the cost of education and the amount of education
needed to compete is constantly on the rise, where a college degree
has replaced a high school education, as the entry-level criteria for
many good and financially adequate careers requires the need to be
both substantively strong and technology proficient continues to
raise the bar in terms of the cost of education required.

The first two points. are not news. We know that people care and
we know that they have a hard time getting a handle on the size.



Where we think we can add value to the discussion is in our behav-
ioral observations.

Educational savings today has no clear path, no clear, logical
progression for the manner in which savings should occur. Each
current choice has a neutralizing drawback. For example, the Edu-
cation IRA, a very clear step and a vy well-enunciated account
is simply too small for the complexity that it brings to the table.

The UGMA and UTMA type of custodial savings accounts,, there
are some tax benefits, but there is an inability to really target
those funds and they are turned over to an individual just at the
point in their life where they may be least able to exercise sound
judgment with regard to those funds. And, frankly, the amount of
administration that is required to fill out those annual tax filings
is not insignificant.

Unlike retirement savings which enjoys a well-tiered strategy of
401(k) or employer-sponsored type of plan provisions, :funding an
IRA, if there are ad iona savings to be done, there are tax-de-
ferred vehicles like annuities, for example, but there is a well-worn
path which people are aware of which is consistently trumpeted out
into the media, and people feel that they can step onto that path
and follow the progression without making unwise choices.

The current perception that a parent's choice will be an unwise
one or not the optimal choice causes inaction. This is where the
melding of Education IRAs and qualified State tuition plans can
create that path. We believe that enhancements can be made to
both programs that, when dovetailed together, create that logical
path.

If we solve that problem, as Ms. Parker-Selby pointed out, then
the financial institutions, including the banks, the insurance com-
p anies, the securities firms, will band together and rally around in
that kind of massive public education and advertising campaign
that we saw for the Roth IRA in 1998. But it is that type of con-
certed effort that brings public education and awareness to people.

I have specific recommendations that are included in my testi-
mony. Let me just run through them fairly quickly. I believe we
need to increase the Education IRA limit to at least $2,000, elimi-
nate the income limits for the complexity that the y lend without
necessarily the value, change the contribution deadline to conform
with other IRAs, and I also believe that we need to enhance State
tuition plans.

There is excellent work done by the State treasurers, Mr.
Graham, the college savings plan network group of the State Treas-
urers. But I would urge you to be careful not to diminish the pro-
gram.

An enhancement to the tax treatment of those structures should
be done in recognition of the size and scope of the problem, not re-
sulting in actual diminishment of the amounts that can be contrib-
uted to those plans.

That sums up my remarks. The balance of my testimony is in my
formal statement.

The CHmn~MAN. As I indicated, it will be included as if read.
Mr. McCARTHY. Thank you.
[The prepared statement of Mr. McCarthy appears in the appen-

dix.]



The CHARMAN. Now it is my pleasure to call on Ms. Garland.

STATEMENT OF ALEIS GARLAND, PROCUREMENT
COORDINATOR, H[EWLETT PACKARD, NEW CASTLE, DE

Ms. GARLAND. Good morning, Mr. Chairman and members of the
committee. My name is Alexis Garland. I live in New Castle, Dela-
ware, and I am a procurement coordinator at Hewlett Packard in
Wilmington.

HP is one of the world's largest computer companies and makes
other products, including test and measurement, medical, and
chemical analysis instruments. The company employs over 120,000
people and- had revenue of $47 billion.

Thank you for the opportunity to discuss the reasons my com-
pany and its employees would benefit from legislative action mak-
ing Section 127 a permanent part of the Tax Code.

Today I am telling my story, -but I am just one of over 5,000 HP
employees who has taken advantage of Section 127 to better them-
selves. Therefore, I am here on behalf of all those employees.

I graduated from high school in 1970. 1 wa's one of five children,
and college was not an expense my family could afford. So I started
my career working two part-time jobs. Of course, having no bene-
fits, I sought a better opportunty and was hired by ICI America
as a file clerk. Unfortunately, 3 years later my division was sold
and moved to Texas. I was unable to move, so I lost my job.

Staring unemployment in the face, I was lucky to land a sec-
retarial position with a small rental company. It was then, after
having taken a pay cut, that the importance of continuing my edu-
cation became crystal clear. I knew that a degree would give me
the edge I needed to advance. However, I could not afford the ex-
pense and assistance was not available.

Fortunately, I was hired as a clerk for DuPont. After the birth
of my second child and a number of years in my job, I decided it
was time to take advantage of the company's education assistance
program and to make my dream of a degree a reality. So in 1985,
at the age of 33, 1 began my studies.

Several years later, I found myself downsized out of DuPont. I
was given outgoing educational assistance and, for the next year,
I worked for a temporary agency and completed my associate de-
gree.

I was then able to secure a position at BT&D Technologies as a
customer service representative. The company offered educational
assistance, which I immediately used to continue college. Eight
months later, BT&D was sold, and fortunately the buyer was Hew-
lett Packard. HP offered excellent educational assistance and a
great opportunity for advancement, so I happily joined the com.-
pany in 1993.

Three years later, I completed my bachelor's degree. As I walked
onto the stage at Wilmington College, I thought abotth 0 er
I have spent attending classes, writing papers, and taking tests, all
in my spare time.

My son was 5 when I started 'my degree, and 16 when I grad-
uated. I had worked full-time, raised my family, and earned a col-
lege diploma. Obtaining my degree was not easy, but it would not
have happened without educational assistance and Section 127.



Yes, I missed precious time with my family, I gave up numerous
social activities, and I drove a car with over 150,000 miles to m~y
graduation. However, the benefit of building a better future for my
family far outweighed the sacrifices.

.Section 127 was in place during most of the years that I was in
college. I understood that, as long as I stayed within the dollar
limit, I would not have to pay tax on my educational assistance.
However, when Section 127 lapsed, I viewed the possibility of being
taxed on my assistance as a contradiction and a disincentive. Mak-
ing Section 127 a permanent part of the Tax Code just makes
sense, because everyone wins.

Last year, I was the successful candidate for a procurement coor-
dinator position. The new job moves me one step closer to my cur-
rent goal of becoming a commodity manager.

However, in speaking to my supervisor, I recently learned that
an MBA is; desired for the job. The thought of pursuing a Master's
degree is exciting, but may not be realistic.

As a single mother with a college-aged son, finances are tight.
The only way that I could even consider attending graduate school
would be with the assurance of educational assistance that in-
cluded tax exclusion. I don't think it would be easy for anyone to
give me those assurances today. I know all too well that change is
inevitable and that job survival is dependent upon continuously im-
proved skills.

Educational assistance and Section 127 are tools that can help
thousands of people just like me to succeed. Therefore, it is my
hope that Congress will make the educational assistance tax exclu-
sion a permanent part of the 'Federal Tax Code for graduate, as
well as undergraduate, level courses.

In closing, I want to thank Chairman Roth, Ranking Member
Senator Moynihan, and the rest of the committee for your hard
work. I will be happy to answer any questions that the committee
may have at this time. Thank you.

The CHAIRMAN. Thank you, Ms. Garland.
[The prepared statement of Ms. Garland appears in the appen-

dix.]
The CHAIRMAN. Now it is my pleasure to call on Ms. Hughes.

STATEMENT OF SHIRLEY HUGHES, SENIOR VICE PRESIDENT
FOR HUMAN RESOURCES, CERIDIAN CORPORATION, BLOOM-
INGTON, MN

Ms. HUGHES. Good morning, Chairman Roth, Senator Moynihan,
members of the committee. I am Shirley Hughes, senior vice presi-
dent of Human Resources for Ceridian Corporation.

Ceridian is a leading information services company, providing
services in the areas of human resources, research, as well as
transportation. Today I am here testifying on behalf of the Na-
tional Association of Manufacturers, and also the 127 Coalition.

First of all, I would like to thank Senator Moynihan and Senator
Roth for introducing legislation to make permanent the Section 127
tax exclusion for employer-provided educational assistance and to
extend 127 to cover graduate education.

The Senate Finance Committee has a history of support for Sec-
tion 127, and we thank the committee for the support of these pro-



visions last year. We certainly appreciate the opportunity to dis-
cuss the importance of Section 127, and the benefits to both em-
ployers and employees of reinstating graduate-level education and

maigthis provision permanent.
Ceridian has a history of providing tax assistance policy that

goes back at least 30 years. Certainly,, tuition aid has changed peo-
ple's lives. I would like to share with you just a couple of examples.

One is of a former secretary who started out in our corporate tax
department, a single mother of two children. She returned to
school, got her degree, and now she is a tax accountant in our cor-
porate tax department, and is also looking at pursuing an advanced
degree. She has been an employee for 20 years, and with very ex-
cellent service.

In one of our other businesses, Ceridian Employer Services,
which is our human resources and payroll business, there is a man
who started out in an entry-level technical service position. But he
was able to complete a college degree with the help of tuition as-
sistance, and toay he is the district vice -president of Client Serv-
ices.

Our testimony today can be summarized in one simple sentence:
making Section 127 permanent law and extending its coverage to
graduate education is a triple win. First of all, it is a win for em-
ployees because they are permitted to exclude tuition assistance
fom their taxable income.
It is certainly a win for employers because it enables employees

to acquire additional education and skills, and certainly to end -up
with more valuable assets. And it is a win for our country, for
America, because it helps raise educational attainment, which is
certainly a key driver of U.S. productivity and what is becoming
very much of a knowledge economy.

Though first enacted 20 years ago, Section 127 is one of Ameri-
ca's best investments in the future: 21st century skills for 21st cen-
tury jobs. We urge the committee to approve the Moynihan-Roth
bill, and we certainly hope that Congress will enact it.

Mr. Chairman, despite the necessity of higher education and
training, workers often lack access to educational opportunities.
Many employees who are receiving aid are in entry-level, lower
paying jobs. They cannot afford to pay for additional education.

As has been commented on earlier, the average age of the under-
graduate student has ver much increased. More than one-fourth
of all undergraduates today aike over 30 years old, and many of
them are supporting families. Tuition assistance is often the only
way people can afford to upgrade their education while continuing
to work and support families.

At one of our businesses, Ceridian Employer Services, approxi-
mately 10 percent of their domestic work force currently receives
tuition. assistance, and some $370,000 was provided to employees
last year. Although most companies' tuition assistance policies do
not provide 100 percent of the cost of education, it certainly helps.

The earlier stories of the district vice president for Client Serv-
ices, or the corporate secretary who is now- a tax accountant illus-
trate another benefit of Section 127. It allows employees to exclude
from their taxable income tuition assistance they receive for edu-
cation that may not be specifically job-related.



Section 127 allowed our tax secretary to pursue a degree that
might not have been considered directly related to her job as a sec-
retary, but certainly enabled her to have a better career.

Lifelong learning does not stop with an undergraduate degree. To
encourage employees to pursue educational opportunities, Ceridian
provides tuition assistance for a broad range of degree programs,
including graduate-level education. We believe that the education
level an employee pursues should not be limited by the tax treat-
ment of that education.

In closing, Mr. Chairman and members of the committee, I would
return to the beginning of my statement and urge that Congress
and the administration view Section 127 as an investment in 21st
century education and skills.

Congress needs to do everything possible to support the trend to-
ward educational partnerships for lifelong learning. Section 127 is
one critical piece among many public policy initiatives to promote
education and training. It helps employees learn, it helps employ-
ers have a work force that is competitive, and as a country it helps
us to be more competitive in a global economy. Thank you.

[The prepared statement of Ms. Hughes appears in the appen-
dix.]

The CHAIRmAN. Thank you, Ms. Hughes.
Let me play the devil's advocate for a moment. I look like it, too,

I know. Of course, Pat Moynihan and myself are enthusiastic sup-
porters of making 127 permanent.

But one of the criticisms we come up against is, well, basically
it is corporate welfare. If it is important for a company to have bet-
ter educated employees, they should pay for it. How do we answer
that?

Ms. HUGHES. Corporations, in addition to tuition assistance,
spend lots and lots of money in terms of training to help people
with new technologies, and training for current jobs. One example.
One of our businesses, Ceridian Employer Services, that I ref-
erenced had spent $370,000 in tuition aid, the same year, last year,
they spent over $5.2 million in training their employees. So I think
employers are.

The CHAIRMAN. Are contributing.
Ms. HUGHES. Yes, substantially.
Senator MoyNiHAN. Of course they ar6.
The CauRmAN. Ms. Garland, would you care to comment on

that?
Ms. GARLAND. Could you repeat the question again?
The CHAIRmAN. On Section 127, making permanent the tax in-

centives for a business to provide undergraduate and graduate
funding for employees, how do we avoid the charge that it is cor-
porate welfare? Please proceed.

Ms. GARLAND. All right. I do not think it is corporat46 welfare. I
think it is investing in their own company. Any time you can train
your employees to do a better job, you are also investing in the em-
ployee's future.

It makes the company more competitive, it makes the employee
more competitive for a job. When I am given a promotion because
of my degree, I am paying more taxes, so it stimulates the country



as well. It just makes is more competitive with other companies
and other countries to have the education benefits.

The CHAIRMAN. I strongly agree with you.
Ms. Parker-Selby, let me ask you this. You made a very eloquent

statement about how dificult it was to save money for education,
.not only for you, but for your children and your grandchildren. As
you plan for the future, how will the newly-created education sav-
ings incentives fit into you decision; how will the y hel you?

MS. PARKER-SELBY. Oh, they will help quite a bit. One way they
will help, is because we can not worry about having to have a lot
of money to even begin to save in this area. Like, with the Dela-
ware p lan, we can go as low as $50. I will go a little bit more than
that, but it is an incentive to know that you do not have to feel
that you have to just have lots and lots of money to begin saving
for college.

The ending of this savings will be worthwhile. Right now you are
looking at being taxed, but hopefully we can convince you folks that
we can go tax-free, and it gives us even more incentive to know
that that money will be there for the education of the children and
not have to worry about more taxes to be on that. I am getting
older and I will not be able to afford all of that.

The CHAImmAN. Of course, it will be built up through compound
interest, which is important.

MS. PARKER-SELBY. Yes.
The CHAIRMAN. Let me ask you, as a principal of a school and

as someone who interacts every day with parents, how knowledge-
able are they about these programs and what can we do about it?
What steps can we take to improve knowledge on the part of our
citizens?

MS. PARKER-SELBY. They are limited in the knowledge. They
maybe hear something about it, but they are not quite as in detail
about what it is all about. I mention it to people on my PTO, and
I have a very active PTO.

Some of them were saying, oh, is that so? I was basically talking
about what I would be coming here for. Everybody wants to know,
well, what benefits will we get, and will you have to pay more
taxes.

Those were the key words that I kept hearing. I think one of the
things that I have been involved in through the Higher Education
Commission is to make sure we begin to talk about the plans that
are available.

Now, they are offering opportunities for parents to have people
to come in, consultants, and talk at meetings. That is one angle
that I feel will be good. Also, a continuation of media advertise-
ments and TV types of advertisements to let people know these op-
portunities are there, because r it now people really do not know.

In fact, I have to admit, I am learning. If I were not on the com-
mission or not as involved out there with the actual types of edu-
cational opportuiies and programs, I would probably not know ei-
ther. Then I would be borrowing again.

The CHAIRmA. Well, you 'Make a very interesting suggestion.
Mr. McCarthy talked about media, TV. But you suggest that more
could be done thr-ough meetings.

Ms. PARKER-SELBY. Yes, I think so.



The CHAutMAN. Is much done in this wa ?Ms. PARKER-SELBY. Not yet. We are still fairly new with it. But
there is conversation that this type of information should be done
through meetings. I said PTO meetings, because that way I would
reach my constituency as far as the parents being involved.

I also, look at community groups, Kiwanas, Lions Clubs, and
other groups of that nature, to go out and spread the word, because
lots of grandparents are in a lot of those groups, retirees, and so
forth.

The CHAIRMAN. I think that is a very worthwhile suggestion, Pat,
if we get parent-teacher groups, for example, to become more con-
scious of these incentives. The earlier they start savings, the better
off we all are.

MS. PARKER-SELBY. Correct.
The CHARMAN. Mr. McCarthy, if I understand your testimony

about the importance of publicity and the importance of simplifica-
tion of the programs, how would you simplify these programs so
they are better understood?

Mr. MCCARTHY. Let me begin, Mr. Chairman, by saying, at our
firm alone, which we believe is fairly representative of the efforts
marshalled by other firms, we did 2,700 public seminars about the
Taxpayer Relief Act of 1997, ranging from 800 people in Detroit to
sometimes as few as 15 or 20 in a public library, or one of our office
conference rooms.

This type of education is critical to getting these messages
across. An advertisement, all it can do is spark interest and deliver
a very narrow, bulleted message. It is when you get people into a
room and are willing to have a 45-minute to an hour and a half
dialogue and discourse that you can really engage in some knowl-
edge transfer.

To your specific question, there are a number of things about
these programs, for example, the Education IRA that has a filing
contribution deadline of December 31. The rest of the IRA world
has an April 15 contribution deadline. Alignment of those rules
tends to make sense because there are times of the year when peo-
ple think about these issues.

Almost half of our IRA contributions, for example, come in the
first quarter of the trailing year, between January 1 and April 15
of the following year. It is when people assess their tax situation,
assess the money coming back to them in the form of a refund, and
so forth, that they are able to make these contribution decisions.
You want to capture that momentum during that time of the year
so you would align these rules together.

Quite frankly, with regard to any of these plans, the interaction,
for example, between the Hope and Lifetime Learning Credit and
the mutual exclusivity between the benefits of the Education IRA
and that 'do not seem to make a lot of sense and scare people off.
It is those linkages.

I think people feel, quite frankly, that if they are not home
watching C-SPAN 24 hours a day, that they aenot ging to com-
prehend the rules. Thus, whatever they do will not onlybesopi
mal and make them feel slightly foolish, they will get tripped up
later with a form or a filing that they forgot to do.



The CHAIRMAN. Let me turn to you, Ms. Garland, if I may.- First
of all, let me commend you for persevering and receiving your col-

The CHAIRMAN. Let me ask you this. As a working mother, could
you explain to us, what was the real-world effect of having a gap

iapplicable time period for the benefits of employer-provided edu-
cational assistace?

Ms. GARLAND. Well, for me it was the uncertainty of knowing
whether I was going to be taxed on that money. As a single parent,
I cannot afford to have that. I am not sure of the tax, but I know
it could be up as high as 45 percent, the bonus tax.

I cannot afford to have an additional 45 percent of my paycheck
just disappear. You have rent, you have kids to take care of, you
have bills. That uncertainty is very unnerving, to whether you are

gigto lose those additional funds or not.
Th~e CHIRMAN. Am I correct in understanding, as you look for-

ward possibly to getting aMaster's degree,, the uncertainty as to
whether there will be a tax advantage or not is a very negative fac-
tor in making up your mind what to do?

Ms. GARLAND. Yes. Because if graduate-level classes are not in-
cluded in Section 127, 1 do not know of any way I could afford to
go to college at this point in my life.

The CHAIRMAN. Well, we hope you keep proceeding.
Ms. GARLAND. Yes, I hope you do.
The CHAIRMAN. Senator Moynihan?
Senator MOYNIHAN. Mr. Chairman, I am just both moved and in-

spired by this testimony. In evidence whereof, I will try to be truth-
ful in some of the things I say, even if they are painful , about the
importance of the Section 127 measures which you and I are offer-
ing, and which you have been so kind to comment on.

The first thing, is to say that education policy is difficult to fol-
low in the United States right now. We pay almost no attention to
what 'we have learned by way of research. Most of the important
research on the subject was done in the 1960s. I was involved in
some of it, and so assert.

I will tell you, there is no heed whatever in the public pronounce-
ments you will hear in Washington, or most State capitals, and
right now at very high pitch. We have 40 years of careful studies
of the effect of class size on school achievement, and they invari-
ably find there is none. Yet, we know that smaller classes produce
better students. They also produce happier teachers, which is all
right by me. But do not say the other.

In 1990, under our revered former President, George Bush, a
meeting down in Williamsburg occasioned with the Governors, the
first time this sort of thing happened, we set out on the goals for
the year 2000. We said that'American students would be first in
science and math by the year 2000 in the world tests. There are
several eighth grade tests which are the best. Of course, everybody
is in school by the eighth grade, the 12th grade a little less so, be-
cause not everyone in every country is in.

Well, if you said the equivalent of "the United States is going to
be first in math and science for its eighth grade students for the
year 2000," in some other setting at a slightly earlier stage, you



might have been taken away as delusional, and possibly dangerous
to your associates. I mean, delusional. Then we formally enacted
the laws in 1994, I believe, the National Education Goals.

The latest returns-there will be a new one this spring-are i
the Third Annual Math and Science Study, n which U.S. eighth
graders ranked 28 of 41 countries in math, ad 17 in science. Yet,
we are still talking about being first, what, next year? In 304 days?

Now, there is a disconnect. There is a leakage of reality here.
There is nothing you can do about it. It is too late in my life. I have
tried for 30 y ears and have had no success of any kind.

But one thing we do know, is that Americans grow up on their
own, despite the school systems, and as adults begin to think, "I
could know more and could learn more."That is what employee
education assistance does.

It has an extraordinary grasp on reality Here is someone an em-
p loyer is prepared to pay money to send to school to get a higher
level of training and education, get a higher job and pay more
taxes, make us happy, and so forth, and so on.

We started this, in 1978. 1 was here. But we cannot make it per-
manent. What is the matter with us? I mean, are we lost to reality?
I am not haranguing you, citizens. I love you. But now we have a
proposal to add graduate school.

I think, Ms. Hughes, there are probably about a million recipi-
ents right now. We would probably get another quarter million in
the graduate area. We know it has returns, and we do not do it.
We keep putting it off, putting it off.

Does anybody have an explanation for this? If you say you do,
you do not. Do not say you do. But thank you for what you are
doing. Thank you for your testimony. We had better watch out.

What do you think the future of a country that is 28 of 41 in
math and 17 in science will be? Who is going to be here 30 years
from now at the top of these lists, whilst we are still saying we are
going to have goals for the year 2040? As I say, it is delusional.
I do not know any cure for it, but I do know we had better pass
this bill this year, sir.

The CHAIRMAN. I could not agree more strongly with you, Sen-
ator Moynihan.

Next on the list is Senator Graham.
Senator GRAHAm. Thank you, Mr. Chairman. I would like to ask

a couple of questions. Several have commented about the desirabil-
ity of extending these various Federal programs intended to en-
courage continued education to the graduate level.

I had a chance conversation on Monday with a very prominent
Floridian by the name of Henry Smith, former president of the
American Bar Association, who is now teaching at a Florida law
school.

He was saying that he was struck with the fact that so many of
the current generation of law students were interested in doing
something in the public service area but were restricted from doing
so because they had so much debt by the time they graduated that
they did not have any option but to try to take the best paying job
they could get, regardless of what their preferences might& have
been. That is just one implication to our society of the high cost of
graduate education.



I would like your thoughts as to what might be done, either
through expanding some of the existn programs such as the em-
ployer-based funding to graduate and professional education, or
making some of the -existing prepaid type programs available for
graduate education.

Senator MoYmAN. Could I say, to my friend that the bill we
have before us now extends to-graduate education?

Senator GRAHAm. Well, I am pleased to hear that. I would like
your comments as to, what are some of, the policy or technical
issues that we might need to think about if it is our desire to ex-
pand existing programs to the graduate and professional level.

Mr. McCAR'rHY. As a policy matter, the slate of opportunities
that are available right now, be they the Education IRA-well, the
Education IRA, for example, has a requirement that the account
has to be emptied out by the age of 30. As Ms. Hughes said, a
quarter of our undergraduate students today are over 30.

The competing priorities and the complexities of personal life
have become such that educational patterns continue to get ex-
tended outwards. As a result, you are going to be hitting graduate
school much later.

Graduate schools, in fact, want you to come back to them after
some real-world work experience so that your learning is leveraged
by the fact that you have had your feet wet in the private or public
sector.

So, as a result, for example, that, as a policy matter, does not
seem to make a lot of sense to me,, that you create an educational
vehicle and then it has _got to be emptied out, in effect with a pen-
alty, by the age of 30. So uncapping that, I think, makes a lot of
sense.

With regard to the State-sponsored tuition plans under Internal
Revenue C ode Section 529, those plans right now are generally,
under the full construct of the law, available for graduate edu-
cation. They, because of the higher contribution limits, hold out the
most hope of providing a solution.

Quite frankly, I talked a little bit about people underestimating
the cost of education. As you know, the need to become not only
proficient in math or science, as Senator Moynihan has said, but
to be technology proficient to correspond via the Internet and do
computer-based research and so forth, means that the cost of edu-
cation, just on an undergraduate level, is going up, and graduate,
exponentially so because of the level of sophistication.

State-sponsored tuition plans actually hold out the greatest hope
in that area. I would urge the committee, and I know that you have
taken a leadership role in bringing us to the point where we are
now, is while some people perceive the contribution limits as being
very high, in reality they are not, especially when you factor in the
kind of lifetime educational need, or the cost of providing for mul-
tiple educations within a family. I mean, I applaud the other panel-
ists for keeping their priorities fixed and solid and getting edu-
cational resources out of relatively meager means. But, in reality,
large families have this problem multiplied.

just saving for three children, in present value terms, equals
two-thirds of the cost of saving for retirement. So people are left
with these either/or choices. They either deplete their retirement or



they leave their children with what can be a very crushing debt
burden.

So I would urge that, in answer to a suggestion, if there is dis-
cussion about increasing. the tax benefits of qualified State tuition
plans, I think the overall size of the contribution limits should not
be the first casualty.

Senator GRAHAm. Thank you, Mr. Chairman.
The CHIRM'AN. Senator Grassley?
Senator GRASSLEy. Thank you, Mr. Chairman. I have got a cou-

ple of questions, but before I get to the questions I wold like to
tell my colleagues about some education tax incentives that I have
put in so they can consider them for co-sponsoring, and other
things.

First of all, Mr. Chairman, to say thank you to you for focusing
this committee's work today on this very important issue of edu-
cation and how the Tax Code can be used to help education, be-
cause wherever you go, or any polls you take, education is at the
highest level of concern of our constituents, I think, in almost every
State.

Last week, Senator Baucus and I introduced my bill to remove
the 60-month payment limitation on student loans, thus through
that bill expanding the interest deduction on student loans.

When I started that effort back in 1987 to restore the deduction,
there was not any limitation at that time. But we had revenue
problems when I finally got the bill passed 2 years ago, so we had
to place some limitations on'that deduction at 60 months.

Now that we are in a better position to return money back to the
taxpayers, one of the best and fairest ways I think is to provide
more and extended educational benefits.

Then Senator Graham, a colleague of ours on this committee, has
already mentioned, I have joined him in introducing a school con-
struction initiative. Our bill would expand the current and very
successful use of tax-exempt bonds. Tax-exempt bonds are the sin-
gle most important source of financing for State and local invest-
ment in public school infrastructure.

Tax-exempt bonds are efficient, they are popular with investors
and well understood. Because the Feeral Goernment forgoes tii-
tax revenue on interest earned by investors, the investors then de-
mand a much lower rate of interest and States and localities bene-
fit from that lower cost of capital.

Tax-exempt bonds are a better investment, provide greater and
more flexible assistance to the States,, and result in more schools
being built and repaired. In my State of Iowa alone, we had $600
million of school construction bonds issued just last year, and we

are a State of only three million people.
In the fiscal year 2000 budget, President Clinton has proposed

policy initiatives that would enhance and expand the use of the
Qualified Zone Academy Bonds. That is called QZAB, for short. De-
site this proposal's praiseworthy goals, its problems are pretty

deep-rooted. I think that any attempts to tinker with it or expand
the program are doomed from the start.

As a matter of fact, I believe only two issues of these bonds have
taken place. This underscores the fact that the program is not
working, and I hope that we can get something that Senator



Graham and I are proposing and get the administration to wake
up that their program is not working.

Next week, I am going to introduce the Omnibus Tax Relief bill
that will fix many of the problems that exist in taking advantage
of the Hope scholrship program and other educational tax bene-
fits.

I think, Mr. Chairman, we have a unique opportunity to provide
a broad range of educational tax relief to the American people, but
we are going to have to keep our priorities straight in order to ac-
complish it.

So I hope all members will join me in setting these kinds of
issues as our top priority as opposed to what some other people are
proposing, having some sort of an across-the-board proposal that
will end up eating up all the revenue and then prevent us then
from doing some of these targeted tax relief issues that the public
at large really want.

My first question would be to any of you: how do you respond to
the argument that tax benefits intended -to-reduce educational costs
actually give colleges and universities incentives to raise their tui-
tion because they know people will be able to afford the higher
costs of college? You do not necessarily have to agree that that ac-
tually7 happens, but that is an accusation that is made. And any or

all ofyou responding to that, I would appreciate.
M.HUGHES. One response I would give, Senator, is that if you

look at the tuition assistance that is provided to people, it does not
nearly cover 100 percent at all, what is being provided through em-
ployers. In fact, it does not matter. We looked at some State schools
in Minnesota, some other places, and in no way is it covering 100
percent. So that could not be some kind of incentivelor schools to
raise the fees.

Senator GRAssLEY. You are aware of the accusation though, sure-
ly.

Ms. HUGHES. Yes.
Senator GRASSLEY. Anybody else?
Mr. MCCARTHY. My feeling on that subject is the following. While

we do not have a lot of embedded learning from the Hope and Life-
time Learning Credits, because they are relatively recent cre-
ations-that was a brief statement.

Senator GRASSLEY. No. The Chairman always lets you finish
your answer.

Mr. McCARTHY. Thank you. There are a couple of facts that I
think are indisputable. College tuition inflati 'on remains a multiple
of general inflation in the environment. So we know, while college
tuition inflation has abated slightly from the higher levels of the
early 1990s and the late 1980s, we Low that it is still two to three
times what inflation is in the general population.

Senator GRASSLEY. Yes.
Mr. MCCARTHY. Tuition tax credits, which apply to a broader

base, dissolve some of the free market tension between the student
and the college. As the provider of the service, the college is rel-
atively sure that one of two things is going to come to their door,
somebody who is either able to pay their own way, or they have
got a tuition tax credit available to them from the Federal Govern-
ment.



As a result, while I cannot say with any proof that inflation re-
sults from that, certainly the desire to minimize and be more com-
petitive is somewhat dampened.

Other programs, the Education IRA, saving through qualified
State tuition plans, which are behaviorally based, put the incentive
and the power, the consumer purchasing power, in the hands of the
parent or the student coming to the school, so they mask nec-
essarily to the school at first what is available to be paid and, as
a result, encourage the school to be more competitive. Quite frank-
ly, they are out there competing for qualified students with not
only the other public institutions, but the private institutions as
well.

So behavioral rewards for savings--I mean, we know in this
country we have too low a savings rate as it is. I would submit to
you that that is a better way to go.

Senator GRASSLEY. Thank you, Mr. Chairman.
The OFLAN. Senator Conrad.
Senator CONRAD. Thank you, Mr. Chairman. Thank you very

much for holding this hearing. I think we are talking about some
of the most important issues facing our country and facing my
State, certainly.

I was raised in a family, raised by my grandparents. Education
was number one, number two, number three on the priority list.
The clear emphasis was, if you want to make the most of your God-
given talents, the way to do it is through education.

So I very much hope that we will pursue the issue that is before
us today with respect to tuition paid plans by employers, so that
those who are the recipients of that assistance do not wind up pay-
ing taxes on that amount, that we extend it to graduate students.

I think more and more, without a graduate degree, people are
not going to be competitive in this world economy. So it is critically
important that we prepare them and we make an investment in
their preparation.

I spoke last night to the Senate Youth Caucus, the program
sponsored by the Hearst Foundation. I talked to 104 young people
from all across the country, really the best and brightest who come
here every year under a program sponsored by the Hearst Founda-
tion. You could feel the energy and the dynamism in that room,
and you could feel good about the future of America.

Two youngsters sitting on either side of me from North Dakota
told me their big challenge is paying for a college education. That
is a big challenge for them. So I hope we pay close attention to
what we are being told.

I have got two children in private schools and college right now.
I can tell you, it reminds me a little of what they used to say about
George Washington. He had an unlimited expense account, and he
exceeded it. Sometimes I feel that way about what the costs of
higher education have become in this country. It really is astound-
ing.

I also turn my attention to I think what will be addressed in the
next panel, Mr. Chairman, which is the question of school construc-
tion. I wanted to make special mention of the challenges that we
have there, especially in Indian country. In our State. we have a



number of Indian tribes who have truly deplorable situations in
their schools.

I was at one just recently, and the school was designed by an ar-
chitect somewhere in the Southwestern part of the United Stattes.
They clearly had no idea of what a North Dakota winter is like be-
cause the heating system was inadequate. It was built on this open
classroom format, which is a disaster. If you are in a school with
a bunch of highly energetic young people and there are no walls
separating the classes? You cannot hear yourself think.

The heating system on one side of the school is 55 degrees, and
on the other side it is 75 degrees. It is an impossible situation. It
is going to cost $2 million to fix it. There is no money to fix it.

The President has proposed a bonding program that would allow
$25 billion, $400 million reserved for Indian school construction
across the count. We have got a backlog. We just heard a report
in the Indian Affirs Committee earlier this week. A $1 billion
backlog. Schools that need to be fixed. And I 'am not talking about
minor fixes, I am talking about truly deplorable conditions.

So I hope that we will pay attention to that issue as well in this
committee, Mr. Chairman. It is absolutely essential that we give
the tools for school construction and school repair to those across
the country who want to make certain that their kids have a good
educational opportunity.

I would just like to ask the panelists here, if you could sum up
in two sentences the message that you would want to transmit -to
people across the country with respect to this issue, what would it
be? If you had to boil it down-the reason I ask you that, is be-
cause that is what we have to do. If you want to get a message
across, it has got to be simple and direct. What would your two-
sentence message be? Ms. Hughes?

Ms. HUGHES. Educational assistance is absolutely vital for our
people, the American work force, to be able to be competitive Doaw
and into the future.

Senator CONRAD. All right. Very good.
Ms. Garland?
Senator MoYM4HAN. You can get a job with any committee in

town here. [Laughter.]
Ms. GARLAND. I would say, just to stay competitive within com-

panies, with each company, and throughout the world.
Senator CONRAD. All right. Thank you.
Mr. McCarthy?
Mr. MCCARTHY. I would urge every parent and grandparent to

take an hour to go to a public library and learn about the variety
of programs that are available. Informed choices are going to be the
key to making intelligent decisions and solving the problem.

Ms. PARKER-SELBY. I am saved by the bell.
Senator CONRAD. No, no, no.
MS. PARKER-SELBY. Basically, I would say we need to concern

ourselves with all children of all backgrounds and levels in this
country and make sure that, in order to keep this country the
strong country that our forefathers died for, that we do all in our
power to give them every opportnty possible financially, psycho-

logically, emotionally, what have you, to get them educated and let



them know that they are worth something, and they will keep our
country strong.

Senator CONAD. That is wonderful. Excellent answers. Thank
you very much.

The CHAIRMAN. Thankyou. And let me thank each and every one
of you for being here. YIour testimon y has been most helpful. I
think we all agree as to the importance of education. Education for
all of our children has to be our goal.

Thank you very much. We look forward to talking further with
you.

Mr. MCCUITHY. Thank you, Mr. Chairman.
MS. PARKCER-SELBY. Thank you.
Ms. GARLAND. Than you.
Ms. GARLAND. Thank you.
The CHAIRMAN. Well, our last- pael consists of three witnesses.

These witnesses should help us begin to understand the various
issues involved in school construction. I would ask all three wit-
nesses to please come forward.

Our first witness is Dr. Dennis Zimmerman, a specialist in public
finance at the Congressional Research Service. Dr. Zimmerman
will provide us with an economic and historical perspective on the
policy of increasing Federal financial support for what has histori-
cally been a State and local responsibility.

The next two witnesses have both had hands-on experience at
the local level. Bill Manning has been president of the Red Clay
Consolidated School Board in Wilmigtn Deaaefr*h at1
years. It is great to have you here Bil.

And Octavio Visiedo is currently an educational consultant,
working on public/private partnerships for schools. Until 1996, he
was superintendent of the Dade County Public Schools in Miami,
Florida.

So we will hear from the witnesses, now. We will start with you,
Dr. Zimmerman.

STATEMENT OF DENNIS ZIMMERMAN, PH.D., SPECIALIST IN
PUBLIC FINANCE, CONGRESSIONAL RESEARCH SERVICE,
WASHINGTON, DC
Dr. ZIMMERMAN. Thank you for the opportunity to appear before

the committee. I would like to submit my written statement for the
hearing record.

The CHAIRMAN. All statements will be included as if read.
[The prepared statement of Dr. Zimmerman appears in the ap-

pendix.)
Dr. ZIMMERMAN. The Federal Government, historically, has

played a minor role in financing public elementary and secondary
education. Most of its support appears as direct Federal spending
targeted to the disadvantaged and disabled.

The Federal Government also provides a relatively small amount
of indirect assistance through tax-exempt bonds. This support is
not targeted and reflects no Federal education policy objective. Its
adoption was attributable to a desire to avoid having different lev-
els of government tax each other.

Studies have suggested that more than $100 billion of invest-
ment is necessary to restore school facilities to good overall condi-



tion. In an economic context, budget constraints are a fact of life.
Our desire for both private and public consumption exceeds our
ability to pay for it. An assessment of the condition of State and
local capital facilities for any function, sewage treatment plants,
prisons, et cetera, likely would reach a similar conclusion.

Decision makers must assess which activity will provide the
highest value for marginal tax dollars. Perhaps local officials chose
the existing- less than good condition of education facilities because
they placed a higher value on spending for other State and local
services, or on tax cuts.

In fact, data on passage of school bond referenda and a compari-
son of real growth rates for bond volume, State- and local-owned
financed revenue, and school-age population suggests State and
local school facilities have fared well by receiving an increasing
share of State and local resources over and above what would be
necessary to accommodate increases in school population.

Of course, these data are averages and might hide a subset of
communities that find it difficult to maintain adequate school fa-
cilities due to concentration of the poor, concentrations of retirees,
high population growth rates, and tight State/local borrowing re-
strictions and/or super-majority voting requirements.

Four bond proposals have suggested ways to increase Federal fi-
nancial assistance' for school construction: the administration's
school modernization bonds, the extension of the spend-down pe-
riod for arbitrage earnings, the increase of the small-issuer volume
ceiling for exemption from arbitrage rebate, and the use of private
activity bonds for education facilities.

Due to time constraints, I will not describe each proposal but will
discuss their effects on the share of debt service costs borne by Fed-
eral taxpayers and compare their targeting to the education policy
objective expressed by the targeting of Federal direct expenditures.

Cost reduction. First, all of these proposals are designed to lower
the cost of investing in school facilities relative to investing in cap-
ital faciliti'es-or other public purposes, a powerful incentive to alter
State and local spending priorities, a role not generally played by
tax-exempt bonds. Tax credit bonds pay 100 percent of State/local
interest costs, compared to about 25 percent for traditional tax-ex-
empt bonds.

The two arbitrage proposals, assuming a 0.75 percent arbitrage
profit is earned, would increase earnings from one percent of the
amount borrowed to about 2.5 percent of the amount borrowed. If
combined with tax credit bonds, the percentage would rise from
about 2.5 percent to about 20 percent. Most jurisdictions, remem-
bering Orange County's experience, will be cautious in this regard.

Using private activity bonds might reduce the Federal- share of
State/local interest costs. Why use them? First, private activity
bonds require the issuing jurisdiction to hold a public meeting, but
they do not require a vote.

Second, the corporation might be a more efficient builder and op-
erator of the facility and might provide lease terms that cost less
than principal and interest payments on the debt.

Targeting. Half of school modernization bonds would target dis-
tricts targeted by the Federal Government's existing Federal edu-



cation spending programs. The other half, potentially, could target
other school districts.

The spend-down arbitrage proposal applies to all school districts,
the other proposal targets small districts. In either case, much of
the assistance would go to districts not currently targeted. Finally,
the private activity bond proposal targets high-enrollment school
districts. Much of the assistance would go to districts not currently
targeted.

;Tat concludes my testimony. Thank you for the opportunity to
discuss these economic aspects of the issue.

The CHAIMAN. Well, thank you, Dr. Zimmerman.
[The prepared statement of Dr. Zimmerman appears in the ap-

pendix.]
The CHAIumiAN. Now we will call on Mr. Manning.

STATEMENT OF WILLIAM E. MANNING, PRESIDENT OF RED
CLAY CONSOLIDATED SCHOOL BOARDv WILMINGTON, DE

Mr. MANNING. Thank you, Mr. Chairman, Senators. I appreciate
the invitation to appear here this morning. I have submitted writ-
ten testimony, and I will not read it.

My name is Bill Manning. I am a lawyer by trade. My passion
is making public education work, so for the last 11 years I have
been a member of the Board of Education for Delaware's second-
largest school district, and for the past 9 years I have been presi-
dent of that board. I have been active at the State level, promoting
a variety of education reforms, school choice and school charter
being among them.

My district is, one could say, a cross-section of Delaware, a cross-
section of America. Some Red Clay citizens are affluent, too many
Red Clay citizens are poor. The district stretches from the center
of Wilmington out to the Pennsylvania border, and includes, there-
fore, a variety of different kinds of neighborhoods, both urban and
suburban.

We have a large component of our population that is minority,
including large African American and Hispanic populations, so we
look very much like the rest of America.

We have the same difficulties with our capital program that
many other schools districts, I believe, are experiencing. Our new-
est buildings were built for baby boomers like me, so they are now
40 years old, at least. Those are our newest buildings. They are all
leaking. We have not set about to repair those buildings because
we have not had a capital program for many years in Red Clay.

In addition, we are a bit hoist on our own petard. As Red Clay
has begun to renew-public confidence and public education, and we
have got a long way to go but we have started down that road, we
find kids coming back to the system. So we are growing once again,
for the first time in several years, and we need new schools in addi-
tion to the need to repair the ones we already have.

We, like many other school districts, have gone out for referenda.
The first one failed. We were successful in passing a much less am-
bitious program, So we are settling in Re dClay. We are patching
roofs and we are doing things that have to be done, but we are not
nearly doing enough.



While Red Clay is very typical deorphi it is, I would
lik t thnk no tpical programmatically. Red Clay wasthfrs

district, and the only district in the State of Delaware, to charter
a school.

By the way, that school is doing very well. rflhe headlines a cou-
ple of months ago announced that that charter school now has the
mghest SAT scores of any public school in the State of Delaware.

We were the first school district to have district-wide choice.
More recently, we have come to an agreement with our teachers,

the first time in the State of Delaware this has happened, by which
our teachers agree to be judged based on the performance of their
children.

So we are committed to improving education in Red Clay, and we
are committed particularly to closing the gap between minority and
non-minority academic performance.

As you ponder the role that the Federal Government ought to
play in all of this, I would like you to include among your options
the diminution of that role rather than increasing it.

I say that for two reasons, one of which probably will not interest
you. I happen to be one of those folks who thinks that if there is
loose change rattling around in the Federal coffers, it should be
sent back to those who gave it to you.

More importantly, for today's purposes, I believe that one of the
most important things we need to accomplish in public education
is increasing accountability. It is now too easy to explain the failure
of the public education system by having those involved in it point
the finger at various different levels of government. As the locus
of decision making shifts from the schoolhouse to the district office,
to the- State House, and now to the Federal Government, it is sim-
ply too easy to hide.

My main message today is that those who are responsible for im-
proving public education need to be held at risk of the con-
sequences for failing to do their job. With various different levels
ofagovernment getting more and more involved, including the Fed-
era Government, that accountability is becoming More and more
diffused.

If you choose not to diminish the role that the Federal Govern-
ment plays in education, I would like you to at least consider
adopting as guidelines the provision of neutral resources, not pol-

iyladn tob deployed at the discretion of local officials like me,
those of uis who need to constantly be exposed to the risk that we
fail to do our jobs.

I have reviewed a variety of the proposals that will come before
you regarding school construction and my concern about over-regu-

lion gows a bit. For example, I see an initiative as part of the
administration's program only to provide construction assistance to
those schools that would not have been built without -such assist-
ance. In other words, not to supplement or subsidize that effort
that is going on right now. And you have heard Dr. Zimmerman
testify to the quantity of that effort.

Well, my own view is that you should not penalize districts that
have already bitten the bullet and are now engaged in a capital
construction program. There is nothing wrong with providing as-
sistance to them.



I have a few specific thoughts that I want to leave you with.
First, one of my passions is charter schools. Charter schools are an
interesting animal. They are not part of the regular system.

The regular system often regards those who promote charter
schools as the enemy. So, to the extent there are school buildings
lying around in America unused or under-used, one would think
that those school buildings ought to go to charter schools, but they
are not.

So, when you ponder the role that you might play in promoting
bricks and mortar improvement in public education in America,
please pay special attention to charter schools in America. I think
they are one of public education's best hopes for the future.

My second specific comment is that I would hope that the com-
mittee would look for revenue-neutral ways to assist local govern-
ments in financing school construction, particularly where those
ways can decrease rather than increase Federal regulation.

And my favorite example of this is a little-discussed provision in
the Internal Revenue Code, Section 149. It essentially says that
tax-exempt bonds cannot be guaranteed by Federal instrumental-
ities.

Then it lists several exceptions, and those exceptions include
Fannie Mae, Freddie Mac, and Sallie Mae, and the FHA, and the
VA. But for some reason they do not include the Federal Home
Loan Bank.

Now, the Federal Home Loan Bank is very interesting because
it is a AAA-rated institution. If it could be in the business of en-
hancing credit for those who are selling bonds in order to build
schools across America, it could be of real assistance.

Yet, for reasons that no one seems to be quite clear about, that
Federal instrumentality is not permitted to be in the market of
selling credit enhancement products. A change in Section 149 is im-
portant enough for our State's Governor to have written to this
committee a few years ago about that very change.

I would leave you, if you are looking for specific suggestions
about how the Federal Government, in a revenue-neutral way, can
assist, it is by permitting a Federal instrumentality which happens
to be a AAA-rated institution to sell its credit enhancement prod-
ucts out there in the market as school districts and other munici-
palities sell public tax-exempt debt.

Senators, thank you very much.
The CHAIRMAN. I would just say on that last point, the Senate

did enact legislation, but it got lost in conference. We will try
again.

Mr. MANNING. Well, I would only hope that it does not get lost
this time.

The CHAIRMAN. Thank you, Bill.
[The prepared statement of Mr. Manning appears in the appen-

dix.]
The CHAiRmAN. Mr. Visiedo?
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STATEMENT 'OF OCTAVIO J. VISEED0, EDUCATIONAL CON-
SULTANT, OV EDUCATIONAL CONCEPTS, FORMER SUPER-
INTENDENT OF DADE COUNTY PUBLIC SCHOOLS, MIAM, FL
Mr. VIsIEWo. Thank you, Mr. Chairman, members of the commit-

tee. I would like to begin also by thanking you for giving me the
opportunity to share some of my experiences, first, as a super-
intendent of schools of the fourth-largest school district in the Na-
tion.

Just so that you have a sense of the size of the district, at the
time I was superintendent we had 342,000 students, K-12 stu-
dents, and over 250,000 adult education students, with a budget
that exceeded $3.8 billion.

Now, in my current role as a local, private educational entre-
preneur, I guess, I remain a strong supporter of public education,
quite frankly, because everything that I have achieved is thanks to
public education.

My history with Dade County Public Schools began in 1961,
when I arrived in the United States as an immigrant from Cuba,
where I attended Citrus Grove Elementary as a fifth grader. It cul-
minated with my selection as superintendent at the age of 39.

In large part, I was selected to the superintendency because of
my success in dealing with the capital construction program that
I alluded to earlier as deputy superintendent.

At that time, that program was the largest capital construction
program in the history of American education. However, the depth
and breadth of the problems that plagued our construction efforts
were as substantial as the size of our program.

In Dade County, like many large urban districts, growth is fueled
by immigration. That creates an additional pressure on school dis-
tricts because these children need additional support in order to
achieve academic excellence.

During my tenure, it was not uncommon for us to receive any-
where from 10,000 to 12,000 new students to our school district
every single year, and most of those students had tremendous
needs. We had to teach them, first, how to speak English, and also
how to learn in their own language.

Additionally, these students brought with them a pattern of in-
school district migration that placed incredible pressure on the
school districts. Most of them would initially reside on the eastern
portion of the county, then as their parents would progress, would
start moving westward, creating incredible migratory patterns for
the district to adjust to, which also affected their learning patterns.

Meanwhile, our school system was trying to deal with this con-
struction program, trying to deal with the growth in a terribly com-
plex environment that was full of regulatory obstacles. Early in my
administration, I attempted to deal with those. Each of these regu-
latory obstacles created tremendous cost, time, and prevented effi-
ciencies.

Just to give you one example of that, early in my administration
I made a proposal to change the way design professionals and con-
tractors were selected. The school -board 'policy, in fact, gave addi-
tional preference to inexperience and limited the use of a prototype
of a new facility to only three uses.



This policy was absolutely creating some major obstacles for us
to overcome. The message there being, there are a lot of internal
regulatory policies that have changed that could assist us in i mple-
menting capital construction programs in a much more efficient
pattern.

Another issue that had an impact was the issue of site selection.
If you go to large, urban districts where there is not a lot of acre-
age, as it is in the case of Dade and Broward Counties, and you
have a requirement to build a high school that requires 45 acres,
it is almost impossible for us to locate those parcels and put them
together. So that was another regulatory obstacle that, if overcome,
could have allowed us to be more creative and have a different de-
sign in order to achieve.

What I would like to share with you is just two more points
which are very critical, and it is all detailed in my testimony. We
need to look for private/public partnerships. We have created one
in my new role today in Pembroke Pines, which is the first munici-
pally owned charter school.

We have been able to, through a public and private partnership,
create a workable, cost-efficient-which has cost us substantially
less to build that building and manage it, and, as a charter school,
utilizing the legislation that is available in the State of Florida,
and, in fact, we have achieved that. We are paying for debt service
and the operation of that facility for 95 percent of the operational
dollars that we get from the State.

Finally, as I see my time running out, I would like to encourage
the committee, having heard some of the testimony, to keep a cafe-
teria of options available to you. I think school districts like Dade
County, where you have such a variety of needs, I think some of
the proposals that are talking about some of the public/private fi-
nancing options are going to be of tremendous value to school dis-
tricts that have a whole variety of need. Like Mr. Manning said,
we need to give. school districts the options to utilize those if, in
fact, the need exists.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Visiedo appears in the appendix.]
The CHAIRMAN. Thank you very much, Mr. Visiedo.
Let me turn, first, to you, Dr. Zimmerman. A lot has been made

of a GAO report from a few years ago that declared a need for over
$110 billion of investment in schools. Now, accepting the fact that
there is some gap between perfect condition and current situation,
what does that number really tell us, in your judgment? Should we
be focusing on it?

Dr. ZIMMERMAN. Well, it certainly is a problem. The question is,
what is the magnitude of that problem compared to the problems
we have in the other many public services that State and local gov-
ernmients are going to provide? As I said in my oral statement, if
we did this for virtually any function they were responsible for-

Senator MOYNIHAN. What you would call opportunity costs.
Dr. ZIMMERMAN. Right. We would find gaps in prisons, in roads,

in highwas, hospitals, et cetera. The question really is, somebody
has to mae the decision, given that you have a. budget constraint,
limited tax dollars, where do we think we get the most value from
these things?



It is not at all clear to me that the State and local decision mak-
ers have necessarily been irrational in making those choices, that
they may have explicitly chosen, after due consideration, this level
of condition of schools as the optimal, for want of a better word.

In fact, the data that are available seem to suggest that schools
have fared quite well. If you looked at the approval rates for bond
referenda for public schools, they were about 66 percent in 1988.

By 1991, they had fallen to 50 percent. But they have risen
steadily since then and, in 1998, they were up to 67 percent ap-
proval, above what they were back in 1988 at the beginning of this
time.

If you go back and look at the real annual growth rate for the
last two decades of school bond volume, you find that it grew at al-
most an eight percent real annual rate. If you look at what the
comparable rate is for State/local own-source revenue, you find it
grew at about half that rate, at four percent.

That suggests that, in fact, schools are getting an increasing
share of the revenues available to the State and local governments
and taxpayers.

You might argue, well, that reflects growing school population.
But, in fact, over that period of time the growth rate in the school-
aged population was a mere' two-tenths of 1 percent. So, I think it
is a difficult thing to accept, going out and saying, how much do
we need relative to some perfect standard.

I think of it as, I bought my house in 1976, and I am sure if
somebody came by today and said, we want to evaluate the capital
condition of your house, based on today's standards they would
probably tell me that it requires about $50,000 worth of work.

Well, it just so happens, my wife and I are going to put $10,000
in this spring, but we are not going to put the other $40,000 in be-
cause we think we value the use of that money on other functions,
other activities, more.

I think that is perfectly analogous to the situation you see with
respect to school finance. The data that you see do not suggest that
schools have been being treated badly, on the average.

The CHAIRMAN. LI et me turn to you, Mr. Manning, on that point.
Now, you testified that in your school district, of which you are
president, that a school bond referendum was not agreed to ini-
tially. Then, later, it did pass, but it was less generous. Does that
put you in conflict with what Dr. Zimmerman said?

Mr. MANNING. Senator, no. While the experience in Red Clay
may be at ica a ccording to the data that Dr. Zimmerman has
brought to tis committee, I come, nevertheless, to the same con-
clusion.

So what I am saying is, even if Red Clay is atypical in that we
did have difficulty passing referenda and we did not pass a referen-
dum that permits new growth, I would still not ask the Federal
Government to bail us out. I think that it is very important that
communities are faced with the consequences of their schools not
being good enough.

If there are Federal programs running the growth of school sys-
tems, it is simply too easy to blame the Federal Government and
this regulation or that guideline for having inadequate schools.
Local communities ought to belly up to- the bar and~e faced with



the consequences of inadequate schools without the prospect of the
Federal Government coming to the rescue.

The CHAIRdmA. Let me ask you, Mr. Visiedo, do you have any
comment?

Mr. VISIEDO. I think my perspective is a little bit different. I also
concur -that I do not believe that schools have fared as poorly as
far as construction is concerned. If you looked at Dade County, you
would have looked at the kind of money that we had for our capital
program and you would have said it is substantive. I think the only
thing that that data does not reflect, however, is the pace of
growth.

Just to illustrate that point, when we did our bond referendum,
which was passed, we went school by school and analyzed the
needs for renovations and additions, and we projected into the fu-
ture, including some of the immigrant projections that we had.

The problem was that, during the late 1980's, early 1990's, when
the political situation in Nicaragua became so strained, we were
getting 100 new students every single day.

Areas that had been previously projected to have a modest
grwh0 l of a sudden became explosive, and a renovation that was

planned for that school no longer became a feasible alternative. So
plans such as the one that you re suggesting where we can go, and,
in fact, we had bitten the bullet. We had gone out and gotten our
own referendum.

But where these unforeseen conditions came up and we had the
ability to go and get some low-cost financing to help us on addi-
tions, because every one of those dollars that had been accounted
for over a 5-year period as part of the bond referendum, that was
a sealed bond with the community, that would have given us the
option to address. So I do not necessarily disagree with the conclu-
sions. I just think that certain school districts face unforeseen cri-
ses that have to be addressed, and options at our disposal would
be very important.

The CHAIRmAN. Let me ask you this, Bill. How important is fi-
nancing'! In other words, in deciding whether to go ahead or not,
is the rate of interest a key factor?

Mr. NMNING. I am going to give you two answers. School board
members, when debating whether to go out for a referendum, will
probably not be more incented to do that if there is a prospective
of lower interest rates because of some Federal program.

However, once that decision if; made, the decisions that you all
make can be of great assistance in keeping the cost of that capital
project to a minimum. You have a variety of ideas in front of you
now, some of which include no interest loans and essentially to
school districts because of the tax credit idea.

The Section 149 suggestion that I made a few minutes ago could
reduce the costs of publicly sold debt. So, you have an important
role to play in keeping the cost of that capital program down, but,
in candor, I cannot tell you that a school board member would say
yes to the prospect of building a new building, or no, depending on
what the interest rates were that day and what programs were in
place to reduce them.

The CHAHUMAN. Let me go back to your comments on accountabil-
ity. According to the Treasury's green book on the President's budg-



et, for a school district to be eligible for the proposed tax credit
bonds, the district "must demonstrate that a comprehensive survey
has been imdertaken of the construction and renovation needs in
the jurisdiction," and, two, "describe how the jurisdiction will en-
sure that bond proceeds are used for the purpose of this proposal.

I am going to ask both of you gentlemen. Dr. Zimmerman, if jou
care to comment, please do, too. What do you think of that an-

Mr. ANNNG.Mr. Chairman, I can see the regulations coming
now. I can see regulations about that thick. If I make a decision
to have or not have a capital expansion program and it is bent be-
cause I have to do so in a way that conforms to complex Federal
regulations, then I am not doing my job.

For example, the test that will ultimately be written into some
regulation that will enable me to identify my school building as the
building which would not have been built but for Federal assist-
ance, is going to be very, very difficult to apply. It also penalizes
those districts that have already bitten the bullet and attempted to
go and repair and renew their schools. There is no logic to that.

There also is a whiff running through the administration's pro-
gram that these resources that you may have at your disposal will
be disproportionately spent based on policy judgments made here
at the Federal level rather than the judgments that I have to be
accountable for back in Red Clay. I d~o not think that is a good idea,
either.

The CHAiRmAN. Thank you.
Mr. Visiedo?
Mr. VISIEDO. Mr. Chairman, my suggestion has a little bit of a

different twist. I agree that it is critical for school districts and
schools to be as free of regulatory obstacles as possible. That was
part of our problem.

By the same token, I acknowledge the fact that, if we create an
environment that incents-and I recognize that is a sli )pery slope,
but if we create an environment through some Federa initiatives
that incents school districts to prove certain levels of efficiency be-
fore they access some of that money in order to be accountable. I
think reasonable people can reach reasonable conclusions. I think
you can achieve something like that.

I would not expect the Federal Government to make some addi-
tional dollars available to a local school district without having to
be accountable for it. So I think we could probably (10 that. I have
the same caution as Mr. Manning about not having the Federal
Government sort of take over and create another series, because I
have lived that environment.

But, by the same token, it is doable. I experienced that first-hand
after Hurricane Andrew, when we had a grat deal of support from
the Federal Government in that area and there was a lot of regu-
latory compliance that had to take place. But it was worth every
dime because we had money at the time that we needed.

Let us not lose sight of what we are doing here. We are trying
to create a better environment for children to learn. And if some
regulatory compliance comes along with that, I think at the end of
the day, that is what the whole purpose is all about.

The CHfAmMAN. Dr. Zimmerman?



Dr. ZIMMERMAN. I would say that regulation usually. is- the vehi-
cle by which the Federal Government is attempt to implement
its targtn opliybjectives. So it is not like eigo oiyo ,if they are done
well, that they are not accomplishing anything.

In relaxing them, basically one has to look to see if we are sac-
rificing anything in terms of our Federal policy objectives by relax-
ing the regulations. That is an empirical question in each particu-
lar instance.

Mr. MANNING. Mr. Chairman, may I supplement my answer?
The CHAIRMAN. Yes, please.
Mr. MANNING. I failed to point out that, even if Federal assist-

ance is absolutely policy neutral, I still have a host of regulations
with which I must comply if I want to build a building in Delaware
because I have the State government to contend with, and its regu-
lations are complete, shall we say.

So it will not be the case that, if Federal assistance is offered on
a very neutral basis, that school districts like mine will-be unre-
strained in what we must prove before we embark on a capital pro-
gram.

The CHIRfiMAN. Senator Moynihan?
Senator Moyl~~iIA. Thank you, sir. Thank you again for wonder-

ful testimony. Dr. Zimmerman's note about the eight percent
growth is very impressive, indeed.

You do not have to answer this, but I think you are right that
we are talking about regulatory matters. What confidence would
you gentlemen, as educators, have in the regulatory wisdom of a
government that, in 1994, said the United States will be first in
mathematics and science by the year 2000? Would you say these
are people with a hard grasp of reality, to be depended on to know
what you need?

Mr. VISIEDO. Do you really want us to respond to that? I lived
those regulatory times. I think, clearly, there is skepticism at the
local level in school districts. There is no question about that. So
I think the legitimate answer to that is, there would be some legiti-
mate skepticism there. I think, however, and forgive me if I am out
of line with my own personal opinion-

Senator MoyNIHAN. That is what you are here for, sir.
Mr. VISIEDo. There are some legitimate, very critical nature

problems that certain school districts have. In some cases, they are
caused by themselves. In that case, I have a smaller tolerance level
for them. But in other cases is what I experienced personally, be-
cause of immigration, that there was a very serious human need,
and assistance at that point in time would have been welcome.

Senator MoyNiHAN. But regulation? I do not know. You do not
have to answer that. In 1977 in this committee we introduced the
Tuition Tax Credit proposal, which would have enabled the growth
of things like charter schools. Senator Packwood and I, you, sir,
and Senator Dole. It passed the House, and almost passed the Sen-
ate, but doctrine got in its way. The underground currents of doc-
trine here are so powerful, yet we do not even know about them.

I want to raise a question and a point that I think is sometimes
missed. Mr. Manning, Mr. Visiedo, your school boards are elected,
are they not?

Mr. MANNING. Yes, sir.



Mr. VISIEDO. Yes, sir.
Senator MOYNIAN. Do Democrats run against Republicans?
Mr. MANNING. Not knowingly.
Senator MOYNIHA. Not knowinglIy.
Mr. MANNING. In my county, they do not. It is not a partisan

thing in Delaware.
Senator MOYNIHAN. Yes. We have in this country a parallel gov-

ernment called school boards. It is one of the most extraordinary
things. I think of myself, from New York. And our counties upstate,
our actual districts, the school board election takes place in May

-so it has nothing to do with the general elections for party posi-
tions, the government positions, the other government, in Novem-
ber.

People put together parties called The Better Reading Party, or
things like that. But they serve without pay. They have the awe-
some and singular power of government, which is the power to tax.
They do it wonderfully well.

It seems to me we do not inquire enough about, how does this
happen. If we got something like this that worked so well, I do not
know, but I think it is singular in the world right now. Is there
anything like it anywhere else?

Mr. VISIEDO. I do not believe so.
Senator MOYNiHAN. Sir?
Mr. MANNING. We have a system very much like you describe.

We are anticipating elections this May. They are bipartisan, in the
sense of Republican and Democrat. My salary is exactly what you
describe: zero. It was very nice of you to point out the nice things
about that form of governance.

Now that you have done that, I have to say, though, that those
of us who have been at the helm for the past 30 years really have
not done as good a job as we should have. And when you asked
your question about what I think of a government that just an-
nounces that, by fiat, we will achieve this- level of performance in
math and science in a very short period of time, realizing that the
fact is that we are woefully behind, as we are, I would at least con-
gratulate that government for setting the standards high, because
one of the things we have not done ,in public education is raised
the bar nearly enough. So, it may have been an unrealistic goal,
but at the same time, under the guise of setting realistic goals for
public education we have often set the bar too low.

Senator MoYNiHAN. Could I just say, Mr. Chairman, and I do not
want to trouble these able people, but I was one of those who nego-
tiated the agreement with what was then the U.S. Catholic Welfare
Conference that brought about the Elementary-Secondary Edu-
cation Act of 1964, which, as you will recall, was Federal aid to
education as the baby boom entered the first grade, and such.

We had a solemn understanding that private schools would share
in Federal aid, and they never got a penny, excepting for those
hapless children who are led across the street to a trailer where
they can learn mathematics without being infected by Papish doc-
trine, or whatever. I say to you, Federal aid, yes. But we have to
be very careful with the restraints we put on because they are ideo-
logical, doctrinal, and hidden. You do not have to agree, but I think
you recognize that.



Mr. MANNING. I think there is an amen coming from this end of
the room.

Senator MOYNiHAN. Careful about amen. [Laughter.] Thank you
very much, Mr. Chairman. And thank you, gentlemen, very much.

Mr. MANNING. Thank you, Senator.
The CHAIRhmN Senator Graham.
Senator GRAHAM. Thank you, Mr. Chairman. I would like to

make a couple of comments before asking a question. Dr. Zimmer-
man talked about the fact that, at the State and local level, judg-
ments have to be made and priorities set as to how to allocate
scarce resources. I think we learn some lessons over the past few
years in the area of transportation OuPolauSntrMy
nihan, helped educate us tere as he has in so many other areas.

That is, that, one, we were systematically under-funding most of
our transportation infrastructure, and we have seen the results of
it. We see the results of it in overcrowded interstates, we see the
results of it in the decline of our mass transit systems, so what we
are seeing in schools may be an equitable allocation of inadequacy
vis-a-vis other areas of infrastructure.

The second thing that Senator Moynihan helped us understand
is that one of the fundamental facts that has to be recognized is
that financing infrastructure, whether it is transportation or
schools, through the traditional methods is probably going to be a
prescription for continued inadequacy. In the 1991 Surface Trans-
p ortation Act, he included a provision that set up a commission to
look at innovative ways to finance transportation.

In a very short period of time, that has resulted in State infra-
structure banks, which are allowing States to multiply their Fed-
eral highways funds, a whole raft of other creative financing which
you can see one result of on the road from here out to Dulles Air-
port. So I think that we have got to think outside the box, unless
we are prepared to accept as a permanent future inadequate public
infrastructure.

Thus, I am intrigued with what Mr. Visiedo is doing in terms of
some creative applications of a public/private partnership to edu-
cation. It seems to me that this is also important, as we are begin-
ning to look at schools in a different way. My own definition of a
school is a physical place in which activities that enhance the de-
velopment of children and their families take place.

Education is the primary of those activities, but not the exclu-
sive. There are other things that are important for the development
of children that can be accommodated effectively at that physical
place called a school, such as after-school programs, health pro-
grams, and other things that are important to families and chil-

We are seeing schools being established in the workplace. In the
county in which Mr. Visiedo and I live, one of the largest insurance
companies now has on-site a primary public school.

We need, at the Federal level, it seems to me, to at least not be
a barrier to those kinds of things by having non-doctrinal and non-
status quo oriented ways that can be accessed by State and local
government to push the envelope of creativity.

So with that background, Mr. Visiedo, we did not have the access
to private activity bonds when you were involved with the Pem-



broke Pines school that you described in your opening testimony.
Does this indicate that we do not need this particular form of fi-
nancing, that you can accomplish this without it? Or how would
private activity bonds have assisted you at Pembroke Pines; how
might it assist you in other school construction projects?

Mr. VISIEDO. Senator, I think it would be a tremendous bonanza
to the kind of work that we have achieved in Pembroke Pines. I
think, for purposes of the committee, I would like to explain that
the partnership with Pembroke Pines is between our company,
which i's a private company, the City of Pembroke Pines, which is
a municipality, and the local school board. What we have done, is
we have literally constructed a brand-new, State code-compliant el-
ementary school, and are currently finishing a middle school.

Next year, we will be building a 1,200 seat high school, along
with a regional county library and a Broward Community College
complex, all through a public/private partnership for less cost per
square foot and per student than I was ever able to achieve
through the Dade County schools, or even Broward County schools.

One of the reasons we have been able to do this creative ap-
proach is because the city of Pembroke Pines is a growing city and
as good capacity for borrowing and paying debt service, and we

have worked that.
However, a lot of other municipalities could help the local school

board create these educational institutions that the Senator de-
scribed and relieve school overcrowding at substantially less cost
per student station if some of these things were available.

I would think, Senator, that probably a whole variety of munici-
palities through the State of Florida would avail themselves. Right
now, the City of Kissimee is in the process of doing that and we
are negotiating with them. If, in fact, that would happen, and they
are looking for financing options, that may well be a very viable fi-
nancing option for that city.

Senator GRAHAM. Thank you.
The CHAIRmAN. Senator Nickles.
Senator NicKLE~S. Mr. Chairman, thank you very much. I appre-

ciate your having the hearing. I apologize. I just got in at the last
part of it.

Let me just, Mr. Chairman, say from the outset, I have strong
reservations about the President's proposal on school financing
with tax credits.

Let me ask the panel. I am not sure who to direct this to, so I
will just open it up. Is there any restriction right now? Right now
you can build schools with tax-exempt bonds. Are you able to do
that? Is there a restriction on that? Is there something that is
keeping you from doing that? Yes, Mr. Manig

Mr. MANNING. The hurdles that I would have to climb over in
order to build a school include, first of all, persuading the citizens
of my school district that they ought to raise their taxes to service
the debt that I am about to incur to build that building.

But, even before I do that, I have to travel 45 miles south to
Dover, our State's capital, and go through a very prolonged and dif-
ficult process to convince people who do not care about my district
any more than any other citizen outside of Red Clay that they
should let me build a school building. So even before I begin to



imagine whatever Federal regulations push the question one way
or another, there are a series of hurdles that I have to climb over
in order to build a school building.

Senator NICKLES. But if you have local support you could build,
basically, with existing financing and tax-exempt bonds.

Mr. MANNING. Yes.
Senator NICKLES. The President's prop osal would say "in tar-

geted areas." I do not know if yours would be one of those targeted
areas. I do not know if my State would even qualify as a targeted
area. Maybe some areas would, and some areas would not; the Fed-
eral Government would decide.

But it would replace the tax-exempt bond financing with the tax
credit, which basically, instead of having the school district pay the
interest on that bond, it would have the Federal Govermet. You
would get an interest-free loan, thank you very much, courtesy of
the taxpayers, and the taxpayers who purchased these would get
a tax credit. Is that right, Dr. Zimmerman, something like that?

Dr. ZIMMERMAN. Yes. At the moment, typically, a. tax-exempt
bond provides about a 25 percent subsidy or payment of State/local
interest costs, but the tax credit bonds would provide 100 percent
subsidy of the interest costs.

In terms of, are there any restrictions on the ability of State and
local government to issue bonds, traditional governmental bonds as
the Tax Code calls them, there is absolutely no restriction in the
Federal Tax Code on the ability of State/local governments to issue
an unlimited amount of bonds for public school finance.

The restrictions, as was emphasized, tend to, at the State/local
level, have ceilings on the amount they can borrow. Oftentimes,
ceilings that were established at a time period that is not particu-
larly relevant to today's modern economy. They may have super-
majority -voting requirements, they have to go down and see the
State. But those are not Federal restrictions, those are State and
local restrictions, over which Federal jurisdiction is not present.

Senator NICKLES. I appreciate that comment. I might mention, I
have talked just recently to the Governor of Nevada. He said they
were doing a lot of school building. A lot of school building. And
they are doing it basically under the existing tax-exempt proposal,
and it is working. He said, we do not need these tax credits. To in-
crease the subsidy, basically, from I guess, you said, an average
around 25 percent to make it a 100 percent tax credit, I hnis
a serious mistake.

Mr. Chairman, I just wanted to let that be known. The President
has a $11-some billion proposal that I think is draconian in its out-
reach, plus the qualifications. As I said, I do not know if my State
has areas that would qualify or not.

So, again, we would have the Federal Government deciding, well,
this area qualifies, so you are going to get a tax credit, a 100. per-
cent deduction, basically, off y our taxes for this income, for holding
this bond, compared to the existing tax structure we have nation-
wide, which is fair, which is locally controlled, that gives people a
deduction on interest from Federal and State.

To me, the present system is much more equitable, much fairer
across the country. To go into this tax credit with the expense that
is involved, I think, would be a serious mistake. So, I wanted to
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let the Chairman know that I think the President, in this case, hasmade a serious mistake.

I appreciate our panelists, and apologize for being a little bit late.The CHAIRImLQ. Well, thank you very much, Don. I particularlywant to express my appreciation,' and the appreciation of the com-mittee, for the excellence of your testimony today.I am sorry that other things prevented you from hearing it, Don,because Dr. Zimmerman made a very excellent presentation of thecurrent situation. We are, indeed, indebted to the other two gentle-men who have devoted so much of their time and professional lifeto probably the most important problem we have, the education ofour children.
Thank you very much. We hope to keep working with you as thislegislation proceeds.
The CHAummA. The committee is in recess.
[Whereupon, at 12:18 p.m., the hearing was concluded.]



APPENDIX
ADDITIONAL MATERIAL SuBMriTED FOR THE ]RECORD

PREPARED STATEMENT OF HON. KENT CONRAD
Mr. Chairman, I commend you for turning so early in this session to the impor-tant issue of education tax incentives. It illustrates the consensus that has devl-

oped around the notion that we have an obligation to help state and local govern-
ments modernize schools.

Rural communities and Indian reservations, which are major concerns in a state
like North Dakota, have special problems when it comes to schools. The Administra-
tion's proposal to provide $25 billion in school modernization bonds recognizes these
unusual concerns by allocating ha]! of the bond authority to the 100 school districts
with the largest number of low-income children and the other half to states based
on the Title Iformula. In addition, $400 million in bonding authority would be set
aside for the construction of facilities on Indian reservations.

In 1995, the General Accounting Office estimated that it would cost more than
$112 billion to upgrade the elementary and secondary school facilities across the na-
tion. The GAO study also examined every state in order to estimate the number of
facilities in need of repair. In North Dakota's case, the study reported that 88 per-
cent of the schools were in need of an upgrade or repaIr

Dr. Wayne Sanstead, North Dakota's State Superintendent of Schools, told me in
a letter- earlier tis week that the cost of Making the state's public school facilities
state-of-the-art would be approximately $420 million. In the context of the current
North Dakota economy, that is a huge expenditure. I am submittn for the record
Dr. Sanstead's letter and a summary of a facilities report conducted for the North
Dakota Department of Public Instruction.

With respect to the particular concerns of schools on Indian reservations, te Ad-
ministration's budget request includes founding and bonding authority for the Indian
School Construction Bonding Initiative. Under that proposal, nearly $400 million in
zero-interest bonds would be authorized for issuance over a two-year period. Tribal
governments would issue the bonds, and bond holders would receive tax credits-
not interest over the life of the bond.

The fact is that tribes in the Dakotas are unlikely to have enough money to back
their own bonds, and it is unclear at this point ifany Dakota schools will be on
the new school construction priority lit. However, the bond program may prove use-
ful if it helps speed up construction of the schools on the priority list.

Mr. Chairman, I look forward to working with you to help ensure that the com-
mittee's consideration of education tax incentives takes into account the critical
needs of both rural communities and tribal schools.
Attachment.
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Dear SeuMor Comrad;

l Am writing thisua a (oilow-up, to ow recent conversation concerntng the Senate Finance
Commatee's plans oonduct owiop regarding ttading for school nuodernizafiti.

Imam attaching the excutive sway of aschoolf- fcltie vembory completed by the
Deporuneit of Public Jnstuetio with assistance from the Ba Waow Company. 7he
study was done in the fall of 1994 and the report was issued in January of I9"S.

While some school constrouto has taken place sice that time there is o meaon to
beliv e. h w she er assumptions outlined in the ecutibve vAnmay abotNorth
Dakota's needs fiii school building rnovation and uppading have changed aigoicantly.
As the executive summary indicaes the total proected costs to bring North Dakotas 453
public school facilities up to state-of-tha-eat facilities would be appoximately 5420
million or nearly one ad'llion dollas per building.

Our sail rural North Dakota school districts: in particula have extensive and potentially
expenv school ravaion needs which have beesi consistently deferred because of
budget constraints dms to fluctuations of our agricultural ecosoty and thet impct of
inicam & nwg enrollnmt which Autihor erodes school districts funding base.

Even an thosn few circumnstances where smm of these rural districts consider
consolidation school reniovation, would stUi be needed. In fact, consolidation that appears
to be require Pa so- rural ovea to sustain school progras will in turn require
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Clearly. North Dakota, and in this came epecially natal North Dakota would bemit from
federal financial assistance for school renoovation and construction.
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In addition, Noufh Deboa's Natiw American rmsrverlm school we in some caim in
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provam is om adequate =Ad no availabin ma dmal fashion. These diutiew woul "ls
I n-'; from a gass adera inuson in the aa of shool coaamuwosad renovation

In rim I am encoutaged and suongly support Your eft"fo rams this Souce of findingto hep om hard-pressed agicultral Areas. If I cmn proild Muter information orbW of
advocacy eavance in dhi coapeamna effort please do not hsaft% to contact m at
any iat

I look forwrd to visitin wt you and yornstff h I oace again preside ovar Council
of Chief Stats School Officers Legislative Cominufc delibabons on March 15 anid 16.

Dr. W"y (0. Smatead
stuna Superintenen
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North Dakota Department of Public Instruction

Executive Summary

This Facilities Report is-intended to prvide the North Dakota Departimnt of Public
Ynsueion with current as well as hsmc data on public school facilities within the Stat.
T7he information contained in the; report a based on siuvay results submitted by the Wu=rrcz.
There wre eleven districts, Listed at the end of Section 1, which did not submit survey formas.
The survey forms were developed by Baton Malow Company and distributed by NDDPL

Content
The report has been divided into four sectons to provide a variety of information. The
Sections, with a brief description of contents, are as follows:

" Section 1 Schools listed sequenially by identification number. county/
district / pAOL

" Section 2 Schools listed alphabtially by Ditrict showing enrollments and
prade levels within the school.I

*Section 3 Schools listed alphabetically by District with the building area and
dame of coustnaction of the original building andi later addices.

-Section 4 Schools listed alphabetically by District with "broad brush" budget
costs for renovationstuiaintenance work in the following categoies.

-Site Work Paving, $sli ghting. etc.
DuIldingf Etaiar windws, eamunm dom. .ador wals
Roofing 0 M Mn
Handkaeds Accsblliy tMkm iaa biakin founs, Olevuion etc.
Teaching Amu clarooms, science labs mimm owe.
Nfoi-Tesching Amuu %A~ldrn, toilet room&, Me& cenur. ae.
IIVAC g,.tsbmdtng oquipftmnt and pipg, exhaust sysanu
Plumbing Systea pl figthor and pipng
Elecaica Swvica a wssia avice capaity ad &sisbudwo
elomuica sysms PA. clock ad fire alom 5ytM

Some highlights, of the total survey include the following.

" There axe 246 districts in the State, including the eleven ace-reporting Districts: 181I
of those district have only on school building.

" The total suare footage of reporting buildings is almost 22,000,000 s-f. contained in
434 buildings. Nearly 38% of the total square footage, aproxvImaeY 8,250.000 S..
is contained in the ight largest school districts: Bimck Dickenson. Fargo, Grand
Forks, Jamesxown, Mmnot, West Fargo. and Williston.

" The total budget for renovation/maintenance work is apoi mately S420,000,000 or
nearly $ 1,000,000 Per biding.
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North Dakota Department of Public Instraction

Executive Sumnmr

fluldn. geBreakdaym Snmmarv

As can be expected, in the nearly 22,000.000 s.f. of facilities space, the age of the buildings
vanes greatly. The square footage; area of buildings, pouped by periods of construction. bas
been listed to show a "feel" for the age of the buildings. The periods of construction
indicae are in twent yea. irmzents, The building additions are considered indpendeto of
the original building construction to more accurately refleti h aofte consmiction i
relation to the overall area. The age breakdown of the eight lagsI itit manrioned above
are also shown. The square footages have been rounded off.

D&V.IAge of' SeaET. Few eftijf sighs Diswoct Iwcteng of
C*XaraajgLa Lu't'T LLtretZ~

1900- 1925 1,675,000 7.6% 00006.0%
(over 7O yrs. aid)

1926- 1945 1,620000 7.4% 530.000 6.4%
(5 1.70 Year old)

1946-1965 9,115,000 41.7% 3,045,0 36.9%
(31-.50 years old)

1966- 1985 2,370.000 10.5% 2.375,000 23.35b
0 1.30 yewrs old)

19866- Psese 6,825,000 31.2% 1AW60000 20.1%
(0.10 yeaws old)

portable uses200 1.2% 139-000 1.7%

21,30,000 8,250.000

R~nwalmi~~mtnace Cost Devulopmeni

Sections 1. 2. andj are merely arrangemett of inforinstion provided on the survey forms.
The Section 4 budget coats were developed in a methodical and consistent way but are very
"broad brushi" due to the limited amount of information provided by the surveys. The
standards and unit cost used to develop the budget costa are included at the end of this
section. Following is a brief synopsis of the key elementS and methods used to develop fth
budge( costs.

*Space within the buildings have been assumed to be of uniform size for echb space
resaailes of whether the school is an elementary school, middle school, high schooL
or other grade structure building. For exae regular classrooms have been
considered as 800 s.f. ach Si'mila space stndrd wr established for all spaces
on the survey forms.

*Unit coats for each typ of work were developed. A single cost for complete
retiovmnon of each specific space (i.e. classrom, media center, toilet room. etc.) was
developed based =n the total spee site. Some items, suich as roofing work are based
on squa foot costs.



North Dakota Deparument of Public Instruction

Executive Summary

* The survey forms provide the schools' rating of the area or specific item based on a 0
(No Work Required) cc 3 (Total Renovation/Replacement Required). The unit costs
described above are based on'& 3 rating for that particular item.

" The cost of a particular item is proportionate to the rating for that item (i.e. a 3 rating
requires 100% of the tdctal replacement cost while a I rating requires only 33 % of the
replacement cost). Roofing work for example would be the area of the roof times the
roofing square: foot coat tim the rating factor. Thm cost for classrooms renovations
would be the unit cost for complete classrom renovation times the number of
classrooms times the rating factor for the classrooms.

" Mechanical and electrical costs are based on square foot costs for the entire building
are since fthse systems serve the entire building. The lighting renovation costs are
included as a portion of the spece renovation costs.

Listed below are the standard room renovation cost and building system unit costs used in
developing the Renovation/Maintenance budgets, The totals for each particular renovation
were combined with similar items to fall into one of the tort work categories identified above.

'Space
clawrom (including equlpmma and lighting)
science room. (including eqipet and lighting)
art roam (including eup ntand lighting)
home c.dvocadonal roam,
mulic room

-~admizdsaadoa~caimselac space
aym
caftimia or muli-purpoes room
kiben
toilet rooms
conidois (25% of uiding arm times)
auium (numbe of Meats tins IS s-fisw)

Site paving (a-me af spaces tiuS 4W0 sLf/pae)
uito et NWhl aied equipmn

Geavarr (if mult-floor building)

t rooms
roofing
building eauoes
Windows

ar-handling units
Mang piping and Inmnlatie
baling terminal devices (radiam'. fini-03o mdiale 9mc)
plumbing fitures
elincmS -itib
fire aUm, clockc and PA systems

Rae OVadon Costget MF C
sm.=50 par Ioo
W4.000 per roa

342.0W pmr room
544.00 pmr foam
545.000 par
175,000 pmero
530.000 par bldg.

S 120.000
590.000
$42000
S [SOW per bldg.

5 10pem...
$54 peI.E

S 3 pms.f.
535.000 Per bldg.

S 3,000 per bldg.
MAW00 per bldg.
S 3.000 per bid#.
S5I5,000 pmr bldg.
S 5Sper f.
3 20,000 pmr bldg.
S 48tpersct
S IS2/ st
S 1.50/s131
S 4.25/s.f.
$ US /s f.
S 1.50 / S.
3 0.35 11i
S 1.30/s.f.
$ 1.45/stf



North Dakota Public School Enrollment Patterns

All Other Districts
1973 1994
(356) (228)

1998
(214)

2011 98-2011 Duff

Total Enrollment 76,295 529085 49,024 31,756 17,268/3%

Average Enrollment K-12

Percent of Total Enrollment

214 228 229

56 44 43 33.6



North Dakota Public School Enrollment Patterns

15 Largest Districts
1973 1994 1998 2011 9982011Diff

Total Enrollment 609109 66,564 64,905 62,894 2011/3%

Average Enrollment 4,007 49438 4,327 4,193
K-12

Percent of Total 44 56 57 66.4
Enrollment
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PREPARED STATEMENT OF ALEXIS GARLND

Good mornn Mr. Chairman and Members of the Committee, my name is Alexis
Garland. I live in New Castle, Delaware, and I am a Procurement Coordinator at
Hewlett-Packard Company in Wilmington, Delaware.

Hewlett-Packard Company is a leading global provider of computing, Internet and
intranet solutions, services, communications products and measurement solutions,
all of which are recognized for excellence in quality and support. HP has 122,800
employees and had revenue of $47.1I billion in its 1998 fiscal year.

Thank you for the opportunity to discuss the reasons my company and its employ-
ees would benefit from legislative action making Section 127, the employer-provided
educational assistance program, a permanent part of the tax code. In addition, I
want to you to know why restoring employers' ability to provide graduate as well
as undergraduate assistance is so important.

Section 127 March 1, 1999 Page 2 Today I'm telling my story, but I'm just one
of over 5000 HP employees who has taken advantage of Section 127 to bettor them.
selves. Therefore, it is on behalf of all of those employees that I appear before you.

Educational assistance and Section 127 helped me earn my bachelor's degree in
Business Management and, therefore, helped me provide a better life for my family.

I graduated from high school in 1970. I was one of five children and college was
not an expense my family could afford. So, I started my career working two part-
time jobs. Of course, having no benefits, I soon sought a better opportunity and was
hired by ICI America as a file clerk.

At the time, I thought to myself, "I have it made! I've started a real career with
a real company." However, those thoughts were shattered three years later when
my division was sold and wss moved to Texas. I was unable to move with the new
company, so I lost my job.

Staring unemployment in the face, I was lucky to land a secretarial position with
a small rental company. It was then, after having to take a cut in pay, that the
importance of continuing my education became crystal clear. I realized that change
was inevitable, that business and technology would continue to move at lightning
speed, and that I needed to improve my skills to survive. I knew that a college de-
gree would give me the edge I needed to advance. However, I couldn't afford the
expense and assistance wasn't available.

Fortunately, I was later hired as a file clerk for DuPont. After the birth of my
second child and a number of years as a clerk and data-entry operator, I decided
it was time to take advantage of the company's education assistance program and
Section 127 to make my dream of a degree a reality. So, in 1985, at age 33 1 began
my studies.

Several years later, turbulent business conditions hit DuPont and I found myself
"downsized out of a job. Fortunately, as part of my exit packet, I was given out-
going educational assistance. For the next year, I worked for a temporary agency
and used the funds to complete my Associate degree.

With my Associate degree in hand, I was able to secure a position at BT&D Tech-
nologies as a customer service representative. The company offered education assist-
ance, which I immediately used to continue college.

Eight months later, BT&D was sold and fortunately, the buyer was Hewlett-Pack-
ard. I found that HP offered excellent education assistance and great opportunities
for advancement, so I happily joined the company in 1993.

Three years later, in May of 1996, 1 completed my bachelor's degree. As I walked
onto the stage at Wilmington College, I thought about the 10 years that I spent at-
tending classes, writing papers and taking tests; all in my "spare" time.

My son was 5 years old when I started my degree and 16 years old when I grad-
uated. I had worked full time; I had raised my family; and I had earned a college
diploma.

Obtaining my bachelor's degree was not easy, but it would not have happened
without educational assistance and Section 127. Yes, I missed precious time with
my family; I gave up numerous social activities; and I drove a car with over 150,000
odometer miles to my graduation. However, the benefit of building a better future
for my family far outweighed any sacrifice we endured.

Section 127 was in place during most of the years that I was in-college. I under-
stood that, as. long as I1 stayed within the dollar limit, I wouldn't have to pay taxes
on my educational assistance. However, when Section 127 lapsed, I viewed te pos-
sibility of being taxed on my educational assistance as a contradiction and a dis-
incentive. On one hand, government was tligabout -the importance of education
and saying that workers' skills needed to be upgraded so that the nation would stay
competitive. On the other hand, by taxing te funds, they were saying that we had
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to be financially penalized. Making Section 127 a permanent part of the federal tax
code, just makes sense-because everyone wins.

Last year, armed with my bachelor's degree, I was the successful candidate for
a procurement coordinator position. The new job moves me one step closer to my
current goal of becoming a commodity manager. However, in speaking with my su-
pervisor, I recently learned that an MBA is desired for the *ob

The thought of pursuing a Master's degree is exciting, but may not be realistic.
As a single mother with a college age son, finances are tight. The only way that
I could even consider attending graduate school would be with the assurance of edu-
cational assistance that included tax exclusion. However, since Section 127 doesn't
cover graduate courses, I don't think it would be easy for anyone to give me that
assurance today.

As I stated earlier, I know all too well that change is inevitable, that business
and technology are moving at lightning speed, and that job survival is dependent
upon continuously improved skills. Educational assistance and Section 127 are the
tools that can help thousands of people, just like me, to succeed. Therefore, it is my
hope that Congress will make the educational assistance tax exclusion a permanent
part of the federal tax code for graduate as well as undergraduate level courses.

In closing, I want to thank Chairman Roth, ranking member Senator Monian
and the rest of the committee for your hard work and support in making Section
127 permanent, and for including graduate as well as undergraduate education. I
would be happy to answer any questions that the Committee might have at this
time.

PREPARED STATEMENT OF HON. BOB GRAHAM

Thank you.
I would like to begin by thanking the Chairman for giving us

the opportunity to discuss these important issues. In my opinion,
the topics we are discussing today are some of the most important
that this committee will address this year.

Today I would like to discuss two of our nation's top
education priorities. The first is making college more affordable
for middle and lower income families. Forty-eight states have
created prepaid college tuition programs or college savings plans
to help families save for their children's higher education. For
the-past three years Senator McConnell and I have worked together
to protect these valuable programs from burdensome taxation. This
has included ensuring that these programs are tax deferred.
However, it is our ultimate goal to make prepaid college tuition
plans and college savings-programs 100 percent tax free. Senator
McConnell and I have already introduced legislation that would
accomplish this goal. In addition, I have recently worked with
Senator Sessions on a plan that would extend these privileges to
prepaid college programs for private colleges and universities.
Both Senator McConnell and Sessions are here this morning to talk
about this issue in greater detail.

I would like to move on to another major educational challenge
facing our nation- --- the need to address the overcrowding and
deterioration that exists in many of our nation's public schools.
Rapid population growth, the need to repair older crumbling
schools, and the task of modernizing our schools for the 21st
Century are straining the ability of local communities to keep up
with construction and rehabilitation needs.

Education is rightfully a state and local matter, but the
Federal government can play a helpful, non-intrusive role in
assisting communities overwhelmed by explosive increases in student
enrollment. We at the Federal level should help empower local
school districts to find innovative, cost effective ways to finance
new schools and repair aging ones.



52

The prpblem of school construction and rehabilitation is well
documented.

The U.S. Department of Education estimates that 6,000 nov
schools must be built by 2006.

The General Accounting Office estimates it will cost more than
$112 billion to bring existing education infrastructure up to a
state of good repair. This report was brought to us three years
ago. However, the federal government has still done very little to
help local and state governments address this problem.

I might add that my own State is gaining 60,000 new students
each year. And by the end of the decade, Florida's student
enrollment will have increased 25 percent more than the population
as a whole.

So, how do we at the federal level help our state and local
governments confront this huge financial burden? First of all, I
believe that we should be providing a 'cafeteria plan" of options
to choose from in order to enable local and state governments to
have a variety of financing tools available to them. An innovative
means of financing the building or renovation of a school in an
urban area like Miami won't necessarily be the best option for a
rural town in Iowa.

Today I am introducing bipartisan legislation with Senator
Grassley that provides four different alternatives to ease the
burden of financing public school construction. We are joined by
Senator's Kerrey, DeWine, Hutchison, and Torricelli.

One alternative is to add educational facilities to the list
of 12 types of facilities that can use private activity bonds. As
you can see these bonds have been used to finance a wide range of
public projects: airports, docks and wharves, mass commuting
facilities, facilities for the furnishing of water, sewage
facilities, solid waste disposal facilities, qualified residential
rental projects, facilities for the local furnishing of electric
energy or gas, local district heating and cooling facilities,
qualified hazardous waste facilities, high-speed inter-city rail
facilities, and environmental enhancements of hydroelectric
generating facilities.

The importance of adding 2W1J educational facilities to this
list is that these bonds would be tax exempt. And I emphasize the
word PUBLIC, because PRIVATE non-pr~of it elementary and secondary
schools already have the ability to issue tax-exempt facility
bonds. Public schools should have the same tax treatment. Our
legislation gives public schools parity with private schools.

The public/private partnership in school construction through
the use of private activity bonds is already being used in the
Canadian province of Nova Scotia. Here is how it works: a private
corporation builds the school and leases it to the school district
at a reduced rate. The private entity supplements the cost of the
building by leasing it for other uses during non-schoolhours.

This approach has been a success. According to a study by,
Ron Utt at the Heritage Foundation, 41 new schools have either been
completed or approved for construction under the Public/Private
Partnership program. In the next three years, Nova Scotia expects
to replace 10 percent of its schools through such partnerships. I
will submit Utt's report for the written record.
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r am optimistic that enabling communities in the United States
to have that same opportunity will foster the same results.

Another portion of this legislation would help relieve some of
the burdens on small and rural school districts.

Current law relieves small issuers of tnx-exempt bonds for
qualified school construction from onerous federal arbitrage
regulations, but more relief is needed. The calculations required
to determine the amount of arbitrage rebate are extremely complex
and often require that a local government hire an outside
consultant. Despite the trouble and expense of compliance, rebate
amounts are usually quite small. Local governments sometimes spend
much more to comply with the rebate rules than the amount actually
rebated to the Treasury.

My legislation would permit school districts to keep funds
earned on bond proceeds instead of reimbursing the Treasury
Department if the bonds offered by the district totalled less than
$15 million that year, or if the bonds are spent within four years.

Changing current tax laws affecting both private activity
bonds and arbitrage would help local school districts throughout
the United States. our legislation would foster even more
innovative approaches to finance the building and refurbishment of
our public schools. Such public-private partnerships would speed
construction of new schools and reduce costs to communities.

State and local governments are already looking for creative
new ways to finance schools. Today you will hear from Octavio
Visiedo who I proud to say is from my home state of Florida. He
began his career in education as a bus aide back in 1971 with the
Miami-Dade Public Schools, the fourth largest school district in
the country. ,Since then be's been a teacher, a principal, and the
district's superintendent. Currently he is working in the private
sector as President of Haskell Educational Services. There he has
been involved with planning and developing creative ways to fund
public school construction. I look forward to hearing from Mr.
Visiedo this morning, and thank him for sharing his ideas with this
committee.

Finally, I would again like to thank this committee for giving
me the chance to testify this morning. These issues are of great
concern to me, and I am hoping that we can come to some agreement
on both this year.

Thank you.
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How PUBLIC-PRIVATE PARTNERSHIPS CAN
FACILITATE PUBLIC SCHOOL CONSTRUCTION

RNavio D. Un PH. D.
In the United States, che funding. constnue-on,

anod renovation of public elementay and ircond-
ary school buildings historically have b--- the sole
responisibilities of state and local go' cments. But
In recent years, the President and fomne Members
of Congress have attempted to create new federal
spending and lending programs tr assist commu-
nities in meeting their school failty needs.

To dame, none of these proposals has become
law, and school construction remains the responsi-
bility of states and localities. The increased inten-
sty and frequency with which these proposals are
put forward, however, uldnmt'Lvy may help these
efforts to prewaL Such an outcome could weaken
t~se American system of federalism, increase
federal spending and lending, and centralize in
Washington yet another resonsibility of local
governments.

Before th" debate over who should pay for pub-
it. school construction is renewed in Congress.
federal, state, and local officials would be well
#dvised to consider the innovative public-private
puimneship approach that has been adopted here
anod abroad. These partnerships amlo communi-
ties to upgrade their public school fkailties at sub-
stantially lower costs and in less time than purely
governmental eforts typically require. In recet

yeaw, for example, public school systems in the
Canadian province of Nova Scotia, in Great
Britain, and in some U.S. Jurisdictions have imple-
mented program or pilot pnoecis to cncourage
private investors to con-
struct (and own) 'public'Poucdb
school buildings to thePrdcdb
school system specibia- TW DoetcPlc
tdons. In tur, the private Depaatmerrt
paer leases the faityW to
the school systm at rent Pubt bVy
levels below what the public The Heritage R"Imd

24MassadvuAetts Am~
school system would have Wits!A ikq D.C
incurred had it built and 00-9
operated the school. (202) 546-4400

A CASE STUDY IN P
ErrE flVENB

1, %41

Nova Scotia offers the
clearest example of how
public-private parmneships 1
fitate school construc-

tion. For exaiple, by the end of 1998. as many as
41 new schools had been either completed or
approved for constiton under the Public Private
Partership program In the next three years. Nova
Scotia expects to replace 10 peroent of its schools
through such partnerships. The schools ame

It,

C..
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'turnkey" ope ations-the facility is fully opera-
tional when die teame begins. complete with all
classroom furnishings, such as desks, shelves. aind
chalkboards; computers wired to the Internet and
the inter-school electronic network. furnished
administrative offices; landscaping; and athletic
facilities. The schoo system provides the teachers,
aides, principal, and administatv staff and main-
tains Wul control over the curriculum and all other
educational services and decisions.

The chief advantages of this arrangement for
Nova Scotias school system is the speed with
which it is able to upgrade its school facilities and
ihe average 15 percent savings it achieves through
leasing arrangem 2 t vith the private developers/
owners. The school system lease the facilite for
20 years at a predetermined rent-tha is lower than
the capitalied cost of construction and furnish-
ings. Where the developer covers the additional
costs and earn a profit is in the Intensive use of
the facility during periods in which it is not in use
by the school system In effect, the private
developer/owner leases the facility to the public
school system from morning to mid-afternoon,
Monday through Friday, and for any additional
after-hours or weekend use as negotiated. During
the remaining hours of the dayt as well as on week-
ends and holidays and over the sumtmer when the
facility otherwise would remain Wde, the developer
leases; the classroom space to other education-ori-
ented enddtes, such as for-profit trade schools and
various civic, politaL. or religious groups, for pre-
approved purposes. The purposes are careful
spelled out in the lease to ensure that activities that
are inappropriate toan educational facilixy used by
chidren do not occur in the building.

THE POTENTIAL SAVINGS

If such an approach were implemented in the
United States, the potential savings could be
greater than the 15 percent Nova Sota realies.
because private financing and ownership of the
structue would allow school systems to avoid
additional costs imposed by federal and state man-
dates. Such mandates include prevailing wage

'laws, environmental regulations, and minority set-
asides, which often add substantially to the costs
of design and construction of publicly funded
buildings. No such mandates exist in Canada. and
the actual costs to construct private school facili-
ties are just slightly less than the costs of public
school construction. The rent savings there aris
primarily from the intensity with which the facility
is used for other purposes.

An indication of the potential construction cost
savings that could occur through public-private
partnerships in the United States was reveale by a
newly opened public elemnentry charter school in
Florida that teamed with a local desigrvbuilding
firm to construct its faciltie. Using an approach
similar to Nova Scodia; plan and money provided
by the community to build the school, the per-stu-
dent construction cssfell between 22 percent
and 34 percent below the state average for con-
structing public elementary schools. These savings
were due largely to a series of innovative design
efficiencies jointly devised by the builder and
school system.

LEGISLATIVE EFFORTS

Of the more than 30 school construction bills
introduced in the 105th Congess. only one offers
an innovative approach to public school renova-
tion and construction by harnessing the energy.
resouzucs, and expertise of the private sector. The
Public Schools Partnership Act introduced by
Senator Bob Graham (D-FL) as S. 2391 proposed
amending the federal tax code to expand the
allowable uses of tax-exemopt private activity
bond to include constuction of privately owned
school facility leased to public school systems. If
broadened to enhance its verstility, this bill could
serv as the foundation. for a legislative plan that
encourages the cretion of innovative public-
private partnerships to build public schob more
rapidly and at lower cost acoss the country

-RtzalD. Utt. PkLD., Is GroverMK Hermerm
FeMow in Fedea ftudeay Affairs at The Heritag
Fowidadon.

NOTE.NoVr A fwimwt hwe Vis mo b@ conivad as nemnmiJtv ft.cln oiheso of T~H *Aqe Foundation or as an, -s peo id or hinder
Ow paa classy bell We Congim

Nm U57 Febuoy 25,1999



PREPARED STATEMENT OF HON. ORRIN G. HATCH

I applaud the Chairman for holding this hearing toay. The issue of education is
a critical in so many ways, and affordable education is a must for American fami-
lies. The issues we discuss today have a far-reaching impact on the future of the
American economy, our families, and the standard of living we enjoy.

Utah is in a unique education financing position. We have the highest percentage
of school-age children and the lowest percentage of working age adults, which pre-
sents a funding challenge on both the state and local levels. Anything we can do

thog ta incentives to help families and the state make edcainmrafod
alis imprtnt
I do hvtobag a little about my home state-while Utah does not fare well

under the current formula for federal education fuing, Utah does more with less
better than any state in the nation. For example, Utah is first in the nation in both
advanced placement participation and performance on a per capita basis. Utah is
second in the nation in the percentage of its adult population hol&,g a high school
diploma. These achievements in elementary and secondary education extend to
higher education as well--and there are many more I could cite. I would just like
to see what we could do with a fairer formula-but I'll make my speech on that at
another time. Depending on the proposal before us, it could be a very long speech.

The first issue we must address is how to ensure that education is affordable to
our families. Wherever I go, I hear again and again how the cost of education at
today's colleges and universities is going up. As a father who has put six children
through college, I know how parents are sacrificing to provide their children with
a college education. In the past several years, we have done some good things to
help families saving for education: allowing IRA withdrawals for education ex-
penses, creating education savings accounts, created tax credits for education, 'al-
lowed a deduction for student loan interest, and made it easier to utilize a qualified
state tuition program.

Utah was one of the first states to adopt a qualified tuition program to allow par-
ents and students to receive tax benefits for contributions to an account for college
education. Programs like this have proven to be very beneficial in reducing the cost
of tuition for students and parents who save for college. The testimony here today
will give us some ideas for changes to existing incentives or the creation of new ones
to make higher education available to more families.

Another critical issue for the education system is school infrastructure. More and
more of our school districts are crying out for our help to help them save the infra-
structure of our school systems. Too many of our school buildings are crumbling and
overcrowded. This is especially true for states like Utah with high pofation
growth.

Utah has 40 school districts and 763 public schools. The $350 million that Utah
will spend each year in new repairs come mostly from district tax levies.

The problem doesn'tjust stop with rearhowever. We must address the need
for new schools. The high cost of construct is pushing too many of our students
into overcrowded classrooms or portable facilities. In Utah, there are 1150 portable
buildings in use. This represents 3% of the square footage dedicated to educational
instruction. This doesn't mean that Utah is not building new schools. They are. Con-
servative estimates are that the state of Utah builds 10- 15 new schools a year. In
the Jordan School District alone, 6 new schools are currently under construction;
and, in the rural area of the Washington School District, 3 schools are under con-
struction. We must do something to help our state and local school districts address
these problems.

But, it seems to me that there could be more creative ways of solving this problem
than another big federal direct spending program. Congress has always shied away
from funding bricks and mortar for very good reasons. And, we certainly do not
want federal ownership of school buildings. But there is a federal role in helping
to finance the necessary infrastructure for education. We are walking that fine line
between tax incentive and federal subsidy, between leveraging resources and estab-
lishing a new form of financial dependence. I am sure that the testimony we hear
today will help us move in that direction.

I want to thank our witnesses for being here today to share their ideas. And,
again, Mr. Chairman, I appreciate your holdings this hearing today.

PREPARED STATEMENT OF SHIRLEY HUGH~ES

Chairman Roth, Senator Moynihan, members of the committee. I am Shirley
Hughes, Senior Vice President, Human Resources, Ceridian Corporation.
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tHeadqartred in Minneapolis, Ceridian is a leading information services cornp any
tatsre the human resources, transportation and electronic media markets. I am

testifIying today on behalf of the National Association of Manufacturers (NAM) and
the Section 127 Coaliton.

The NAM is the nation's oldest and largest broad-based industrial~ trade associa-
tion. Its 14,000 member companies, include approximately 10,000 small and me-
dium manufacturers, are in every state and produce about 85 percent of American
manufactured goods. Through its member companies and affiliated associations, the
NAM represents every industrial sector with more than 18 million employees. The
Section 127 Coalition is a diverse group of business, labor and education organiza-
tions that are committed to making the exclusion for employer-provided educational
assistance found in section 127 a permanent part of the tax code.

First, thank you Senator Roth and Senator Monhn for introducing legislation
to make permanent the section 127 tax exclusion for employer-proyided educational
assistance, and to extend 127 to cover graduate education. The Senate Finance
Committee has a history of support for section 127, and we thank the Committee
for its support of these provisions last year.

We appreciate the opportunity to discuss the importance of section 127, and the
benefits to both employers and employees of reinstating graduate-level education
and making this provision permanent. Ceridian has had a tuition aid policy since
1969. Like many other NAM employers, we view tuition support as one part of our
company's commitment to education and training for some 10,500 workers across
four separate businesses. As we approach the 21st century, a highly skilled, well-
educated workforce has become even more important to improve productivity and
competitiveness.

Mr-. Chairman, our testimony today can be summarized in one sentence: making
Section 127 permanent law tind extending its coverage to graduate education is a
win-win-win. It's a "win" for employees because they are permitted to exclude tui-
tion assistance from their taxable income. It's a "win" for employers because it en-
ables employees to acquire additional education and skills and be come more valu-
able assets. And it's a "win" for America because it helps raise educational attain-
ment-a key driver of US productivity in the knowledge economy.

Though first enacted twenty years ago, section 127 is one of America's best invest-
ments in the future: in 21st century skills for 21st century jobs. We urge the Com-
mittee to approve the Monihan-Roth bill and we hope the Congress will enact it.

Mr. Chairman, at Vice President Gore's Summit on Lifelong Learning last month,
Secretary of Labor Alexis Herman said that "about half of all adults today have a
high school degree or less." She went on to say that "when we look at the 10 fastest
growing 4obs of the future-almost all require a college degree or significant on-the-

And tW~atonalAssociation of Manufacturers, in its just-released report entitled

The Skills Gap, found that, "There is a continuing, worsening skills gap in the man-
ufacturing workforce." To address it, manufacturers plan to devote more resources
to employee education and training, including through tuition reimbursement.

Advances in technology, far from reducing human involvement in manufacturing
and service industries, have created a demand for higher educational levels. For em-

ployees, that means fewer low-skill jobs and a substantial pay differential between
low and high skill work. The wage gap between high school and college -educated
workers is a high 85 percent. According to the 1996 Economic Report of the Pesi-
dent, each additional year of post-high school education is worth 5-15 percent in
additional earnings. A high school diploma no longer is enough to get a good manu-
facturing job and earn a middle class living like it was in the 1950s and 1960s.
Today, that same worker is more likely to need a college degree.

Global competition also has produced a demand for a 'highly educated workforce.
Beyond manufacturng, the need for well-educated-not just highly skilled-workers
with the drive for lifelong learning is critical across all industries. Ceridian's infor-
mation services businesses serve a variety of customers in the US, Canada and the
United Kingdom. For employees of the Arbitron Company, the media research busi-
ness of Ceridian, honing a particular analytical or technical skill is not enough to
convince a cable company in England that you understand their advertising needs.
Continuous learning that exposes employees to different cultures and new ideas,
and fosters innovative thinking and problem-solving abilities, is the key to getting
and retaining diverse customer business.

Sustained economic growth depends on workers being able to continuously up-
grade their education and skill levels. That's why employers serious about maintain-
ing a competitive edge are incorporating principlesoflielong learning in to their cor-
porate strategies and values. Employers have a direct interest in ensuring the best-
educated workforce. Lifelong learning ensures not only a high-skilled technical



workforce, but also better educated workers able to meet the competitive challenges
of a borderless world.

Mr. Chairman, despite the necessity of higher education and training, workers
often lack access to educational opportunities. As part of Ceridian's commitment to
lifelong learning, section 127 has been an effective tool to breaking down cost bar-
riers and creating new opportunities to pursue education that may not be directly
job-related. At Ceridian Employer Services (CES), our payroll and human resource
business, 10 percent of the domestic workforce currently receives tuition assistance
and $370,000 in aid was provided to employees last year. Although most companies'
tuition assistance policies do not provide 100 percent of the total tuition cost, em-

poer provided assistance through section 127 -helps. The value of section 127 could
even heater if this important tuition assistance provision was applicable to grad-

uate education and was made permanent law.
Many employees receiving aid are in entry-level, lower-pyn jb. They cannot

afford to pay for additional education. One employee in Calfri jond CESina
entry-level technical service position. After completing his college degree with the
help of tuition assistance, he is today a District Vice President of client services.
The average age of an undergraduate student also is increasing-more than one-
fourth of all undergraduates are over thirty years old many with families to sup-
port. A former secretary and single mother of two children in Ceridian's corporate
tax department receive a degre with tuition assistance and advanced her position
within the tax department. She is now a tax accountant and is going on 20 years
with Ceridian. Tuition assistance often is the only way people can afford to upgrade
their education level while continuing to work and support their families.

The stories of our DVP of client services and our corporate secretary illustrate an-
other benefit of section 127-it allows employees to exclude from their taxable in-
come tuition assistance they receive for education that may not be specifically job-
related. A misconception about tuition assistance is that in order for the aid to be
of value, the education,' must upgrade a specific skill set Section 127 allowed the
tax secretary to pursue a degree that might not have been considered directly relat-
ed to her job as a secretary. Also, liberal arts degree programs-which are not likely
to be directly job related in general-ex'and the knowledge base and prepare indi-
viduals to think and work more creatively.

Mr. Chairman, Federal Reserve Board Chairman Alan Greenspan remarked sev-
eral weeks ago at the American Council on Education that, "our institutions of high-
er learning now bear the overwhelming responsibility for ensuring that our society
is prepared for the demands of rapid economic change." At Ceridian and many other
companies; throughout the US, a broad education is increasingly necessary to main-
tain competitive advantage.

Ceridian's growth depends on our ability to develop and deliver leading-edge prod-
ucts and services and provide best-in-class customer service. Employees who are
able to interact with different types of people in diverse industries are most effec-
tive. When a CES employee is better able to understand customer needs and market
requirements, Ceridian and our employees both stand to gain.

Lifelong learning today does not stop with an undergraduate degree. To encourage
employees to pursue educational opportunities, Ceridian provides tuition assistance
for a broad range of degree programs, including graduate-level education. Graduate
education further expands workers' grasp of theories and perspectives that underpin
the next waves of innovation. In information services, Ceridian's competitiveness de-
pends on the creativity of our employees and the added value we provide customers.
If employees at Ceridian's Comdata transportation services business can't find new
ways to help long-haul trucking companies manage costs, Comdata loses market
share. And if we can't discover more efficient ways of helping employers manage tax
and workplace compliance, CES customers will go elsewhere.

Ceridian has successfully built lifelong learning into our employee education and
training programs, and believes that the education level an employee pursues
should not be limited by the tax treatment of that education. One employee with
a sales background, who wants to transition into marketing, has been pursuing a
graduate business degree with tuition assistance. Another employee stude for her
doctorate in organizational development with CES' assistance, and already has
started to reap the benefits-for her and for CES. Her studies and improved skills
set have enabled her to complete critical analytical work that otherwise would have
been outsourced. Undergraduate and graduate studies are equally important to
Ceridian and its employees. Undergraduate and graduate educational assistance
should receive equal tax treatment.

Finally section 127 should be made permanent law. It can be an effective recruit-
ment andi retention tool providing employees access to a broad spectrum of edu-
cational opportunities that many could not pursue on their own. The CES employee
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puruing a graduate business degree has been with the company for over 10 years,
and the former corporate tax department secretary now tax accountant, has been
.with Ceridian for 20 years. Employees appreciate thle access to education and self-
development provided by Ceridian. But the uncertainty of section 127 hinders em-
ployees' ability to prepare in advance their course of study. That can limit the bene-
ft of tuition assistance and curtail the studies of employees, particularly those with
cost concerns or pursuing graduate degrees.

The on-ag , off-again status of section 127 also has only added unnecessary tax
complexity for employers and employees. One of the goals lof section 127 when it was
enacted in 1978 was to reduce tax code complexity. But switching tuition aid from
taxable to non-taxable retroactively causes a tremendous amount of administrative
rework for payroll. Employers enforced to identify all employees who had taxable
tuition aid, and determne if tat aid now qualifies for non-taxable status. If it does,
amended tax forms and new W-2C's must created for those individuals. Emglo -ees also are forced to amend their tax returns if they have already filed. At E
given their volume of tuition aid, this can take 2 to 3 employees up to 2 weeks, to
complete.

In closing, Mr. Chairman and members of the Committee, I would return to the
beginning of my statement and urge Congress and the Administration to view Sec-
tion 127 as an investment in 21st century education and skills. I believe that the
new century will witness a revolution in education-specifically in innovative part-
nerships between employers and schools, K-12, community, colleges and universities.
These partnerships will help create what some call the virtual university-and they
will exist primarily to educate and train employees for 21Ist century jobs in the glob-
al, networked, information economy.

Congress needs to do everything possible to support the trend toward educational
partnerships for lifelong learning. Section 127 is one critical piece among many pub-
lic policy initiatives to promote education and training. Section 127 helps employees
learn; it helps companies be more productive; it helps America be more competitive.
It will help ensure that US workers are able to compete for the jobs of the future.

PREPARED STATEMENT OF WILLIAM E. MANNING

Bill Manning has been President of the Red Clay Consolidated School District
Boar of duction (Delaware's second largest school district) for nine years. A t

torney by trade, Mr. Manningr has been among Delaware's leaders in proposing and
implementing a variety of edAucational reforms: public school choice, charter school
legislation and rigorous academic standards statewide. Red Clay is currently the
only district in Delaware to have reached an agreement with its teachers association
pursuant to which Red Clay teachers will be evaluated based on student perform-
ance. Among other recognitions, Mr. Manning was honored, in October, 1998, as one
of the nation's "unsungheroes in education reform by the Center for Education Re-
form in Washington, DC.

Demographically, Red Clay is a composite of all cross sections of Delaware and
America. It has both affluent areas and poverty stricken areas; suburban and city.
Red Clay students speak a variety of native languages, including a large component
of Sanish-speaking children.

Red Clay's capital assets are probably typical of those found throughout America.
No new schools have been built for more than 30 years and existing schools require
repair and renovation. After one unsuccessful attempt, Red Clay received referen-
dumn approval both to make the most needed repairs to its buildings and invest in
technology. That capital program, however, is much smaller than Red Clay would
prefer, and new schools and renovations remain critical.

STATEMENT REGARDING THE FEDERAL ROLE IN SCHOOL CONSTRUCTION

I don't want to begin my testimony by assuming that the federal government
should have any role at allyin public education. Indeed, many of those in the edu-
cation reform community believe that the federal government should diminish, rath-
er than increase, its role in public education. Let me give you one good reason why
that is so. With all of the talk regarding education reform these days, one particular
notion is being identified as having preeminent importance: "accountability." Indeed,
it is acquiring buzzword status. Presidents, members of Cogrss, governors and
school board members all over the country are talking about the importance of ac-
countability and they are all correct. However, to the extent that you shift the locus
of decision making from the school to the district to the state to the federal level,
the more you have diminished the chances that those responsible for delivering edu-
cational services can be held accountable for their successes or failures. Put another



way, if I am a school administrator and I can poin tobresm n.npr~i
ate federal .regulations as the reason for my failure to provide adequate facilities,
I Will. I

All of that leads me to bring two messages today: (1) Don't do anything at all and,
if you have loose change rattling around in the federal coffers, senai back to those
who gave it to you in the first place. (2) If vou must do something, make good on
all the promises of local autonomy and flexibility that inevitably accompany all such

pr rms. Don't let the public educational establishment claim that: "But for this
federal reguation or that federal guideline, we could have done the job."

If you detect a note of cynicism about federal promises for local autonomy and
flexibility, you are correct. That cynicism however, is justified as we out in the
states hear more and more about some oJ the proposals before you. For example,
I understand that the President's proposal wants to encourage capital spending by
school districts that would not have been possible without such financial assistance.
Therefore, as a criterion for eligibility, one would not be surprised to see the Depart-
ment of Education require an applicant to make some sort of showing that its pro-
posed capital expenditure would not otherwise happen.

One imagines several responses to such a rule. First, the "green eyeshade guys"
that exist within each school district will now slow down some projects, testing the
political waters each day to see whether increased federal funding is soon to be
available. After all, to move forward with capital projects at this time may be to
render them ineligible at a later time. Thus, the games begin. Second, what is so
wrong with providing aasistace to a district that has already decided to "bite the
bullet" and ignore other priorities in order to make capital repairs? It seems to me
that this particular element of the President's proposal removes, rather than cre-
ates, incentive for local responsibility.

To take another example, one who reading about the President's current proposal
comes away with the sense that there will be signfcant means-testing within the
eligibility criteria. I certainly hope, on behalf of my school district, that I will be
able to use whatever capital assistance the federal government decides to givem
angwhere in my district-whether it be in downtown Wilmington or out in the sub-

Please understand that any federal rules and regulations accompanying any new
federal financial assistance will agply on top of a host of other reguain aread
imposed at the state level. Indee , as I indicated this hotchpot of reuains im-
posed upon local school districts at the state level already gives the establishment
enough places to hide from true accountability as it is. It is almost inconceivable
that a new reieoederal requirements would not be, in some ways, inconsistent

witha bdy f rgulaion tht, ngyview, is already too large. Thus, the prospect
of time wasted and projects left uone cause of conflicts between federal and
state regulation grows with every new federal program. Please make any program
that results from the proposals before you serve as a testament that the federal gov-
ernment can, if it wants to, render meaningful assistance without creating matching
unnecessarybres

Let me cose with a few specific suggestions. First, I believe, as do many of you,
that charter schools are already improving the educational landscape by offering va-
riety, quality and single-school focus to those who previously had to pay to get those
things. That's the good news. The bad news is that charter schools are still regarded
by thIe educational establishment in some quarters as the enemy. Thus, the organi-
zation that owns our school buildings is sometimes sting with them when it comes
to housing charter schools. Nor do the funding formulfae in many state charter
school bills provide adequate capital-as opposed to operating-assistance to charter
schools. In that environment, it would be particularly fitting if the federal govern-
ment took speI care to ensure that our new charter schools were well housed.
Please don't ovrook them.

As you review the variety Of proposals before you, I suggest that you carefully re-
view those that would render assistance to local school districts needing capital as-
sistance and simultaneously reduce federal "red ts e. In Delaware, for example, we
have several lending institutions that are memngers Iof the Federal Home Loan
Bank-one of the Nation's few triple A rated institutions. If these lenders could offer
the Federal Home Loan Bank's credit to support bond-financed school construction
projects, then the cost of debt--even tax exempt debt-would go down. However, for
reasons that appear only to have historical significance, Federal Home Loan Banks
are not permitted, under Section 149 of the Internal Revenue Code, to provide such
credit enhancement. Nor does it appear that those federal (and former federal) in-
strumnentalities that are so authorized by Section 149 (Federal Housing Administra-
tion, Veteran's Administration, Fannie Mae, Freddie Mac, Ginnie Mae and Saffe
Mae) are actually in the business of assisting school financing. Thus, Section 149
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of the Internal Revenue Code should be amended to permit Federal Home Loan
Banks to sell credit enhancement products-at least in the area of school construc-
tion finance if not all projects eligible for tax exempt fnnig

I appreciate the opportunity to share my thought withh Committee. I realize
that my plea to send those tax revenues that might otherwise have been spent by
the federal government back to the taxpayers -equires that Congress ignore thepo
litical head of steam building over this issue. So if the federal government decides
it wants or needs to play a role in building schools, please do it in a way that leaves
school board members like me, as well as the administrators and teachers who we
employ, exposed to the consequences of our failure, if that be the case, to do our
job and deliver a quality education to each of our students.

PREPARED STATEMENT OF HON. MrrCH MCCONNELL

Mr. Chairman, Ijam p leased to have this opportui-ty to come here today to dis-
cuss legislation, which [ introduced, along with my colleague, Senator Graham, that
addresses an important issue facing American families today-the education of their
children. It ism long-held belief that we need to make a college education more
affordable, and the legislation I have introduced, S. 387, the College Savings Act,
will do just that by providing tax incentives to families who save for college.

Mr. Chairman, n ave not been alone imyefforts to give parents more flexibility
to choose the school which is best for thir children and to make those decisions
more affordable. As I have already mentioned, my colleague from Florida, Senator
Graham, has been my partner in sponsoring this legislation since we first intro-
duced it in 1994. 1 appreciate his leadership and support. I also want toreonz
my esteemed colleague from Georgia, Senator Coverdell, who has championed te
cause by introducing legislation which would increase the amount families can save
for elementary and secondary education in an education IRA. Finally I would like
to commend the distinguished Chairman of the Finance Committee, §enator Roth,
who has worked tirelessly to help all Americans save for their retirement. I want
to thank the Chairman for his support of these education savings initiatives, espe-
cially his support of the state-sponsored savings and prepaid program.

Mr. Chairman, the legislation I have introduced is a serious effort to reward long-
term saving by making savings for education tax-fr-ee. It is important that we not
forget that compounded interest cuts both ways. By saving, participants can keep
pace, or even aedof, tuition increases while putting a little away at a time. By
borrowing, students bear added interest costs that add thousands to the total cost
of tuition. Savings will have a positive impact, by reducing the need for students
to borrow tens of thousands of dollars in student loans. This will help make need-
based grants, which target low-income families, go much further.

Anyone with a child in college knows first-hand the expense of higher education.
Throughout the 1990's, education costs have continually outstripped the gains in in-
come. Tuition rates have now become the greatest obstacle students face in attend-
ing college. In fact, the astronomical increase in college costs has been well docu-
mented. According to a study conducted by the College Board, tuition and fees for
a four-year public university rose 107 percent from 1980-1997, while median house-
hold income rose only 12 percent.

Due to the high cost of education, more and more families have come to rely on
financial aid to meet tuition costs. In fact, a majority of all college students utilize
some amount of financial assistance. In 1997-98, $60 billion in financial aid was
available to students and their families from federal, state, and institutional
sources. This was $3 billion higher than the previous year. A majority of this in-
crease in aid was in the form of loans, which now make up the largest portion of
the total federal-aid package at 57 percent. Grants, which a decade ago made up
49 percent of assistance, have been reduced to 42 percent. This shift toward loans
further burdens students and families with additional interest costs.

Mr. Chairman, we must reverse the dependence on federal assistance and encour-
agefmle to save. My legislation would reward savings and allow students and

fmlethtare participating in these state-sponsored plans to be exempt from fed-
eral income tax when the funds are* used for qualified educational purposes. This
legislation also recognizes the leadership that states have provided in helping fami-
lies save for college. In the mid-'1980s, states identified the difficulty families had
in keeping pace with the rising cost of education. States like Kentucky, Florida,
Ohio-, a chigan were the first to start programs in order to help families save
for college. Nationwide more than 30 states have established savings programs, and
over a dozen states are 'preparing to implement plans in the near fture. Today,
there are nearly one milon savers who have contributed over $3 billion in edu-

58-156 99-3



cation savings. The provision which I authored, -which allows tax-free education sav-
ings in state-sponsored savings plans for education purposes, provides nearly a $1.5
billion tax break for middle-class savers nationwide. In Kentucky, over 3,720 fami-
lies have established accounts, which amount to about $7.5 million in savings.

I have worked closely with the state plan administrators over the years seeking
both their advice and support. Again this year, I am pleased to have the National
Association of State Treasurers and the College Savings Plans Network endorse this
legislation. They have worked tirelessly in support of this legislation because they
know it is in the best interest of plan participants-the families who care about
their children's education.

Mr. Chairman, I have a letter endorsing my legislation from the National Associa-
tion of State Treasurers which I added at the end of my testimony, along with a
state-plan chart from the College Savings Plan Network that categorizes the state
tuition savings programs, which I think will give the Committee a clear understand-
ing of the state plans that exist.

Mr. Chairman, many Kentuckians are drawn to this program because it offers a
low-cost, disciplined approach to savings, In fact, the average monthly contribution
in Kentucky is just $52. It is also important to note that 60 percent of the partici-
pants earn under $60,000 per year. By exempting all interest earnings from state
taxes, my legislation rewards parents who are serious about their children's future
and who are committed over the long-term to the education of their children by pro-
viding a significant tax break for middle-class savers nationwide. Clearly, this bene-
fits middle-class families.

In 1994, I introduced the first bill to make education savings exempt from tax-
ation. Since then I have won a couple of battles, but still haven't won the war. To
win the war, Congress needs to make education savings tax free-from start to fin-
ish. The College Savings bill, S. 387, will achieve that goal.

In 1996, Mr. Chairman, thanks to your leadership, Congress took the first step
in providing tax relief to families investing in these programs. In the Small Busi-
ness Job Protection Act of 1996, 1 was able to include a provision that clarified the
tax treatment of state-sponsored savings plans and the participants' investment.
This measure put an end to the tax uncertainty that has hampered the effectiveness
of these state-sponsored programs and helped families who are trying to save for
their children's' education. Also in 1996, Virginia started its plan and was over-
whelmed by the positive response. In its first year, the plan sold 16,111 contracts
raising $260 million. This success exceeded all goals for this program.

In 1997, again with the support of the Chairman, revisions were made in the Tax-
payer Relief Act to provide nmximized flexibility to families saving for their chil-
dren's college education. The most significant reform was to expand the definition
of qualifiedd education costs" to include room and board, thus doubling the amount
families could save tax-free. In Kentucky, room and board at a public institution
make up half of all college costs. This important legislation also expanded the defi-
nition of eligible institutions to include all schools, including certain proprietary
schools, and defined the term "member of family" to allow rollover eligibility for
cousins and step-siblings in the event that the original beneficiary does not attend
college. th. eaepse eiltososoe ySntrCvreladSn

Last year, teSnt asdlgsain pnoe ySntrCvreladSn
ator Torricelli, which would have allowed parents to place as much as $2,000 per
year, per child, in an education savings account for kindergarten through high
school education. Included in this legislation was my proposal to make savings in
state-sponsored tuition plans tax-free. Unfortunately, the bill was vetoed by Presi-
dent Clinton.

As a result of our actions over the last several years, more and more state plans
have implemented tuition savings and prepaid plans for their residents. It is pro-
jected that there will be 43 states with tuition savings plans by the year 2000. 1.
believe that we have a real opportunity to go even further toward making college
affordable to American families. It is in our best interest as a nation to maintain
a quality and affordable education system for everyone. By passing this legislation,
we can help families help themselves by rewarding savings. This will reduce the
cost of education and will not unnecessarily burden future generations with thou-
sands of dollars in loans.

I urge the Committee to support this valuable legislation this year to reward
those who save in order to provide a college education for their children.

Thank you, Mr. Chairman.
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PREPARED STATEMENT OF JIM MCCARmIY

Good morning, Mr. Chairman and Members of the Committee. I am Jim McCar-
thy, Vice President and Business Development Manager, Private Client Group, for

MerillLynh &Co. In. Tankyouforg2ving me the opportunity to discuss our
exeine with the Education IRA, qualified state tuition programs (QSTPs) and

other prorm to assist with college saVq.W
Let me congratulate the members of this Committee for creating the Education

ERA. American families confronting college education costs for one child face a for-
midable task. For families- with two, three or more children, college education costs
can be overwhelming. The Education IRA, for the first time, provides families with
mreaningfu help in starting to save for college education.

We believe that the general Education IRA structure provides a strong fr-amework
for an effective savings program. We suggst, however, that the following changes
must be made if the Education IRA is tofulMl its potential:

" The $500 annual Education IRA contribution limit should be increased to at
least $2,000.

" An annual catch-up contribution of $2,000 for those children who are approach-
ing college age should be allowed.

*The complex Education IRA income eligibility rules should be eliminated.
*Education IRA withdrawals that are actually used to cover college expenses
should not lose tax-favored treatment simply because the family is entitled to
a HOPE credit or Lifetime Learning credit with respect to other college ex-
penses.

We also support improvements in the rules governing QSTPs, but strongly urge
the Committee not to add additional restrictions or limits to the-existing rules.

BACKGROUND

The high cost of getting a college degree is well documented. Since the early
1980s, the cost of college has increased at a significantly faster pace than inflation.
According to the U.S. Department of Education, between 1985 and 1995, tuition,
room, and board at public institutions increased from 11 percent to15 percent of me-
dian family income.[ni

Today, most families fund college education through a combination of "pay-as-you-
go" financing and "pay-after-you-go" student loans. Over the last two decades, as
college tuition and other education costs have continued to rise, direct financial aid
has diminished. As a result, it has become more and more dificult for families to
cover college expenses as they are incurred. That, in turn, has meant that student
and parent loans have been used to finance an increasing share of higher education
costs. For many, the price of a college education now involves having to deal with
an overwhelmin repayment burden for many years after graduation. All too often,
loan defaults and~ demoralizing bankruptcy proceedings can result.

Federal government programs and policies have historically been designed to help
people deal with the burd ens of college through assistance with these pay-as-you-
go and pay-after-you-go methods of financing. Over the years, Federal assistance
has taken many forms, ranging from grants and other financial aid, tax credits, sub-

sidized higher education loans and tax advantages for student loans (such as the
ability to deduct student loan interest). For those who have wanted to save for col-
lege in advance, there has been little incentive and, considerable confusion as to
how or whether saving in advance made sense. By focusing Federal efforts primarily
on assisting with pay-as-you-go financing and subsidized loans, the Federal govern-
ment sent a strong signal that advance funding of college was not very important.

Now, Mr. Chairman, I am not saying that subsidized loans (and other federal pro-
frams)eto help pay for college education are bad. Just the opposite, student loans
have helped mny millions of Americans attend college. I certainly do not know how
I would havemadTe it through college and post-graduate education without the avail-
ability of loans. Most families with children in college will continue to need all avail-
able resources-including grants, student jobs, loans, tax credits, and personal sav-
ings.

Yet, reliance on pay-as-you-go incentives and loans can be risky. To begin with,
there is no guarantee that those sources will be available in sufficient amounts
when a child reaches college age. Moreover, excessive loans are not an optimal
method of financing college education. As I noted, loans can place a heavy burden
on the family and the student for many years after graduation.

The way to finance college education with the least disruption for families, and
the smallest financial burden after college graduation, is to save as much as possible
for college in advance. By savin before a child reaches college age, families can help
ensure that adequate funds wilbe there to allow their children to attend college.
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Moreover, by beginning an education savig strategy for a child at an early age,
the fami] further reuces its overall buren through the so-called 'miracle of
compounU

Despite those and other advantages, there was no meaningful Federal program
designed to help families save for college until this Committee helped establish the
Education IRA starting last year. Education IRA The Education IRA has given
America's families a critical new tool to help them gt ready for college. The simple
message of the Education HUA is that saving in advance or a child's higher eu-
cation costs must be a high priority. In~ a tax advantage for college savings,
the Federal government has sent out a highlyavisible signal to American families
that they had better take seriously the need to plan for their children's higher edu-
cation costs.

To date, there is no industry-wide data on utilization of the Education ERA. Mer-
rill Lynch's experience has been that the public response to the Education IRA has
been ver positive. On the whole, most people find a Federal tax program, with rel-
atively clear (albeit complex) tax treatment, far preferable to the state law trusts
for minors that have historically been the main way to save for college.

Our network of financial consultants reports that questions about the Education
IRA have been near the top of the list of issues that clients wish to discuss.

One interesting9 aspect of the Education IRA that is often overlooked is the fact
that it is a savings vehicle for the extended family. We have found that contribu-
tions do not only come from parents. They cor- e from grandparents, aunts, uncles,
godparents and others who want to contribute to a loved one's future education.
Often the grandparent may be uncomfortable giving money to the children, perhaps

because they are concerned that they may be interfering. Yet those same grand-
parents are comfortable setting up an Education IRA for each of their grand-
children. In providing a mechanism that allows these extended-family members to
contribute to a child's higher education costs, the Education IRA has opened up new
avenues for college savings.

IMPROVING THE EDUCATION IRA

Despite the initial favorable response to the Education IRA, there are a number
of changes in design that must be made if the Education IRA is to have a meaning-
ful impact on the ability of American families to prepare for college education ex-
penses. These changes fall into two main categories-(1) increasing the amount that
can be contributed and (2) the need to simplify the rules.

Increasing the $500 Contribution Limit-The current $500 maximum contribution
to an Education IRA is woefully inadequate. For a child born today, if the maximuni
$500 contribution was made to the child's Education IRA in each year, that child
would only have about $17,000 by the time he or she reached college age in
2016[21-an amount that could be little more than is needed to fund one semester's,
tuition, room and board at an in-state public institution.[3)

The $50 contribution limit also creates many other problems that severely limit
the effectiveness of the Education IRA. First, during the early years of an Education
IRA, the account balance is so small that fees associated with administering the ac-
count could exceed any earnings. For example, if financial institution charges only
$40 annually to administer an Education IRA, the assets in the account would have
to earn almost a nine percent rate of return, just to break even during the first year
the account is in existence. People understand this, and many are reluctant to begin
savings through a vehicle that could lose them money during the early years.

Equally important, the small account size that flows from the current $500 con-
tribution limit has meant that many financial institutions do not even offer Edu-
cation IRAs to their customers. For those institutions that have incurred the ex-
pense of offers Education IRAs, advertising has been minimal. To prove that
point, one need do no more than compare the advertising of Roth IRAs to the acdver-
tising of the Education HRU over the last year. If we are to get American families
focused on the importance of saving for college early, we need to recreate and ex-
pand the type of saturation advertising that made IRAs for retirement so successful
a decade ago.

Here it is important to remember that before the Education IRA can be an effec-
tive vehicle to get families to start saving more for college, those families must first
be educated on the importance of engaging in that savings behavior. Most Ameri-
cans understand that college is expensive, but few realize just how expensive. For
40-year-old parents with two children age 11 and 9, the present value of the cost
of sending their children to college rivals the cost of saving for retirement.

American families need to be made more aware of the scope of the financial
crunch that comes when children begin college. Advertising of Education [HAB



would be an effective instrument for educating the American people about the im-
C rtance of college saving. That advertising will* not occur as long as the maium

ucation IRA contribution is $500.
At a minimum, the maximum annual Education IRA contribution should be in.

creased to $12,000. At that level, significant advertising could be expected and inany
of the small account problems would be eliminate for most contributors. Equally
important, a $2,000 annual contribution could, if the savings begins early enough
in the child's life, make a meaningful contribution towards the tota cost of a college
education.

-The members of this Committee may also wish to consider those who are already
approaching college age. For a family with a child aged fourteen, even $2,000 per
year would only fund a small portion of the cost of attending college. Yet that family
did not have an Education IRA or simi.-larcoegsaigvhceaalbetohm

unti lat yar.Mr.Charma, in the retirement area you have suggested that it
makes sense to give people a chance to "catch-up" in their retirement savings as
they a approach retirement. A similar catch-up concept would make a grat deal of
sense for that family with the fourteen-year-old. The simplest approach could be to
allow an additional $2,000 annual Education IRA for those over a specified age-
for example age twelve.

Simplifyingthe Education IRA-If the Education IRA is to be successful it must
also be simplified. Complex restrictions on eligibility and "fine print" on the avail-
ability of favorable tax treatment confuse people and scare them away from contrib-
uting. It is always easier to spend more on a vacation or a bigger car, than it is
to put your money into something that you do not really understand.

Today eligibility to contribute to an Education IRA for a child is limited depend-
no tie contributor's modified adjusted gross income. Our experience with tradi-

tinlIRMs, Roth IRAs and Education IRtAs shows that limiting access based on in-
come ends up reducig savings at all income levels. Right about the time someone
starts getting interested in setting up a new IRA or Education ERA, they hear a dis-
claimer that only certain individuals are eligible and that they should immediately
check with their tax advisor to see if they qualify. That scares people, especially the
middle income families who do not have a tax advisor. They automatically assume
that they are one of the ones that are excluded. Or they decide not to start the pat-
tern saving because they assume they won't be eligible next year and that it is just
not worth the trouble.

The experience with the income limits that were placed on traditional IRAs in
1986 is illustrative of this point. Although the intention may have been to take the
IRA away from more affluent households, the end result of the 1986 Act income lim-
its was to drive over seven million Americans with income below $50,000 out of
IRAs. In fact, IRA contributions dropped by more than 40% for those who continued
to be eligibe for deductible IRAs in the year after the income limits were imposed.

Beore le changes that went into effect last year, IRA participation among those
with income under $50,000 had dropped by over 65%.

The lesson of the IRA experience is clear. Income limits confuse potential contrib-
utors and, in the end, drive away people who are eligible. For that reason, we
strongly encourage the Committee to eliminate the complex Education IRA income
eligibility rules.

Similarly, uncertainty regarding the tax treatment of distributions has a chilling
effect on contributions. This chilling effect is not always completely rational, but it
is very real. Under the rules currently in effect, amounts distributed from Education
IRAs are excludable from gross income to the extent that the amounts do not exceed
ualifled higher education expenses during the year of the distribution. That is a
air and easy to understand rule-if you use the money for college costs, you do not

Th~e problems with the current distribution rules arise in the interaction of the
Education IRA tax treatment and the HOPE and Lifetime Learning credits. Today,
if the HOPE or Lifetime Learning credit is claimed with respet to a beneficiary for
the year in which the Education IRA withdrawal-is made then the Education IRA
loses its tax-advantaged treatment. This is true even if the family is entitled to a
HOPE credit or Lifetime Learning credit with respect to some college expenses and
the student is making the Education IRA withdrawal to pay other expenses.

Although some type of rule to prevent "double dipping"-climin the HOPE or
Lifetime Learning credit for the same expenses that are paid outlof the Education
IRA-makes sense, the current rule is a clear case of overkill. For the Education
IRA to be successful, individual's making contributions need to know with consider-
able certainty that they will get the tax benefit if they use the account to cover col-
lege costs. As a result, we recommend that the current rule denin all tax advan-
tage to Education IRA withdrawals in any year in which HOPE-or lifetime Learn-



ing credits are claimed should be replaced with a narrower rule targeted to double
dipping.

A similar, problem arises with the severe restriction on Education IRA withdraw-
als if the individual does not withdraw funds to go to college. Today, an individual
must withdraw all Education IRA balances within 30 days after attaining the age
of 30 and the earig prtion of such distribution is fully taxable and subject to
a 10 percent penalty tax becuse the amount was not used for education.

To understand the uncertainty that this age 30 rule creates, you can put yourself
into the shoes of a grandparent wanting to contribute to an Education ERA of a
young grandchild. That grandparent may hope (or even expect) that the grandchild
will go to college, but they have no way of being absolutely certain. In many cases,
that uncertainty can be enough to cause the grandparent not to make the Education
IRA contribution. If on the other hand, the grandparent knew that if the child did
not use the funds for college they could be transferred to a Roth IRA as the start
of a retirement nest egg, te chances are increased that the grandparent would
make the contribution. Thi is the a pp roach that the Finance Commtte followed
in earlier versions of the Education IRA legislation. Of course, the vast mAjority of
the children will end up using the money for college as orgiflly intended, but the
added flexibility will pro vide the needed comfort to the individual making the con-
tribution in the first place.

QUALIFED STATE TUITION PROGRAMS (QSTPS)

Section 529 of the Internal Revenue Code (as modified in the Taaer Relief Act
of 1997) includes rules which provide incentives to save through QSTPs. For many,
these state-run programs can provide considerable benefit. At this time, we do not
have a great deal of data about QSTPs. Although some states have had programs
in effect for a number of years, most are still adjusting their programs to deal with
the changes enacted in 1997.

Even with higher annual contribution limits on Education IRAs, many familes
will not be able to save adequately through that vehicle exclusively ;or tem,
QSTPs can provide an additional avenue for college saving. For others, who perhaps
have a family history of attending a particular state institution of higher learning,
contributing to a QSTP can be a logical and responsible way of continuing that fam-
ily tradition. Consequently, we encourage this Committee to consider changes to im-
prove the tax rules governing QSTPs.

QSTPs do not receive the same tax treatment as Education IRAs. Generally, dis-
tributions or educational benefits provided through a QSTP are taxable to the stu-
dent to the extent they exceed contributions. Proposals have been made to provide
distributions (or education benefits) pr-ovided through a QSTP tax treatment similar
to that currently afforded Education IRAs. We urge the Committee to explore that
approach, but strongly caution against placing addition restrictions on contribu-
tions to QSTPs as a part Of that effort.

For example, any proposal to place a contribution limit on QSTP contributions
should be rejected. Although such a cap might be adequate to finance higher edu-
cation costs in one state, it would not necessarily be (or stay) at a sufficiently high
level to finance education costs in another state, or for an out-of-state resident. In
this regard, the Committee's should evaluate the interaction of any changes in the
rules governing QSTPs with the rules governing Education IRAs.

The rules toay set up a logical savings progression for a family wanting to save
for college. First, they would contribute to the Education IRA which provides consid-
erable flexibility regarding the choice of educational institution and investment con-
trol and has the most favorable tax treatment. If the individual has additional
amounts available for savings, then contributions to a QSTP may be in order. Al-
though the tax treatment of QkSlTs is not as generous, higher contributions are al-
lowed. This provides a relatively sim ple decision matrix for the individual.

If the tax treatment of QTs is imprved, then the decision matrix might become
somewhat more complicated, but for te most part would remain unchianged, since
the added flexibility of the Education IRA would, for most, lead to making contribu-
tions to that account first. If, however, the price tag for the imprved tax treatment
of QSTPs is a cap on the total that can be contributed, then teabilt of individ-
ual's to set aside funds for college could. actually. have been substAaly reuced.
That result should be avoided. Efforts to improve incentives to save should not have
the counterproductive result of reducing the incentives that are currently in place.

CONCLUSION

Mr. Chairman and Members of the Committee. Thank you for giving me the op-
potunity to testify today. The Education IRA that you created provides an excellent



framework for helping Americans better prepare for college. I urge you to carefully
consider changes in that structure that will make it stronger anid help millions of
today's children earn a college education.

LKNnOTE

[11 National Center for Education Statistics, Digest of Education Statistics 1996.
[2] Assumes 7 percent annual rate of return on investment in the Education IRA.
[3) Assumes 7 percent annual increase in higher education tuition, room and board.

PREPARED STATEMEW OF ESTHELA PARKERI-SELBY

Good Morning: SenatoC RothMembers of th Sena Finance Committeme,
Ladles and Geritlemen.

My name is Esthelda Parker-Selby. I am a native Delawarean Vwh grow up end
presently reside In Milton, Delaware. I am honored and pleased to have been
asked to participate in today's session focused on education tax Incentives.

As a single professional paren%to is Currently asist MY youngest Son
through college, I must admit that it has been a struggle making sure all
educationl and financial needs have been met. Due go many obstacles that
have interrupted my life and Career, I was unable to save a substantial amount of
money for my children's college education. Therefore, our family is not loan free.
Relatives have been helpful with funds for books and som spending change but
the tuition cost have been my responslbility.

Historically, my family has attended schools in Delaware. I attended Delaware
State University and the University of Delaware. My oldest son and now the
youngest have also attended Delaware State University. Although the in state
schools have a lowa tuition fee aloWvmd to in stae students, the struggle has
remained to pay the cost the cost %vay possible. I have had to borrow college
fees the entire tenure of my sons' college attendance. Fortunately, I have had a
sufficient salary and credit history that has allod me to borrow the necessary
funds. I know of many people in Delawe who have not been able to meet the
criteria to borow and their children have had to wait a year and Vwork-for tuition
tees or not attend college at alt. I can think of a cas close to me *wre a mother
came to me seekng Information on how she could got financial assistance to
help her daugh~t revumn to school Her daughter needed $500.00. The point is
that It Is very difficult for many people to afford the cost to get their children
educated and they need to know how to help themselves.

With the rising cost of a college education, citizens across the country will
continue to face a need to get financial assistance. Therefore, I am sure I can
speak for families regardless of their socio-.oonomric needs When I say we need
and want tax incent1v plans thot consider our varied needs.



I am a member of the Delaware Higher Education Commission and we recently
Introduced the Delaware College Investment Plan through Fidelity Investments.
The plan is catching on and jnoe are investigating the beniefis and opting to try
it. I have discussed the plan and concept with co-workers, friends and family and
they have all agreed that people need to be able to start early to save for college
and realyze some tax incentive benefits.

In my conversations, I kept hearing the words clearity, benefits, affordability,
end accessibility. We all feel that education tax incentive plans are necessary
and that all families should be at le to benefit from them. We feet that whatever

plans are adopted, the explanation of the plans should be clearly defined and
explain why and how they carn benefit a family's future needs. Plans that are
adopted must be affordable and accessible to all wsho are interested in
participating.

There was discussion that any help through these plans that could decrease there
tax burden on families would be greatly appreciated.

Overall, I am reminded of the wise words of Benjamin Franklin when he said, "if
you empty your purse into your head, noone can take it away from you. An
investment in knowledge always pays the best interest."

Thank You.

Submitted By: Esthelda R. Parker-Selby
March 1, 1999
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PREPARED STATEMENT OF HON. WiL.JuM V. ROTH, JR.

Good morning. I want to welcome everyone here for the Finance Committee hear-
ing on education tax incentives.

As you can see from the witness list, we have a full slate this morning. We have
five Senators who would like to testify, and then we have two panels of witnesses.
In order to make sure that we have enough time to bear from all the witnesses and
ask them appropriate questions, it is important for all of us to limit our opening
comments. I am going to ask the Senators to keep their oral remarks to about three
minutes. Full statements will appear in the hearing record.

That being the case, I will follow my rule and make just a few short comments.
As we look around America today, we see few things that are as vital to our soci-

ety as a quality education. And never has education been more important than
now-a time when technology is so accessible, a time when potential is without lim-
its, and a time when the advent of a global economy demands the best we have to
offer.

Yet, at the same time, all the data shows that education costs continue to rise
at a rate higher than inflation. Families are finding it increasingly difficult to bal-
ance these high costs for education with all of their other financial obligations.

I believe that the federal government has a responsibility to promote policies and
programs that will help American families to meet these burdensome-but nec-
essary costs. During today's hearing we will hear about some existing measures that
help families pay for higher education, and what we can do to enhance their
attractiveness.

We will then turn to the issue of school construction. We have all heard about--
and seen firsthand-the problems of disrepair and overcrowding in some of our na-
tion's elementary and secondary schools.

Before responding on impulse, however, we should consider several questions.
We need to ask ourselves whether state and local governments are adequately re-

sponding to the problem-whether the problem of dilapidated and overcrowded
schools is getting better or worse. We then need to ask whether it is appropriate
for the federal government to get involved, and whether state and local governments
even want us to get involved And then we need to ask whether changes to the fed-
eral tax code are a desirable response to this issue.

Today's witnesses will give us some perspective on this issue. They will shed some
light on the historical role of the federal government in this area and on the real
world reality of building schools.'

PREPARED STATEMENT OF HON. CHARLEs S. ROBB

I thank the chairman for having a hearing on such an important topic. I am sup-
portive of many of the proposals which have been discussed here today, such as the
employer-provided education assistance incentive and the allowance of deferred tax
liability for prepaid tuition plans for our public colleges, and I think many of us are
supportive of these proposals.

The main issue I am concerned about is the need to address our school infrastruc-
ture problem. I believe there is a growing consensus among members on both sides
of the aisle that Congress should provide some form of assistance to states strug-
gling to meet their school infrastructure needs. So the question isn't whether we
should provide money for school infrastructure, but rather how do we do it. In that
vein, we do not suffer from a lack of prpsas From the House Republican leader-
ship to many of the members in this body, we certainly have ideas that I think we
can reach agreement on. So, it seems to me that the first two things we should de-
cide are: (1) how much can we afford; and (2) on what aspects of the various propos-
als can we reach a consensus.

I look forward to working with all members of this committee to consider any pro-
posals that will make our schools safe and healthy places in which to learn. Mr.
Chairman, r'd like to submit for the record two studies pertaining to Virginia's
school infrastructure needs-one completed by our General Assembly's Commission
on Educational Infrastructure and one completed at the Thomas Jefferson Center
for Educational Design at the University of Virginia. These studies were Particu-
larly enlightening, and Ird like other members to have the benefit of examining
some of the findings. Thank you.
Attachments.
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1. BACKGROUND OF THE STUDY
House Joint Resolution 135 of 1996 established this 23-member commission, with

the following membership: the chairmen of the House Committees on Appropria-
tions, Finance, and Education, and three members of the House Delegates; the co-
chirme of the Senate Committee on Finance, the chairman the Senate Committee
on Education and Health, and two members of the Senate; eight citizens reresent-
ing commercial communications technology, educational technology, ach design
and construction, fiunding public school and capital construction, school despiteVirginia Municipal League, the Virginia Association of Counties, and the public at

lare; he jeuennt Govrernor the Secretary of Education; the Presidenit of the
Boardt of Education; and the superintendent of Public Intuto.All members
served with full voting pri4

Citing the age of many of Vrgnia s public schools, the need for public school in-
frastructure capable of supporting educational technology, the Incesnl impor-
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tant role of technology in business and industry, the necessity of planning revisions
to adjust to evolving technology, the relationship of technology to student achieve-
ment, Virginia's role in communications technolo gy, rcnt educational technology
funding initiatives, and the benefits of a comprehensive examination of the state's
educational technology infrastructure, HJR 135 directed the commission to accom-
plish the following objectives:

" Inventory and evaluate the phsia and technical infr-astructure needs of public
schools throughout the Commonwealth.

" Review current capital construction projects and estimate future public school
construction and renovation needs.

" Determine the technological needs of the public schools.
* Recommend appropriate alternative revenue sources for such construction and

renovation, including ways to provide a sound and viable educational technology
infrastructure for the public schools.

o Determine the level and source of funding required to support the infrastruc-
ture, and how to provide computers for all students by the year 2000, integrated
instructional technology, in the classroom, networking, connection to the Inter-
net, and staff development.

" Communicate and coordinate with the Select Committee on Public School Con-
struction to facilitate consistency and avoid duplication and fragmentation of ef-
forts.

" Develop and recommend, in collaboration with the Select Committee on School
Construction, an educational technology master plan which incorporates current
networking and funding initiatives and provides a vision for meeting future
school construction and educational technology needs as Virginia enters the
21st century.

The commission was directed to complete its work in time to report its findings
and recommendations to the governor and the 1997 Session of the General Assem-
bly. The commission's work was, however, continued by HJR 500 to the 1998 Ses-
sion.

11. SCHOOL CONSTRUCTION ISSUES

In recent years, school construction issues have been paramount in the minds of
local school and government officials. Although the Commonwealth and the various

r ears which will remedy less than two-thirds of known construction deficiencies of
6.2 billion and will not correct the tendency to defer maintenance needs--a practice

which increases long-term costs. Indeed, the picture is grim when one considers that
figures obtained through on-site capital improvement surveys indicate that school
divisions underreport capital needsb 54 percent, therefore the real unmet capital
construction need in Virginia's cool divisions could exceed $8.2 billion.

Although the Commonwealth of Virginia does not directly fund any school con-
struction, a per pupil maintenance supplement appropriation is provided-currently
$15.00 per pupil (as recommended by this commission)-thereby helping every
school division. The state also operates two interlinked debt mechanisms for funding
school construction-the Literary Fund and the Virginia Public School Authority.
State Loan Programs

Originally established in 1810 as a statutory mechanism for Funding the education
of poor children, the Literary Fund was added to the Virginia Constitution in 1869.
The Literary Fund endures as Section 8 of Article VIII of the Constitution of Vir-

=This "permanent and perpetual school fund" is "held and administered by the
ofEucation." The Fund provides direct loans for new construction, building

additions or renovations, interest rate subsidies for projects funded through the Vir-
ginia Public School Authority, and moneys for other school purposes, suA as tach-
er retirement and debt service on technology equipment notes, i.e., the purchase of
computers and related technology.

Thie Virginia Public School Auithorit isg bond bank, offers low-cost financingfor public education capital projectstereby, providing the localties with a cost-ef-
f.ctve method of bond issuance and consistently Aa rating.. Two programs are of-
fered--stand alone and pooled-with the pooled bond prora's advantages being
access to the bond market, low-cost financing, no requirement for voter referenda,
and no limit on loan amounts.



Scope of the Problem
Every other year, the Department of Education conducts the school facility status

survey, documenting the condition of Virginia's schools and the estimated need for
renovation or new construction. Providing a vehicle for self-reporting of school build-
ing conditions this questionnaire is distributed to every school division in the Corn-
monwealth. TRe resultigm prtv sttsia formation on the school building
deficiencies and capabilities encapsulates information for decision making and fund-

ectonsandchatsthe evolution of the Commonwealth's changing edu-
The 1995-1996 school facility status survey shows that:
* Sixtythree percent of Vir*ginia's public schools are over 25 years old and are in

nee of substantial renovation or replacement.
* 45 percent of school divisions utilize 3,621 mobile classrooms.
*Many schools-3 percent-report overcrowded classrooms.
Twety-seven percent of Virginia's classrooms are obsolete in terms of today's
technological needs.

*Over the next five years, an estimated 13 percent increase in new classrooms
will be needed-approximately 7,900 classrooms.

*Fifty-two percent of the Commonwealth's school divisions report that school
maintenance is being deferred.

On the positive side, school divisions report a reduction in environmental concerns
and increased building access for students with disabilities. The new data show en-
ergy efficiency in 62 percent of schools; air conditioning in 68 percent of schools; and
access for the disabled is a reality in 74 percent of schools. In many school divisions,
the learning environment, although showing steady improvement, still has many
problems:

" Approximately 400 schools in Virginia still have environmental concerns, such
as no emergency lighting, structural defects, and no fire alarms.

" Other environmental issues including poor indoor air quality, lead, radon, as-
bestos, and underground storage tanks are still concerns in certain schools.

" Some school environment problems present a catch 22; for example, energy effi-
ciency is a must for air conditioning, air conditioning is a must for computer
technology and year-round use of buildings, and lack of energy efficiency eats
up funds which could be allocated for these improvements.

School construction issues are exacerbated by increases in school construction
costs in recent years that have far outpaced the general rate of inflation and by local
economic pressures, with demands for services increasing more rapidly than revenue
streams. Furter, many school divisions report that 11 percent or more of their
budgets are being dedicated to debt service and that future debt capacity may be
limited.

As provided in the Virginia Constitution, the General Assembly may use Literary
Fund moneys for public school purposes, "so long as the principal of the Fund totals
as much as eighty million dollars." The economic exigencies of the early 1990s ne-
cessitated diversions of Litery Fund moneys for otherr school purposes," with the
choices being to maintain funding of the Standards of Quality or to maintain the
capacity of thie Literary Fund. Thus, funds were transferred for teacher retirement
as a means of liberating general funds for other uses. The fiscal disturbances of the
early 1990s resulted in sharp reductions in the caacty of the Litery Fund, with
no loans being issued in fiscal years 1991, 1992, andi 1993, and only $2.2 million
in loans being issued in fiscal year 1994.

In the last several years, the General Assembly has striven to restore the Literary
Fund and, thereby, its capacity to fund school construction and renovation. Depend-
ency on Literary Fund diversions has been reduced from a high of $101.1 million
in 1992 to a ,projected $23.3 million in 1998. Although fiscal year 199 began with
a first priority waiting list of $92.2 million, approximately half of which had been
waiting for over a year and a number of which had been waiting for nearly two

years, $ 113.6 million in projects were funded during 1995-1996 and the waiting list
time has now been reduced to one year.

The Liter- Fund's principal was reported as approximately $338 ii~on in June
of this year. fivenues for 1996-1997 are projected to be $110.7 million, with $41
million to be transferred to teacher retirement, $40.1 million to pay the second year
debt service on the technology equipment notes, $10 million for interest rate subsidy
projects valued at approximately $30 million, and $50 million for direct loans.

III. EDUCATIONAL TECHNOLOGY ISSUES

As they head into the 21st Century, Vhirgina's children will be expected to be com-
puter literate and technology savvy. The video-game generation mus t be prepared



to use advanced technology for re shanalysis, and communication in the world
of work and for recreation, sociaizn shopting, banking, and other transactions in
their private lives. Terminology au31 as assistive technology" and "interactive
media" will probably take on a "Brave New World" aura, with modifications and
choices about which we can only speculate. In anticipation of these needs, Virginia's8
General Assembly has strongly supported educational technology since th~e 1980.
All mor state education commissions since 1985 have recommended investments
in eucational technology. Since 1988, $ 225.8 million in state-fuinded educational
technology programs have been initiated with various activities funded in 1988
1990, 1994, 1995, and 1996. Local school divisions have also provided additional
founding for educational technology.
Virginia's Grant Initiatives

Over the last several years, state educational technology grant initiatives for li-
brary automation have greatly increased Virginia' access to educational
technology. In addition, the 1995 budget drcsthe Board of Education to dedicate
over $10.8 million from the Literary Fund to provide first-year debt service
ments for an equipment grant program through the Virginia Public School Author-
ity in an amount estimated at $4.5 million for the purchase of educational tech-
nology equipment. This year, the Superintendent of Public Instruction and the State
Treasurer will recommend a continuing and stable fuindin# mechanism for edu-
cational technology equipment and infrastructure. School divisions will also benefit
from an agreement negotiated in the summer of 1996 for reduced telecommuni-
cations rates. In the 199-1997 school year, grant funds, based on an average grant
of $26,300 per school and $53,000 per school division, are being distributed to eligi-
ble schools for retrofitting and upgradn of existing buildings' infrastructure, net-
working, and equipment purchases. Loaities are required to provide a 20 percent
local match, 25 percent of which must be dedicated to teacher training.
Effects of Educational Technology

The enthusiasm among students and teachers that can be generated by edu-
cational technology is refreshing. Seated in his local classroom, a young student in
the far Southwest or Eastern Shore of Virginia can take a tour ofthe white house
or visit a museum or look for reference books in the Library of Congress. Next year,
elementary students will be able to travel around the world-through virtual re-
Walit-if they have access to the Internet. This voyage will take two years; students

wil;e able to direct the research conducted on this trip while traveling to such ex-
otic destinations as Micronesia, New Zealand, Singapore, England, New York, and
San Francisco.

Research on the effectiveness of technology in improving achievement, although
not conclusive, has been positive, e.g., demonstrating improvements in attitudes to-
wards school, access to information, and standardized test performance. Quicker
mastery of basic skills through use of educational technology than traditional teach-
ing methods has also been demonstrated, including writing, reading, and mathe-
matics. How and when to use educational technology and the results of using edu-
cational technology continue, however, to be issues. A frequently heard caveat to the
praise heaped on educational technology is that it is "only as good as the teacher
using it." Indeed, the need for teacher training in the use of technology has been
recognized in the General Assembly's initiatives. The Board of Education has adopt-
ed theAdvisory Board on Teacher Education and Licensure Standards for Tech-
nology, noting that "many modern jobs require [technology] skills." As school divi-
sions have increased their use of educational technology, many express the need for
technical assistance for maintenance of hardware and troubleshooting of software.
Thus, continued attention to training and technical support appear crucial to the
success of educational technology, beca use the technology is evolving at such a rapid
pace. Computers purchased today may be outmoded or inadequate by next year.
Six-Year Plan for Educational Technology

The Board of Education adopted a revised Six-Year Plan for Educational Tech-
nology in 1996 which sets out goals and implementation strategies to equalize ac-
cess to educational technology. All school divisions in Virginia now have loal edu-
cational technology plans. But school construction/infrastructure issues are inex-
orably related to educational technology. School environmental conditions present
an educational puzzle; for example, energy efficiency is a must for air conditioning,
air conditioning is a must for computer technology and year-round use of building,
and lack of energy efficiency eats up funds which could be allocated for these im-
provements. Therefore, the infrastructure needs for effective educational technology
are not cheap. Access to the World Wide Web requires adequate wirin and elec-
trical capacity, funding for long-distance telephone rates, equipment purchaes, and



replacement or upgrades of hardware and software--all high cost items! In 1995,
the total implementation costs for the board's plan were estimated to be $553.6 mil-
lion, with a proximately $90 million per year over a six-year period. Because of the
enormity of the cost estimates for comprehensive implementation, the appropria-
tions for implementation of the board's plan have been, as already described, incre-
mental and targeted.
Statutory Law

Although educational technology activities are healthy and progressing in Vir-
r iua, the statutory law related to educational technology is not specific or centrally
located; much of the control of educational technology is contained in the budget.
Some significant statutory provisions do exist. For example, the VirgInia Public
School Authority is authorized to make loans and interest rate subsidy payments
for school capital projects which are defined in the law to include "motor vehicles
and educational technology equipment" (§ 22.1-166.1). The Statewide Electronic
Classroom Program is established in § 22.1-212.2; this program has been required
to be available to every public high school since July 1, 1 90. Having been, oriai
nally established only in th e budget, the initiatives recommended by the Commus-
sion on Equity in Public Education were mirrored in statute in 1995, i.e., § 22.1-
199.1. Within the Standards of Quality, no specific requirements for educational
technology are stated. Standard 6 (§ 22.1-1-253.13:6), relating to planning and pub-
lic involvement, requires the Board of Education to develop and revise a statewide
six-yea:' improvement plan, with no mention of educational technology. Local boards
are also required to have such plans which must include, among other comnennts,
technology "consistent with the six-year technology. plan for Virginia adopted by the
Board of Education .. ." In conflict with this requirement, the electronic classroom
law (§ 22.1-212.2) requires the Board of Education to develop a five-year plan for
educational technology.

In 1997, educational technology issues focused on promoting access to educational
technology for all public school students, a permanent funding mechanism for edu-
cational technology capital projects (retrofits, equipment purchases, etc.), public/pri-
vate partnerships for educational technology, such as the negotiated reduced tele-
communications rates and the many projects already being supported in the school
divisions by business and industry, teacher training in technology, and clarification
of the statutory authorities and responsibilities for educational technology.

IV. WORK OF THE COMMISSION

The first of the commission's four :meeting, held on July 16, 1996, was its organi-
zational meeting. The chairman and' vice chairman were elected and decisions were
made on the direction and structure of the study. In order to begin implementation
of the study immediately this meeting also included backgroundt briefings to estab-
lish the foundation for the study, This first meeting included a briefing on Virginia
law related to school construction and technology and a review of the Virginia
School Facility Status Survey as well as presentations on the Commonwealth's role
in financing school construction, the status of the Literary Fu~nd, and the Virginia
Public School Authority. During this meeting, the commission requested certain
data and analysis including information on the causes or reasons for inflation in the
costs of school construction. The commission also reviewed and approved its study
objectives and the proposed study plan and schedule.

In accordance with its study plan and schedule, the commission held four meet-
ings which were carefully planned and scheduled to complete its agreed-upon study
plan and to provide a progression from background information and technical dem-
onstrations to review of current issues and then decision making. Although the
study plan included a fifth meeting-scheduled as a public hearing on the commis-
sion's proposals--this meeting was canceled because of the time constraints of the
1997 Session.

The commission's second meeting (September 10, 1996) focused on educational
technology. The agenda covered many educational technology issues, including an
historical review of Virginia's Educational Technolog Initiatives, a description of
the Board of Education's current Six-Year Plan for Educational Technology, an over-
view of a local educational technology program (Charlotte Count y School Division),
including presentations fr-om. the superintendent, a teacher, eind three students; a
demonstration of accessin the Internet by Charlotte County School Division stu-
dents; and a review of bipl ementation of the technology standards for instructional
personnel then being recommended by the Advisory Board on Teacher Education
and Licensure. This complex meeting also included three demonstrations from com-
puter experts, including two vendors. Representatives of IBM and an education
technology consultant with Apple Computers demonstrated various instructional
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technology--all of which was very impressive and informative. In addition, the K-
12 Technology Coordinator for the Fairfax County School Division spoke to the com-
mission about the classroom of the future, including the school division's technology
standards and guidelines.

The third meeting, held on November 15, 1996, focused on current construction
and funding issues. This meeting began with an overview of the study conducted
by the Superintendent of Public Instruction and the State Treasurer pursuant to
Item 131 G of the 1996 Appropriation Act. The two state officials were directed to
"study the feasibility of establishing an elementary and secondary education equip-
ment trust fund with purposes similar to the Higher Education Equipment trust
Fund, and make recommendations to the chairmen of the Senate Fianc and
House Appropriations Committees no later than November 1, 1996."

The recommendations were to include strategic for providing a continuing and
stable funding level for the purchase, les an vor replacement of educational tech-
nolopy equipment and Winrstructure in Virgini's public schools, including the fea-
sibility and cost of direct appropriations for replacement costs through the Stand-
ards of Quality funding formula; potential sources of security for a ung pro-
gram; the appropriate structure for administration of a propam; appropr evela
of funding anticipated through the year 2000; the impact of a financing program on
the Commonwealth's debt capacity and strategies for mi iig such an impact;
and the potential state and local costs of such a program

This third meeting also included expert review of interim financing for school con-
struction, i.e., flnan between the time of atpplying for and receiving a Literary
Fund loan or fuingwtrugh the Virgima Public School Authoity. Tisreview was
Provided by an investment banker from Craigle, Incorporated. Further, two school
superintendents presented their strategies for obtaining authority for local general
obligaton bonds through referenda. These presentations high. lhed the potential
for such authority in a rural county, i.e., Pittsylvania County, and an urban county,
i.e., Chesterfield County.

The final presentation of this meeting focused on the relationship between build-
ing condition and student achievement and was presented b Dr. Carol S. Cash,
Principal, Lee Davis High School, Hanover County Public Sc~oois, who wrote her
doctoral thesis on this subject.

The fourth and final meeting of the commission, held on December 17, 1996, was
a wrap-up and decision-makin meeting, covering a number of areas and issues. The
meeting opened with a technology demonstration provided by Consulting Associates,
Inc. of the CACTIS MultiPro Podium, a "real-time" interactive learning tool which
is wireless, provides connecting links to multiple sites, and can be moved from room
to room.

Pursuant to an information request of the commission, the Department of Edu-
cation conducted a survey of school divisions to determine what kind and how many
lease and lease-purchase arrangaments wre bein used to fund technology. This
survey was presented during this fourth meetn.Frhareiwolclgvr-
ment spending for p ublic education debt was presented to inform the commission
about the extent and cost of public education construction/technology debt.

The meeting ended with a review by the commission of various issues and alter-
native solutions, including draft bills and letters. The commission reviewed and dis-
cussed these issues and possible solutions and decided to support twelve of these
choices.

V. FINDINGS

The Commission on Educational Infrastructure received much information, dem-
onstrating the construction and technology needs of Viruinia's public schools. Local-
ities are estimating school construction investments of U.1 billion in the next five
years, which will remedy less than two-thirds of the known construction deficiencies
of $6.2 billion. Fi re obtained through on-site capital improvement surveys indi-
cate that school divisions underreport capital needs by 54 percnt; therefore the real
unmet capital construction needs in Virginia school divisions could exceed $8.2 bil-
lion. These problems are exacerbated by increases in school construction costs in re-
cent years. Further many school divisions report that 11 percent or more of their
budgets are being dedicated to debt service and that future debt capacity may be
limited.

These are staggering figures presenin enormous, but not insurmountable, ob-
stacles. The Commission on Educational Infrastructure took some significant steps
to improve this situation during the 1997 Session. These problem wil, however, re-
quire long-term commitment and attention. The Commonwealth operates two con-
stucetion fudn prorm which depend on the revenues flowing mnto the Laiterary
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Fund, a constitutionally established, permanent and perpetual fund. The Constitu-
tion provides the General Assembly with the authority to use Literary Fund moneys
for public school purposes, "so long as the principal of the Fund totals as much as
eighty million dolar." The fiscal crise of the early 1990s made it necesmia? to
transfer substantial funds from the Literary Fund and, without these trans ers,
funding of the Standards of Quality could have been affected. The tough, but fair,
decisions that were made over those years of financial strain made it possible for
Virginia to thrive in a time of economic exigency.

Recognizing that these accomplishments would not have been possible without the
flexibility provided by the Virginia Constitution to use Literary Fund moneys for
other school purposes,__the Commission on Educational infrastructure looked at
measures other than efforts to restrict the use of these funds. However, the impact
of Literary Fund transfers on the capacity of the Fund to make direct loans and
the capacity of the Virgini Public School Authority to issue bonds was significant.
There fore, the commission requested the General Assembly to restrain the use of
Literary Fund moneys for school purposes other than construction and other capital
projects. The economic forecasts are good for 1996 and l997withhi considerable re-
serves predicted. Thus, it is time for focusing on funding the vital construction and
equipment needs of the Commonwealth's public schools.

VI. RECOMMENDATIONS

The recommendations for the first year study of the Infrastructure Commission
were to:

1. Provide the Board of Education with the irtatutory authorit to make Lit-
erary Fund loans for purchasing and installing. educational technology equip-
ment and infrastructure. Tislegislation was in support of the initiative to

f' ln-termrm funding of educational technology developed pursuant to
invm 131 ofRB 30 of 1996.

RB 1835 (passed); Chapter 372, effective 711197.
2. Provide local school boards with the statutory authority to establish, by

themselves or with other parties or as regional efforts with other school boards,
education technology foundations for the express purpose of implementing a
public/private partnership to expand access to and improve the quality Of edu-
cational technology in school divisions.
RB 2285 (passed); Chapter 863, effective 7/M/7.

3. Require training for new and existing teachers and other instructional per-
sonnel in the use of educational technology.

4. Mandate technical assistance on p rofessional development in education
technology designed to seek to ensure that all instructional personnel are pro-
ficient in the use of educational technology.

5. Require all local school boards to provide a program of professional develop-
ment in educational technology for all instructional personnel.

6. Require the public institutions of higher education to establish programs
to ensure that all graduates have the technology skills necessary to compete in
the 21st century and, particularly, that all students matriculating in teacher-
training program receive instruction in the effective use of educational tech-

7. ir the State Council of Higher Education, i n consultation with the
Virginia Department of Education and the accredited teacher ed ucation pro-
grams of the Commonwealth's institutions of higher. education, to. deve lop
guidelines to ensure that all students matriculatn in teacher-training pro-
gramis meet the standards embodied in Virginia's Tecnlogy Stnad orIn
structional Personnel and have the requisite skills for the implementation of the
Board of Education's Six-Year Educational Technology Plan for V

8. Direct the State Council of Higher Education to consult wit te Badof
Education on its Six-Year Educational Technology, Plan for Virginia and to en-
courage the public institutions of higher education to design proffw to inc
Inde the skills necessary for the successful implementation of the ln
RB, 1848 (passed); Chapter 827, effective 7/1/97.

9. Increase the per pupil amount for the School Building Maintenance Fund
to $15 (passed).

Item 140 C 9 in Chapter 924, effective 7/1/97.
10. Support the Viginia Public School Authority's Technology Resolution/

i 152 Dof the Appropriation Act; Chapter 924, 1997.
11. Support the integrity of the Literary Fund by promoting reductions in the

Literary Fund revenue diversions and by requesting the assistance and raising



the awareness of state and federal officials concerning the scope of the infra-
srcueproblems.

Item 139 subdvso 5oChapter 924- effective 7/1/9.
HJR 662 expressing the sense of the deral Assembly concerning use of Lit-

erary Fund moneys (passed).
Letter to Governor.
Letters to Chairmen of I-ouse Appropriations and Senate Finance Commit-

teo".
Letters to the members of the Virginia Congressional Delegation.
12. Continue the commission's work to examine the obJective listed in HJR

135 of 1996 and to receive information on the feasibility of a one-time direct
appropriation for school construction, a psible debt service funding program,
and way to enhance the CommonweatV' commitment to educational tech-
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School construction has risen to the to p of the political a#enda across the nation.

Virii sn exception. In some parts of the Com monwealth, rapidly increas.q en-
rollents 3and population shifts have necessitated new schools, extensive additins,
and an armada of mobile units. Elsewhere school enrollments are relatively stable,
but agina faciities a"e forcing communities to renovate, retrofit, or replace schools.



The need for new and updated schools for the children of Virginia is not in qu~es-
tion. Periodic surveys by the Virginia Department of Education have established be-
yond a reasonable doubt the range and scope of the need. Still, school construction
is expensive, and some pe question whether there is any relationship between
the quality of school faciltes and student achievement.

In an effort to understand better the connection between facilities, on the one
hand, and learning and reaching, on the other, the Virginia Association of School
Superintendent commissioned the Thomas Jefferson Center for Educational Design
to conduct a survey of the Commonwealth's school divisions. Located at the Univer-
sity of Virginia, the Thomas Jefferson Center is a non- partisan research and devel-
opmqent organization involving associates from the fields of education, architecture,
engineering, technology, business, and sociology.

A STUDY OF IMPACT

While other surveys have concentrated on describing the extent of facilities needs,
the Jefferson Center survey focuses on the impact of overcrowded and deteriorating
facilities on learning and reaching. Survey questions reflect five areas of concern:

1. Instructional time lost because of problems related to facilities
2. Reduced effectiveness of reaching and learning due to facilities
3. Diminished curricular options
4. Pressure on facilities resulting from state and federal mandates
5. Student health and safety issues related to facilities

In November of 1998 every Superintendent in Virginia received a copy of the Jef-
ferson Center's four-page "School Facilities Impact Survey." Of 133 possible re-
sponses, 128 (96%) were returned. The following sections contain the results of the
survey and several recommendations for policy makers.

LOST INSTRUCTIONAL TIME

If research has established any relationship in education, it is that which exists
between time and learning. The more time students are exposed to instruction, the
more likely they are to learn. It goes without saying that when students are not
in school, achievement suffers. The survey reveals that 36.2% of the 128 school divi-
sions were forced to close one or more schools during the past two years because
of problems related to school facilities. Lost time ranged from an earl~ dismissal due

tolc fair conditioning to ten days without school because of a Keating system
failure. Survey responses indicate that at least 96 days of instruction have en lost
in Virginia pblic schools since the beginning of 1997. Schools had to be dismissed
early on at least 44 other occasions. In some instances, only one school was involved
in a facilities-related closure or early dismissal, but in cases involving lack of air
conditioning during extremely warm days, every school in a division had to be
closed! Tens of thousands of students were affected.

Virginia school divisions in the past two years. have lost more than 38 days of in-
struction due to lack of air conditioning and have been forced to dismiss school early
due to hot weather on more than 40 occasions. These statistics, of course, do not
include the warm days when schools remained open, b~ut students and teachers were
uncomfortable and unable to function effectively.

The importance of sir conditionn becomes even more apparent in the summer.
An increasing number of schoolodvisions are running extensive summer programs,
particularly for students who have fallen behind their peers or failed statewide
tests. To require these students to attend school during hot weather months without
air conditioning makes little sense educationally.

Lack of air conditioning is not the only reason for lost instructional time in Vir-
giithou h it was the most frequently mentioned. Problems related to HVAC

(Heatin,Ventilation, and Air Condition) systems accounted for 39 days of lost in-
struction, electrical systems and wirng another 10 days, and water and sewer prob-
lems an additional 6 days. Most ofthe HVAC problems involved boiler failures dur-
ing winter months. The data do not include the impact of leaking roofs on particular
classrooms, since schools typically remain open in the case of isolated leaks.

REDUCED EFFECTIVENESS

When school is closed, formal learning does not occur. But what about when

schoolIis opn? Inadequate facilities can exert a sufficiently negative impact to re-
duceothe abety of teachers to teach and students to learn. Nowhere is this impact

more apparent than in schools that lack an adequate number of classrooms to sup-
pert their educational programs.

Insufficient classroom space compelled 53 % of the school divisions to increase the
numbers of students in at least some classes, thereby countering local and state ef-
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forts to improve student achievement by lowering the ratio of students to teachers.
Over 40% of the school divisions report having to combine classs, such as Spanish
III and Spanish TV, in order to cope with space limitations. Combining classes forces
teachers to handle several preparations simultaneously, thereby jeopardizing cur-
riculum coverage and instructional effectiveness. In other cases, inadequate space
has meant that two teachers must operate in the same classroom space with dif-
ferent groups of students--at the same timer

In order to deal with limited space, 63% of the school divisions schedule classes
for areas not designed for instructional purposes For example 34 divisions (27 %
hold classes in auditoriums or on stages; 20dvisions (16%) hold classes in cafe-
terias; and 20 (16%) divisions hold classes in storage areas and book closets. Other
areas used for instruction include hallways, offices media centers, teacher work-
rooms, locker rooms, and, in two cases, converted coatl bins.

In several cases, science labs must meet in rooms without gas or water. The need
for classroom space sometimes means elim"inatin areas that play an important role
in instructional support and school opertos Ffy-six per cent of the school divi-
sions report eliminating important non-instructional areas in order to create more
classrooms. Among the ara ovrted to classrooms are administrative and profes-
sional offics (23% storage rooms (19%, teachers' workrooms (14%1/). When teachers
lack space in which to prepare instructional materials, speech therapists lack pri-
vate rooms for testing and consultation, and parts of libraries must be used as class-
rooms, the ability of schools to deliver their instructional programs can be com-
promised.

ConvertingK existing building space to classrooms is not the only way school divi-
sions in Virginia are coping with the need for more places to teach. Sixty-seven per
cent of the school divisions have purchased mobile units and more than 30% are
leasing them. Over 3,000 mobile units are scattered over the campuses of the Com-
monwealth.* To point out that mobile units pose challenges for teachers and school
officials is to ris understatement. Amorg the tential problems are the following:

*Wiring mobile units for computers it, difficult and expensive.
*Mobile units often lack water and other features that are important for certain
courses, such as art, home economics, and science.

*Some students feel stigmatized when they are compelled to spend all or part
of the day in mobile units.

" Valuable instructional time can be lost when students must walk back and forth
between mobile units and the main school building.

" Walking to and from mobile units creates opportunities for misconduct and dis-
cipline problem.

*Keeping expensive equipment such as computers in mobile units poses a secu-
rtproblem.

* Mobileounits often are not energy-efficient.
Besides forcing students to learn m unsuitable settings and depriving school em-

ployees of space for planning and preparation, squeezing classroom space out of ex-
isting facilities can have another, more subtle impact. This impact is best captured
in a statement by one of the respondents to the survey:

Improper facilties for classroom instruction-such as storage rooms, teacher
lounges, auditorium stages, and mobile units-send a silent message that the
students, stan; and programs are not important enough to require additional
funds to correct these deficiencies.

DIMINISHED OPTIONS

Lack of adequate classroom space limits curricular choices as well as teacher ef-
fectiveness. One out of every five divisions (20%o) report being forced to cancel or
eliminate courses .because of space limitations. Among the victims are many voca-
tional education courses and electives.

Even school divisions that succeed in preserving curricular options are still forced
to make concessions. Access to certain courses and progra, for example, had to
be limited by almost 16% of the reporting divisions. Vctional education courses,
once again, were among those most affected by limited space. Other areas where
enrollment has been restricted include programs for four-year-olds, alternative edu-
cation, advanced placement courses, and computer courses. It appears that at-risk
students and students who are unlikely to attend college often are those for whom
curricular choices are curtailed because of inadequate space.

STATE AND FEDERAL MANDATES

When schools are built, the are built to accommodate educationalprgastt
meet existing expectations . Expettions change, however. Nowhere haveexpecta-



tions chane more dramatically than in the area of special education. Many of the
space liittons faced by Virginia's schools can be traced to federal legislation re-
garding the education of'special needs students. Almost a quarter cetury after h
passage of Public Law 94-142, some school divisions in Virginia still do not meet
bui'din standards for access for students with disabilities.

Currntly school divisions are implementing the Virginia Standards of Learning
and the Standards of Accreditation. .Many survey responses indicate that these new
mandates aire placing additional strains on existing facilities. One school division
enumerated a variety of reasons why state and federal mandates necessitate more
space:

" Need to reduce enrollment in K-3 classes to an average of 20 students.
" Need to reduce enrollment in 6-12 English classes to an average of 24 students.
" Need for special education rooms to meet federal and state guidelines.
" Need for tutorial rooms for students requiring reading remediation (Virginia

Reading Tutor Program).
" Need for space for additional teachers to provide remedial assistance to Stu-

dents who fail SQL tests.
" More computer labs to help students meet new SOLs related to technology.
" More space for technical labs to accommodate state is desire for student prepa-

ration for technical careers.
" Additional class space to accommodate students who are retained as a result

of failing SQL tests.
Over 72% of the school divisions indicate that classrooms will have to be increased

to meet some or all of these new expectations. One urban division, for example, will
need to add 60 classrooms in order to lower teacher-student ratios in K-3 to an aver-
age of 20 students. To address Standards of Learning related to laboratory sciences,
almost 64% of the school divisions say they will need to increase their number of
science labs. Three out of four divisions indicate they must add computers and space
to accomumodate them in order to meet technology-related Standards of Learning.

Both Governor Gilmore and President Clinton have suggested that funds be made
available to enable school divisions to hire more teachers. When asked whether
some schools in their divisions would be unable to add more teachers unless addi-
tional classrooms were constructed, 86% of the respondents agreed. Obviously there
is more to expanding the teaching force than recruitment and selection.

STUDENT HEALTH AND SAFETY

Virginia educators care deeply about their students, and they make every effort
to ensure their health and safety. Still, 7% of the respondents report that facilities-
related problems in the past two years have resulted in injuries to students and stu-
dent absenteeism. Specific problems range from a student falling through a rotten
section of flooring to absences associated with building-based allergies and poor ven-
tilation.

Overcrowding can produce its own set of safety problems, including increased op-
portunities for misconduct in classes and corridors. Sometimes overcrowding and
lack of adequate space lead parents to withdraw their children from school. Seven-
teen percent of the school divisions indicate that students have been withdrawn
from at least one school because of facilities-related problems.

SCHOOL FACILITIES MATTER

Based on surveys from 128 out of 133 school divisions in Virginia, it can be con-
cluded that school facilities do matter when it comes to learning and teaching. To
ignore or minimize the connections between what students learn and where they
learn, in our judgment, would be a serious mistake.

Virginia's educators understand how facilities affect learning and teaching. They
arecontinually assessing building and classroom needs. Unfortunately, they are not
always able to secure the funds necessary to im rov existing facilities and build
new schools. Just under one quarter of the school visions in our survey report hav-
ing tried and failed to obtain funds for new construction or renovations during the
past two years. A number of school divisions in the Commonwealth clearly require
assistance if they are to provide their students with up-to-date, comfortable, and ef-
fective learning environments.

The need is best expressed, perhaps, in the words of one Superintendent:
We have already had to add 26 mobile units to address overcrowding and re-

duced K-3 class size, and we are still short of space in several areas. Twenty-
four of these mobile units are used as regular classrooms; this means that 20%
of our regular classroom. teachers are now housed in mobile units. Mobile units
are not connected to the school's computer network.

58-156 99-4



None of the schools in the division are air conditioned, and all but one of the
boilers are 20 to 30 years old. Wiring and lighting are inadequate for classroom
instruction and the use of technology. Students with health problems are fre-
quently affected by the schools being too hot or cold. Students in mobile units
are affected by having to change classes in bad weather. It is also very difficult
to schedule summer school and remedial classes in un-air-conditioned class-
rooms.

Four recommendations derive from the findings of the Jefferson Center's "School
Facilities Impact Survey." All but one involve providing state support to help school
divisions provide learning environments capable of supporting Virginia's high expec-
tations for students and teachers. Less affluent school divisions should not be placed
in the position of having to choose between maintaining or improving school facili-
ties and other essential budget items such as hiring teachers or purchasing instruc-
tional supplies.

Recommendation 1: Provide state support to help school divisions pro-
vide air conditioning for every school. Effective learning and teaching is vir-
tually impossible in hot, humid classrooms that lack adequate ventilation. The need
for effective classroom learning time has never been greater in Virginia. In addition,
summer programs for at-risk students are increasing. Air conditioning is imperative.

Recommendation 2: Provide state support to offset the negative con-
sequences of out of-date and deteriorating facilities. No student in Virginia
should be compelled to attend schools with inadequate wiring, leaky roofs, outdated
boilers, poor lighting, and classrooms that are not designed for effective instruction.
No student's safety or health should be jeopardized because of the facilities in which
they are required to learn.

Recommendation 3: Provide state support to relieve overcrowded condi-
tions in schools. Overcrowding adversely affects learning in various ways. Access
to important courses may have to he limited. In some cases, courses are eliminated
entirely because of limited space. When teachers must teach large numbers of stu-
dents, the likelihood that individual students will receive the individual attention
they need and deserve is greatly reduced. Crowded conditions also spawn behavior
problems and disorder.

Recommendation 4: Establish high state-wide standards for school facili-
ties. It seems only fair that a state that expects high performance from its students
and teachers should also hold itself, and its citizens, to a high standard when it
comes to support for schools. This support includes providing high quality school fa-
cilities to provide young people with every opportunity to take advantage of their
public education. What message do we send to Virginia's young people when we de-
mand that they me et rigorous academic standards, but then allow communities to
settle for sub-standard school facilities?

PREPARED STATEMENT OF HON. JEFF SESSIONS
Mr. Chairman, distinguished members of the Committee, I would like to thank

you for holding this important hearing to discuss education reform and education
tax issues. Education is clearl the American public's number one issue and I am
honored to be able to discuss tiKe concept of prepaid tuition plans and why they are
critically impportant to American families.

Mr. Chairman, as you know, American families have accrued more college debt
in the 1990's than during the previous three decades combined. The reason is two-
fold: the federal government subsidizes student debt with interest rate. breaks and
penalizes educational savings by taxing the interest earned on those savings.

In recent years, however, many families have tackled rising tuition costa by tak-
ing advantage of prepaid college tuition and savings plans. These plans allow fami-
lies to purchase tuition credits years in advance. By the year 2000, 42 states will
have a prepaid tuition program, a savings program or both. These plans are ex-
tremel popular with parents and students. They make it easier for families to save
for college, while at the same time taking the uncertainty out of the future cost of
college.

Mr. Chairman, over the years, Congress, under the your' sand Senator Moy-
nihan's leadrhp has supported prticipating families by expanding the scope of
the prepaid tuition plans and by deferring the taxes on the interest earned until
the student goes off to colg.Bcuse of these Congressional actions the prepaid
tuition tedis cont!n __ NowI a nationwide consortium of more than 100 private
colleges, located in 32 diffeent states, with more than I million alumni, have estab-
lished these same type of tuition savings and prepaid tuition plans as well.
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Under the CLASS Act, families choosing to save for a privte college education
would receive tax-fre3 treatment in 2004 wifle families with savings in a public. pre-
paid plan would benefit immediately This is not a benefit for the colleges, rather,
this p ~ami an incentive for students and families to save for the college of their
Choice Itht regard this progam is much like the Guaranteed and Direct Stu-
dent Loan Program, the G.L. Bill or the Pell Grant program, which allow families
to use federal assistance at the college of their choice.

The CLASS Act will make all of the interest earned. in prepaid plans completely
tax-free. Currently, the interest earned by families saving for college is taxed twice.
Families are taxed on the income when they earn it, and then again on the interest
that accrues from the savings. On the other hand, the federal government subsidizes
student loans by deferring interest payments until after graduation. It is no wonder
that families are going heavily into debt Wand at te same time are struggling to save
for college. Mr. Ohian, I strongly believe that this trend must no longer con-
tinue.

In order to provide families a new alternative, the CLASS Act would provide tax-
free treatment to all pro-paid savings plans. This bipartisan piece of legislation is
sound education and tax policy that provides incentives for savings rather than bu-
reaucratic solutions. For a small cost the CLASS Act will provide billions in poten-
tial savings to help families afford a college education. The Joint Committee on Tax-
ation has scored this bill at $179 million over 5 years and $697 million over 10
years. Unfortunately, the Joint Tax Committee did not consider any potential sav-
ings from the inevitable reduction in the dependency of the famiiso eea

cool loans, grants or the benefits to the country from increased savings.
Mr. Chairman, many individuals have questioned whether these plans will benefit

all types of students. It is wrong to assume that tuition savings and prepaid plans
benefit mainly the wealthy. In fact, the track record of existing state p repaid plans
indicates that working, middle-income families, not the rich, benefit the most from
pre-paid plans. For example:

* 71% of the participating families in the Florida Prepaid College Program have
annual incomes under $50,000 and 25% have incomes of less than $30,000;

* 72% of the tuition contracts in the Alaska Advance College Tuition Payment
Plan have been purchased by families with annual incomes of less than $47,500;

* 81% of the contracts in the Wyoming savings plan have been purchased by fam-
ilies with annual incomes of less than $34,000;

* 62% of the contracts in the Pennsylvania plan have been purchased by families
with annual incomes of less than $35,000;

* 36% of participating families in the Texas Tomorrow Fund program have an-
nual incomes of less than $50,000; and

* The average monthly contribution to a family's college savings account during
1995 in Kentucky was $43.

Tax free treatment for all prepaid tuition plans must become law. The federal gov-
ernment can no longer subsidize student debt with interest rate breaks and penalize
educational savings by taxn the interest earned by families who are desperately
trying to save for college h inclusion of the CLASS Act in any tax bill this Com-
mittee passes will allow us to meet these goals. Once these goals are achieved, the
federal government would no longer be penalizing families for saving but rather be
providing families the help they need to meet the cost of college through savings
rather than through debt.

Mr. Chairman," I'd like to thank you again for giving me the opportunity to testify
here today and I look forward to working with you over the coming months on these
and other initiatives which will help America's families afford a college education.
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PREPARED STATEMENT OF OCTAVIO J. VISIEDO

Mr. Chairman, Senators, my name is Octavio J. Visiedo and I would like to begin
by thanking you for giving me the opportunity to share with you some of my experi-
ences related to school construction as Superintendent of Schools of the fourth larg-
est school district in the nation and in my new role as a private sector entrepreneur.

My history with Dade County Public Schools began in 1961 as an immigrant 5th
grade student and culminated with my selection as Superintendent of Schools at the
a~ge of thirty nine. In large part I was selected due to my success in dealing with
Dade County's $1.56 million capital construction program which at the time was the
largest program in the history of American public education. However, the depth,
and breadth of the problems that plagued our construction efforts were as substan-
tial as the size of the program. The problems were exacerbated by the incredible
growth that faced our school district. In Dade County, like many other larger urban
districts, growth is fueled by immigration and that creates additional pressures for
school districts because these children need greater support in order to achieve aca-
demic success. During my tenure as Superintendent Dade County Public Schools en-
rollment increased 10,000 to 12,000 new students per year, and most of them were
foreign born. These students also create different mobility patterns within the school
district. These patterns placed additional stress to a struggling, school system that
was trying to implement a complex construction program in an environment that
had overwhelming regulatory and policy related obstacles.

Early in my administration I attempted to formulate a series of recommendations
designed to trasform the construction program into a more efficient one in an at-
tempt to keep pace with the growth. The regulatory obstacles affected cost, time and
quality of construction. An example of the type of changes that were proposed dealt
with the manner that design professionals were selected and the number of times
that the prototype design could be utilized. School board policy provided preference
for inexperience and limited the use of a prototype design to only three uses. This
policy increased costs, caused more change orders, rewarded incompetence and dra-
matically slowed down the pace of our construction efforts.

Another policy issue that dramatically affects budgets deals with site acquisition
practices. Most urban school boards have unrealistic acreage and design standards
thereby'making the acquisition of property extremely time consuming and costly.
Finding approximately forty acres for the construction of a high school in a large
county located within a growing state makes it literally impossible to secure prop-
erty in a timely manner. Furthermore, requirements that lim-it the height of the
structure thereby demand that a larger foot for the structure be established.

In my current role as an educational entrepreneur I have been able to adopt best
practices from my experiences as a public employee while also employing private
sector strategies designed to operate a more efficient building and placing those re-
sources back into the classroom. To this point, I would like to share with 1you a prac-
tical example. In the Pembroke Pines public/private partnership model I made a
conscious design decision that had a profound impact on both the initial capital ex-
penditure ther -efore affecting the debt service and on ongoing operational costs. In
our school we designed a multi-purpose room that serves as a lunch room and has
a warming kitchen in lieu of a- full service kitchen. By doing this we saved hundreds
of thousands of dollars on the capital side thereby reducing the debt service and
since we contracted food services with a private provider and lunches come fully
prepared we were able to reduce dramatically recurring personnel costs. The result
is a food service program that exceeds all standards set up by the local school board
and has been monumentally popular with students, parents and school personnel.
The lunch program is currently administered by one. full time person and a small
group of parent volunteers.

It is important to acknowledge that Dade County in so many ways is a microcosm
of public education. It is so large and- diverse in its student demographics that it
could be representative of most school districts in the nation. In Homestead, Florida
schools are located primarily in rural, agricultural areas, and their challenges are
substantially different than those faced in Liberty City which is a predominantly
African American community in an urban setting. Because of these dynamics we
were forced to utilize a variety of strategies to capitalize our capital construction ef-
forts. Any -initiative that provides school districts with additional funding sources
such as low interest construction financing would enable districts like Dade County
to address explosive and unforeseen growth patterns in a timely and cost efficient
manner. Providing school districts wit a "cafetera" of funding options for their use
based on their individual needs can do nothing but help school districts that are
struggling to address school overcrowding.
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Inherent in -this suggestion is the premise that only school districts that have

demonstrated a capacity to implement their strategic capital construction p lan in a
cost efficient manner can qualify for these funding sources. Furthermore these dis-
tricts must also demonstrate that there is an authentic unforeseen and unfunded
need that could not have been anticipated and could not be addressed by utilizing
existing resources.

I have attempted to provide you with a brief series of observations of key issues
that if addressed properly could help districts become more effective in administer-
ing tercntuion prgrams and would also assist them in addressing the explo-
sive student growth that, is affecting public schools throughout the nation. Once
again, let me express my gratitude for allowing me to share these observations and
I am prepared to respond to any questions you may have regarding my testimony.

PREPARED STATEMENT OF DR. DENNIS ZIMMERMAN

State and local governments historically have assumed most of the financial jre-
sponsibility for public elementary and secondary schools. They raised about 92 per-
cent of total school revenue for school year 1995-96; the federal government contrib-
uted about eight percent of revenue.

Federal financial support can be divided into two major components. Direct fed-
eral support provided by on-budget spending programs in school year 1995-96
inounted to $19.1 billion (as mneasuredb the states), 6.6 percent of total school
revenue. The federal policy objectives of this direct federal spending are fairly clear:
55 percent of this assistance in fiscal year 1995 targeted disadvantaged children; an-
other 22 percent targeted disabled children; 12 percent targeted school system sup-
port for such things as professional development and drug abuse education; and six
percent targeted children whose parents live and/or work on federal property.(1)

Indirect federal support for capital facilities is provided through the tax system.
The interest income individuals and businesses earn on state and local debt is ex-
cluded from their taxable income. This exclusion lowers the interest rate on state-
local debt, a reduction in effect paid for by the federal tax revenue not collected on
the excluded interest earnings. The estimated revenue loss on school facilities bonds
amounted to $3.7 billion in 1996, about 1.2 percent of total education revenue.(2)
The federal government imposes no limit on the amount of tax-exempt bonds state-
local governments may issue for governmentally owned school facilities.

Unlike federal direct spending for public elementary and secondary schools, this
tax subsidy is not motivated by a federal education policy objective. Its existence is
a byproduct of the income tax structure established in 1913 which incorporated the
concept that the various levels of government. should refrain fr-om taxing each other.
As a result, the tax subsidy is identical for all state-local capital facilities--schools,
roads, hospitals, parks, etc.-and does not affect state-local taxpayer choices among
different types of facilities.

In summary, three facts stand out about federal financial support for public ele-
mentary and secondary schools:

*It is minor compared to state-local support.
*On-budget spending is targeted to four major policy objectives (the disadvan-
taged, the disabled, system support, and the federally impacted).

*The major tax subsidy was not adopted to pursue a federal education policy ob-
jective, and has been structured not to influence state-local taxpayer coce
among capital facilities for different public services.

The State-Local Sector and America's Public School Facilities
Attention recently has focused on the deficiencies of public elementary and sec-

ondary school capital facilities. Studies have suggested that as much as $112 billion
of investment may be necessary to restore school facilities to good overall condition,
and that the resources of many local school districts are inadequate to rectify the
situation.(3)

It is useful to evaluate this information in an economic context. The gap between
"good overall condition" of school facilities and their current condition is a serious
problem not to be minimized that undoubtedly has an adverse impact on human
capital formation. But budget constraints are a fact of life: our desire for both pri-
vate and public spending (consumption) exceeds our ability to pay for it. It is likely
that a similar study assessing the condition of state-local capital facilities for any
function-roads, sewage treatment plants, prisons-would reach a similar conclu-
sion.(4) A gap exists between the "god overall condition" of the capital stock we de-
sire and the less-than-good overall condition we choose to live with.

When making budget allocation decisions, state-local decision makers decide
where to spend additional tax revenue based in part upon their assessment of which
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activity will provide the highest return or value. It is a given that positive returns
wil result from additional investment in almost any activity funded by state-local
budgets. But a ten percent return in education facilities will not be funded if deci-
sion makers judge a twelve percent return is available in sewage treatment facili-
ties. In other words, one must consider the possibility that state-local decision mak-
ers made their spending decisions with complete information; that they chose the
existing less-than-good condition of education facilities because they place a higher
value on spending the available tax revenue for private consumption or other state-
local services.

For the Nation as a whole, state-local taxpayers have not been neglecting edu-
cation facilities. Table 1 p resents referendum data on public elementary and second-
ary school bond issues for te years 1988 through 1998. The percentage of bond
issues approved and the percentage of dollars approved appear in columns 2 and
3. Both series tell approximately the same story. Approval rates declined substan-
tially in the early 1990s, reaching a low of 49.9 percent for Issues in 1991 and 48.4
percent for Dollars in 1993. Since those lows, the approval percentage for both
issues and Dollars has risen substantially. The 1998 approval rates of 66.8 percent
for Issues and 82.4 percent for Dollars are now higher than the levels that prevailed
in 1988.

TABLE 1. SCHOOL BOND REFERENDA 1988-1998: APPROVAL RATES FOR ISSUES AND DOLLARS

YerShare of Share of Dol-
Issues lars

1988 ................................................................................. ................. 0.657 0.776
1989.................................... *... *'"*....... * *.... .......... ........... 0.580 0.736
1990 .................................................. ........................... ................. 0.573 0.70
1991 ............................................................................................ ...... 0.499 0.490
1992 ......................................... ...................................................... 0.532 0.604
1993 ................................................ ............ I...................................... 0.568 0.484
1994 .............................................................. .............................. .. 0592 0.516
1995 ............................................I................. .................................. 0553 0.544
1996 ...........................................-.................................................... 0586 0.691
1997................................................................................................... 0.619 0.619
1998 ..................................... I..........I.......................... I...................... 0.668 0.824

Source Securities Data Company

The increasing approval rates are consistent with the 7.7 percent real annual
growth rate of school bond volume (dollars of new issues) that occurred from 1979
through 1998. This is not surprising. We are now in the longest uninterrupted eco-
nomic expansion in the Nation's history, during which the state-local surplus rose
from $80.1 billion in 1990 to $148.7 billion in 1998. As real income rises, state-local
taxpayers can be expected to spend more on a wide range of public services, includ-
ing investment in schools. But these bond data do not provide evidence about how
much of the growing bond volume was necessary to keep pace with growing student
enrollment and whether schools were faring better or worse than other state-local
services.

Table 2 compares the 7.7 percent real annual growth rate of school bond volume
over the last two decades to the rates for school-age population (ages 5 to 19) and
state-local receipts net of federal grants.

The school-age population grew at a 0.2% annual rate, so most of this 7.7 percent
real annual increase in bond volume was devoted to maintaining or improving the
facilities of a relatively stable school population. State-local receipts net of federal
grants gew at a 4.1 percent real annual rate. These data suggest state-local tax-
payers have been devoting an increasing share of own-financed revenue to schools,
and school construction spending has fared better than all other functions combined.

TABLE 2. SCHOOL NEW-ISSUE BOND VOLUME AND OTHER ECONOMIC INDICATORS, 1979-1998:
REAL ANNUAL GROWTH RATES

State-Local
S~h~l ondVolmePopulation Receipts NetlSchd BndVolmeAges 5- 19 ot federal

Grants

7. % ....7 ...I....% ........................................... 4.............1.......%.%4 1

Source CRS calculations based upon data fronm Securities Data Company and Economic Report of the Priesident, 1999.



Of course, these aggregate data undoubtedly mask a considerable amount of vari-
ation among states and school districts. Several circumstances arise which may
cause school districts to provide grossly inadequate school facilities, and alleviation
of some of these circumstances may be consistent with historical federal policy objec-
tives for financing public elementary and second education. I-

" A district might suffer from inadequate fiscal capacity; residents may be poor
and the district may lack significant commercial and industrial property tax
base. If its state does not have a vigorous fiscal equalization program for edu-
cation finance, resources may not be available to provide minimal capital facili-
ties.

" Some school districts might experience a substantial influx of retirees, or be at
the height of a long-term aging of their population. Retirees may feel they have
done their duty by supporting school finance in their child-raising years. Seeing
few direct benefits to themselves, they may be reluctant to support additional
spending to maintain minimal services, particularly if they have relocated.

" Some S-cool districts have experienced rapid popultion growth (often resulting
from immigration to the United States). A "norma" financing effort might prove
to be inadequate to maintain minimal services when student enrollment ex-
pands rapidly.

" Cme states and local governments impose very tight borrowing restrictions
and/or super-majorifty approval requirements for bond9 referenda that may frus-
trate the majority's spending preferences.

IN SUMMARY:

" The condition of America's school facilities may or may not be worse than the
capital facilities for other state-local public services.
*Te proportion of school bond votes approved rose from a low of 50 percent in
1991 to 67 percent in 1998. The percentage of dollars approved in 1998 was 82
percent versus 49 percent in 1991.

" State-local taxpayers have devoted an increasing share of their own-source reve-
nue to school bond finance; over the last twenty years, the volume of new-issue
school bonds has grown at a 7.7 percent real annual rate, while state-local owh-
source revenue has grown at a 4.1 percent real annual rate. Since the school-
age population has grown at a mere 0.2 percent rate, most of this spending has
been devoted to maintaining or improving facilities.

" These data present a favorable picture for the Nation's school facilities, but may
hide a subset of communities that find it difficult to maintain adequate school
facilities due to: a high concentration of the poor; a concentration of retirees
who are reluctant to support school spending; high population growth rates,
sometimes resulting from an influx of immigrants; and very tight borrowing re-
strictions and/or super-majority requirements for approval of bond referenda.

TAX-EXEMPT BOND PROPOSALS

Several proposals have been introduced that would adjust the current tax treat-
ment of state-local 'debt to increase federal financial support for school construc-
tion.(5) The Administration has proposed Tax Credits for Holders of Qualified
School Modernization Bonds and Qualified Zone Academy Bonds; Representative Ar-
cher has proposed a lengthening of the period during which arbitrage can be earned
and not rebated to the Trasury Senator Graham has proposed alowing school fa-
cilities to be financed with private-activity bonds; and it has been proposed that the
annual issuance ceiling to qualify for the small-issuer arbitrage rebate exemption
be raised. The last two proposals were adopted by the Senate Finance Committee
but not accepted by the Conference.

Each of these proposals is described. Each proposal's effect on the share of the
debt service costs borne by state-local taxpayers is estimated, and the targeting of
the proposal is compared to the targeting of federal on-budget spending for elemen-
tary and secondary education.

School Modernization Bonds.
Description. This Administration propoal would authorize issuance of $11 billion

of tax credit bonds in 2000 and $11 bilon in 2001. School bond volume in 1998 was
about $23 billion so this proposal could be available to approximately 50 percent
of the school bond market in 2000 and 2001.

Cost Reduction. Tax credit bonds pay 100 percent of state-local interest cost on
bonds, as opposed to 25 to 30 percent of interest costs for traditional tax-exempt
bonds. Thus, unlike tax-exempt bonds, tax credit bonds lower the cost of investing
in school facilities relative to investing in capital facilities for any other public pur-
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pose. This lower relative cost would be a powerful incentive for state-local taxpayers
to adjust their public budgets and provide more education services and less of al
other services.

Targeting. Half of the annual borrowing authority would be reserved for the Na-
tion's communities with the highest incidence of children living in poverty. The re-
maining half would be allocated to the states and qualifying school districts based
upon the federal assistance they received under the Basic Grant Formula for Title
I of the Elementary and Seconds Education Act of 1965 (based primarily upon in-
cidence of low-income children). gut states would not be constrained by the Title
I formula and could use an apporate mechanism for distributing the funds.
Thus, half of the subsidy would cofr to the federal government's existing criteria
for federal spending programs in education, and half could potentially be spent on
other school districts.
Relbj-ation of Arbitrage Restrictions.

Description. State-local arbitrage bonds are tax-exempt bonds issued where all or
a major portion of the proceeds are used to acquire securities with a higher yield.
Because state-local governments pay no federal income tax on their interest earn-
ings, Congress has restricted their ability to earn arbitrage profits. Bonds for con-
struction are allowed to earn arbitrage profits if they conform to a schedule for
spending the bond proceeds: 10% within six months of issuance; 45% within 12
months of issuance; 75% within 18 months of issuance; 95% within 24 months of
issuance; and the permissible 5% retainage (amounts by which the earlier targets
are missed) within 36 months. Failure to comply triggers a requirement to rebate
the arbitrage earnings to the U.S. Treasury.

This proposal would slow and lengthen the spend-down schedule that must be met
for bonds issued to finance public school education facilities in order to qualify for
exemption from arbitrage rebate. No rebate would be required if: 10 p ercent of bond
proceeds is spent within 1 year of issuance; 30 percent is spent within 2 years; 50
percent is spent within 3 years; and 95 percent is spent within 4 years. The 5per-
cent retainage would have to be spent within 5 years. The proposal applies to all
school bonds.

Cost reduction. Issuers must be cautious when attempting to earn arbitrage prof-
its. Suppose the interest rate on the tax-exempt bond issue is 6 percent and the in-
terest rate on a comparable long-term taxable bond is 8 percent. In theory, the
issuer could earn 2 percent arbitrage profit by investing the tax-exempt bond pro-
ceeds in 8 percent long-term taxable securities. This is a risky investment strategy.
The issuer's investment horizon is short because the spend-down rules require sale
of all the securities within 36 months (60 months if this proposal is passed). Should
interest rates have risen when the issuer must sell the taxable bond to pay for con-
struction costs, the bond must be sold at a discount and the issuer will suffer a cap-
ital loss that could easily exceed the arbitrage earnings. Thus, the calculations in
this testimony assume the issuer earns arbitrage profits of 0.75 percent, not the 2
percent yield differential. The important point here is not so much the share of the
principal that could be paid off by the arbitrage profits, but the differential between
current law and the proposed changes.

Assuming the issuer takes maximum advantage of arbitrage opportunities with
a 0.75 percent profit, current law could provide arbitrage profits for tax-exempt
bonds sufficient to pay for 1.05 percent of the amount borrowed. For tax credit
bonds, this percentage would rise to 9.5.(6) Allowing a five-year spend-down period
for tax-exempt bonds would increase the percentage borrowed that could be financed
with arbitrage profits from 1.05 to 2.4 percent. If combined with tax credit bonds,
the percentage would rise from 9.5 to 21.2 percent.

Targeting. The arbitrage proposal would apply to all school bonds. No attempt is
made to target its availability to school districts that meet the federal government's
targeting criteria for its on-budget spending programs.

Public School Construction Partnership Act.
Description. This proposal introduced by Senator Graham in the 105th Congress

would include public elementary and secondary education facilities in the list of ex-
empt facilities eligible for the use of tax-exempt private-activity bonds. A state could
issue bonds equal to the greater of $10 per resident or $5 M on on behalf of cor-
porations that would use the bond proceeds to build school facilities and lease the
building to school districts. A corporation must charge a lease payment such that
the builing could be transferred to the school district at the end of the contract
without further compensation to the corporation. The bonds would not be subject to
the private-activity bond volume cap, so they would not compete with other private-
activity bonds for scarce borrowing authority.
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Cost reduction. This proposal might reduce the federal subsidy. Private-activityeducation facility bonds would be issued as revenue bonds whose debt service is se-cured by the corporation building and operating the facilit rather than as generalobligation bonds whose debt service is secured by the 2 aith and credit of theissuing school district. As a result, the interest rate on the private-activity schoolbonds is ijkel y to be higher and the spread between the taxable interest rate andthe interest rate on the school bonds is likely to be lower. The federal governmentwould pay a smaller share of interest costs than it would pay on governmental tax-exempt school bonds.
A school district that chose this option could conceivably receive compensation suf-ficient to offset its higher interest cost in two ways. First, it might face very restric-tive bc'r~d referenda requirements that preclude getting approval from the voters. Al-thiough private-activity bonds require the issuing jurisdiction to hold a public meet-inig, they do not require a vote. Second, the corporation might be a more efficientbuilder and operator of the facility, or it may be able to avoid compliance with ahoat of regulatory rules pertaining to government construction projects (such as theDavis-Bacon Act). These savings might enable the corporation to provide lease termswhose present discounted value is lower than would be the case for principal andinterest payments on the debt.(7)
Targeting. All but $5 million must be allocated to high-growth school districts, de-fined as having: (1) a 5,000 or greater student enrollment in the second academicyear preceding the date of the bond issuance; and (2) an increase in student enroll-ment of at least 20 percent in the 5-year period ending with that second academicyear. It is not clear how many of the eligible districts would have characteristicsthat are targeted by federal on-budget education spending.

Sriall Issuer Arbitrage Exemption.
Description. When the requirement for rebate of arbitrage earnings was enactedin 1986, governmental units that issued no more than $5 million of bonds per yearwere exempt. In 1997, the exemption limit was increased to $10 million, providedat least $5 million is used to finance public school construction. This proposal wouldincrease the exemption limit to $15 million, provided at least $10 million is usedto finance public school construction.
Cost reduction. The value of the small-issuer exemption is that the spend-downrules do not appy the issuer can earn arbitra ge profits on the amount borrowedfor the entire three-year spend-down period. When considering a $5 million mar-ginal investment on a variety of public functions, state-local taxpayers will likely no-tice that (under current law) school bonds could earn arbitrage profits sufficient topay 2.3 percent of the amount borrowed, while bonds for other functions could earnarbitrage profits sufficient to pay only 1.05 percent of the amount borrowed. If taxcredit bonds could be combined with the small-issuer exception (while retaining thethree-year -spend-down requirement), arbitrage profits would be sufficient to pay20.3 percent of the amount borrowed.
Targeting. This provision would apply only to relatively small governmental units.It is not clear how many of these units would have the characteristics that are tar-geted by federal on-budget education spending.

ENDNO17ES
(1) U.S. Library of Congress, Congressional Research Service, Public School Expend-iture Disp arities: Size, Sources, and Debates over Their Significance, No. 96-5 1EPW by Wane Riddle and Liane White, December 19, 1995, 31p.(2) Indirect financial support is also provided by the deductibility of state-local in-come and property taxes from federal taxable income. This provision is not dis-cussed here. The tax-exempt bond revenue estimate is based on a 1996 federalrevenue loss from all outstanding bonds of $25 billion (Budget of the U.S. Gov-ernment, Analytical Perspectives, Fiscal Year 1998), and assumes the schoolshare of the outstanding stock of all state-local bonds is equal to the schoolshare (14.7 percent) of new-issue state-local bonds issued in 1996. A smallamount of tax credit bonds are also available for school districts with high con-centrations of students receiving free lunch.(3) U.S. General Accounting Office, School Facilities: America's Schools Not De-signed or Equipped for 21st Century, GAO/HEHS-95-95, A nil 4, 1995; andGAO, School Facilities: Condition of America's Schools, GAO 4&EHS-95-6 1, Feb-ruary 1, 1995.

(4) For an example, see Commission to Promote Investment in America's Infrastruc-ture, Financing the Future: Report of the Commission to Promote Investment inAmerica's Infrastructure, February 1993.



102

(5) The question of whether these proposed increased federal subsidies reresent an
improvement in economic efficiency is complex. The answer depen s in part
upon the extent to which returns from elementary and secondary education ac-
crue to society rather than the individual and how widely these "external" bene-
fits spill beyond state borders.

(6) Since the federal government pays 100 percent of the interest cost on tax credit
bonds, arbitrage earnings would be 6.75 percent, not the 0.75 percent for tax-
exempt bonds.

(7) So me hve suggested the efficiencies in such public/private partnerships may be
sufficiently great that school districts could reduce costs even if they used tax-
able debt. Ronald D. Utt, How Public-Private Partnerships Can Facilitate Public
School Construction, Heritage Foundation Backgrounder No. 1257, February 25,
199.



COMMUNICATIONS

STATEMENT OF THE BOND MARKET ASSOCIATION

The Bond Market Association appreciates the opportunity to submit for the record
this statement on tax incentives for public school' construction and rehabilitation.
The Bond Market Association represents approximately 200 securities firms and
banks that underwrite, trade and sell debt securities, both domestically and inter-
nationally.

One-third of all elementary and secondary public schools, serving more than 14
million students, need-extensive repair or renovation of one or more buildings, ac-
cording to the General Accounting Office. Nearly all the responsibility for financing
public school construction and rehabilitation has been borne by state and especially
local governments. However the severity of the current condition of our public
schools suggests that federal attention regarding school construction is now war-
ranted. We commend Chairman Roth for calling this hearing.

Members of The Bond Market Association participate in school construction fi-
nancing by assisting school districts in selling bonds to raise capital for school con-
struction. Municipal bonds currently finance approximately 90 percent of all state
and local investment in public schools. However, several federal tax code restrictions
on the issuance and use of municipal bonds prevent school districts from using
bonds to their full potential to finance school construction and rehabilitation. In its
FY 2000 budget, the Clinton administration has proposed policy initiatives signifi-
cantly expanding the use of "tax credit bonds." Under this new financing structure,
states And localities would be able to issue qualified debt securities for targeted
projects, including the construction and rehabilitation of public primary and second-
ary school facilities. Investors in the bonds earn federal income tax credits, presum-
ably in lieu of interest pa yents by the issuers. Although this proposal is laudable
in that it is designed to help school districts access the capital market to finance
school construction, our initial analysis suggests that tax credit bonds would not
provide school districts with no-cost capital as it is intended to do.

QUALIFIED ZONE ACADEMY BONDS.

In 1997, Congress passed and the President signed H.R. 2014 (P.L. 105-34), a
budget reconciliation bill which included the Taxpayer Relief Act of 1997. Section
226 of the bill provides tax credits for holders of "Qualified Zone Academy Bonds"
(QZABs). QZABs are bonds which may be issued by state and local governments to
finance rehabilitation projects for public primary and secondary schools located in
empowerment zones or entegn'se communities or where at least 35 percent of stu-
dents qualify for subsidized lunches under the National School Lunch Act. QZABs
rep resent the first use of "tax credit bonds" to provide assistance for a designated
public policy goal.

Although the goals of the QZAB program are laudable, the structure of the QZAB
provision has seriously hindered its usefulness to school districts. Although some
problems with the program are inherent in the tax credit bond structure, there are
several notable problems with QZABs in particular.

The pro4 ram i8 very small. The Taxpayer Relief Act authorized only $400 million
of QZAB issuance per year for two years. This $400 million amount is allocated
among all the states, so any one state receives a relatively small allocation. In 1999,
for example, the District of Columbia is permitted to issue a total of only $1.2 mil-
lion of QZABs. The small size and short term of the program results in several prob-
lems. First, it is difficult for bond issuers, attorneys, underwriters, investors and
others associated with capital market transactions to commit resources to develop-
ing expertise on a new and unknown flnan vehicle when very little issuance wil
be permitted to take place. Second, the small issuance volume ensures that there

.(103)
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will be no significant secondary market for QZABs. A lack of market liquidity dis-
courages investors and raises costs for issuers.

The- program requires privatee business contributions." In order to qualif fr
QZAB financing, a school district must secure a "private business contribution" to
the project being financed. The contribution must comprise at least 10 percent of
the proceeds of the QZAB issue. The contribution can take the form of property or
services. In practice, it has been prohibitively difficult for school districts to secure
private business contributions needed to qualify for QZAB financing.

The credit rate is reset monthly. The tax credit rate-the rate that determines the
amount of tax credit earned by holders of QZABs-is set by the Treasury department
monthly. This reset perod is too infr-equent to allow for; efficient pricing and
issuance of QZABs. Market interest rates change daily, even hourly, so a monthly
reset period virtually ensures that the current credit will bear little relation to cur-
rent market yields. Moreover, the credit rate is set at 110 percent of the "applicable
federal rate" (AFR). This rate, however, does not necessarily reflect the actual rate
of return that investors would demand in order to buy QZ s at a price that would
leave the issuer with a no-cost source of capital.

Investors are limited. Only three classes of investors are peinitted to earn federal
income tax credits by holding QZABs, banks, insurance companies and "corporations
actively engaged in the business of lending money." Individual investors, a poten-
tially strong source of demand for tax-preferred investments, are excluded as QZAB
investors.

Neu) -construction is not eligible. The Q7JAB program provides assistance only for
the rehabilitation of existing school facilities. Construction of new schools is not eli-
gible for QZAB financing. School districts whose capital investment plans include
primarily the construction of new schools are not helped significantly by the pro-
gram.

These problems, along with other issues related to tax credit bonds generally (see
below), have crippled-the QZAB program. To date, only two QZAB transactions have
taken p ace, totaling, just $26 millon. Moreover, both issues sold at a discounted
price. In other words, in neither case did the school district receive a zero-percent
interest rate, as the QZAB program is intended to provide. In both cases, issuers
had to offer significant original issue discount, in addition to the federal tax credits,
in order to attract investors.

THE ADMINISTRATION'S BUDGET

In its FY200 budget, the administration has proposed a significant expansion of
tax credit bonds for school construction and rehabilitation and environmental pur-
poses. First, in recognition of the severe limitation that the "private business con-
tribution" imposes on the QZAB program, the administration has proposed a tax
credit for corporations that provide contributions to qualified zone academies located
in empowerment zones and enterprise communities equal to 50 percent of the value
of the contribution. Each empowerment zone would be able to allocate $4 million
in credits and each enterprise community would be allowed to designate $2 million
of credits. This proposal may make it easier to attract private business contributions
for QZAB-financed projects.

Second, the administration has proposed expanding the QZAB program. Under
the administration's proposal, eligible school districts could issue $1 billion of
QZABs in 2000 and $1.4 billion in 2001. The program would be expanded to include
school construction as well as rehabilitation. Eligibility requirements for QZAB
projects, including the private business contribution, would remain the same. The
QZAB structure would be changed to bring it into line with other proposed tax cred-
it bond programs. (See below.)

Third, the administration has proposed a new tax credit bond program for school
construction and renovation, Quaifed School Modernization Bonds (QSMBs). Al-
though the QSMB proposal attempts to remedy some of the problems with QZABs,
it would also impose a new requirement on school districts that does not aply
under the QZAB program. The administration's proposal stipulates that the U.S.
Department of Education would be required to approve the school modernization
plan of any state or school district that used QSMBs.

The QZAB program provides a simple allocation formula based on state popu-
lations of individuals living below the poverty lie. The proposed QSMB__program,
although much larger than the QZAB program, imposes more stringent allocations.
The admiitration proposes $11 billion of QSMB issuance per year in 2000 and
2001. Half of this volume would be allocated to the 100 school districts with the
largest number of children living below poverty. The Department of Education
would also be able to designate an additional 26 school districts which "are in par-
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ticiiar need of assistance." The other half would be allocated among the states ~-
based on funding currently received under the Department of Education's Title I
grant program. Other allocations9 would be reserved for U.S. possessions and for
schools funded by the Bureau of-Indian Affairs.

THE PROPOSED NEW STRUCTURE FOR TAX CREDIT BONDS
In its FY 2000 budget, the administration prooe a new structure for all tax

credit bonds. This new structure would apply to QZA s issued after December 31,
1999, QSMBs and the administration's proposed Btter America Bonds, tax credit
bonds for greenspace preservation, brownfleld remediation and several other tar-
geted environmental uees. In general, the structure is designed so that investors
would buy tax credit bonds at face value-with no original issue discount-and with
no pledge of interest payments by the issuer. If it works as designed, all of an inves-
tor's return would be earned in the form of the tax credit. The issuer is supposed
to receive a zero-percent cost of capital.

Under the pro oaany taxpayer could claim a credit associated with holding a
tax credit bond. Bondholders would become eligible to claim the credit annually on
the anniversary date of a bond's issuance. Tax credits would be treated as taxable
interest and would be included in a taxpayer's gross income calculation. The maxi-
mum term of a tax credit bond would be 15 years. Credits would be non-refuindable,
but could be carried forward for up to five years. The credit rate would be set daily
rather than monthly, as under the current QZAB program. The credit rate would
be based on prevailing market yields in the corporate bond market. An issuer selling
tax credit bonds would use the tax credit rate published by the Treasury Depart-
ment on the day prior to the day the bonds are sold.

TAX CREDIT BONDS AND THE CAPITAL MARKETS

Although the administration's proposed new structure for tax credit bonds is a
vast improvement over the structure used in the current QZAB program, there are
flaws inherent in any tax credit bond which would result in signfcant inefficiencies.
Perhaps the most significant involves the timing of tax credo itsland the nature of
the investment return sought by bond investors. -

With a traditional bond that pays. cash interest, the yield calculation used by in-
vestors to price the value of a bond assumes that investors will receive interest pay-
ments according to a specified schedule and that investors will have the opportunity
to reinvest those payments immediately. In the standard yield or price calculation,
there is no time when any portion of an investor's return is not generating income.
In contrast, the value of a tax credit under any of the proposed tax credit bond pro-
posals is largely dependent on timing and on the tax situation of a particular inves-
tor. Under the administration's proposal, an investor earns the ability to take an
annual credit on the anniversary date of a bond's issuance. However, the credit be-
comes economically valuable to the investor only when it has the effect of reducing
a tax payment, and that occurs only on a day when an investor is required to make
a federal tax payment. For some investors, tax payment dates occur only once per
year. In the likely occurrence that the anniversary date does not coincide with a tax
payment date, the investor incurs a period of time when the credit has no signifi-
cant economic value. Because no money has changed hands, it is not possible for
the investor to "reinvest" the credit as he or she could with a cash interest payment.
The investor loses the reinvestment income that normally begins accruing on an in-
terest payment date.

The situation worsens in years when a tax credit bond investor has no tax liabil-
ity whatsoever. Under the administration's proposal, tax credits may be carried for-
ward for up to five years. However, if an investor has no tax liability in a given
year and is forced to carry the credit forward, the period of time during which the
credit provides no economic value is extended even further. Again, until an investor
is able to earn true economic value from the credit through a reduction in a tax pay-
mentI the reinvestment potential normally associated with interest payment is lost.
This substantially erodes the value of the investment. These timing problems make
it exceedingly difficult to efficiently price the value of a tax credit bond and intro-
duces inefficiencies to the structure. Indeed, the value of the bond differs from in-
vestor to investor, depnding on their tax circumstances. A second problem -associ-'
ated with the tax credit bond propo sal involves the overall size of the program. The
overall volume of tax credit bond issuance would increase substantially under the
administration's various proposals. Taken together, the QZAB, QSMB and Better
America Bond proposals would authorize the issuance of nearly $29 billion of tax
credit bonds over five years. In the context of the capital markets overall, however,
that is a relatively small volume of issuance, especially given the novelty of the fi-
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nancing structure. In contrast, in 1998 alone, states and localities isued $286 bil-
lion of traditional municipal bonds. The relatively small size of the tax credit bond
market would ensure that little secondary market trading took place. Tax credit
bonds would be illiquid instruments. As a result, investors would demand a liquidity
premium-a higher rate of return-from bond issuers.

A third problem with tax credit bonds relates to the timing and value of the credit
rate. The administration has proposed to set the credit rate on a daily basis using
prevailing market yields in the corporate bond market. Tax credit bond issuers
would use the previous day's credit rate when pricing and selling their bonds. Mar-
ket interest rates change from day to day and even from minute to minute, however.
It is highly unlikely that the interest rates used on Monday to set the credit rate
would stillprevail on Tuesday, when an issuer came to market with a bond issue.
If rates have risen, issuers would have to make up the difference by offering a dis-
counted price on their bonds.

Market professionals have also expressed concerns about the credit rate itself and
the attractiveness to investors of tax credit bonds with credit rates based on cor-
prate bond yields. Because they would be priced and sold to investors based on cor-
prate bond rates of return, they would compete for capital with corporate bonds

themselves and similar taxable investments. However, because they are tax-pre--
ferred investments, tax credit bonds would be of little value to tax-exempt or tax-
deferred investors such as pension funds, retirement accounts and foreigners,
groups of investors which are very active in the U.S. taxable bond markets. The only
investor groups to whom -tax-credit bonds would be attractive are domestic individ-
uals and corporations, largely banks and insurance companies, since they are most
active in the capital markets as investors.

For individual investors, tax-credit bonds would compete with tax-exempt munici-

pal bonds and taxable corporate bonds. For many individual investors, municipal
bnds provide a more attractive after-tax rate of return than. corporate and similar

taxable bonds. This stands whether the taxable investment pays cash interest or of-
fers a tax credit at a rate based on prevailing corporate bond rates of return. It. is
unlikely that investors for whom tax-exempt municipal bonds provide a superior
after-tax rate of return to corporate bonds would be attracted to tax credit bonds
with yields based on the corporate market. Banks and insurance companies, who
are active in the corporate bond market, would potentially find the credit rate ap-pealing. However, the timing issues outlined above would make tax credit bonds
with interest rates based on corporate bond yelds less attractive than corporate
bonds themselves. In short, it is likely that the pool of potential investors in tax
credit bonds would be severely limited, given that tax-credit bonds would compete
against corporate bonds themselves and similar taxable investments.

A fourth and final problem associated with the administration's proposals involves
the degree to which federal agencies are required to approve projects before they
qualify for tax credit bond financing. This approach runs counter-to the flexibility
and freedom enjoyed by states and localities in planning, financing and executing
their construction proects. It is virtually unheard of for a local school district to
seek federal approval fore proceeding with a construction project. Injecting a high
degree of federal control in the financing process would discourage school districts
from taking advantage of the tax credit bond programs.

In sum, given the problems associated with tax credit bonds outlined above, it is
highly unlikely that any school district would in the end enjo a zero-percent cost
of capital through a tax credit bond. Given the inefficienciesbut into the tax credit
bond structure, school districts would invariably be forced to sell bonds at a discount
to attract investor interest.

AN ALTERNATIVE-TAX-EXEMPT FINANCING

As stated above, tax-exempt bonds are the single most important source of financ-
ing for state and local investment in public school infrastructure. Tax-exempt bonds
are efficient, well-understood, popular among investors, and have an established
market infrastructure with a several-hundred-year history beginning in colonial
times. Moreover, tax-exempt bonds provide an important source of federal assistance
from the federal government to states and localities. Because the federal govern-
ment foregoes the tax revenue on interest earned by investors on qualified munici-
pal bonds, investors demand a much lower rate of interest than they otherwise
would. States and localities benefit through a lower cost of capital.

Tax-exempt bonds are not plagued by any of the problems that would affect the
success of tax credit bonds. Because they pay cash interest, municipal bonds are not
affected by the ti ming issues that would eroe the value of tax credit bonds. Because
it is a large and established market with a broad base of investors, secondary mar-
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ket trading relatively is active and liquid. Interest rates are set efficiently according
to market-based rates of return, and issuers do not need any form of federal ap-
proval to tap the capital markets.

As beneficial as tax-exempt bonds are in helping school districts finance construc-
tion and rehabilitation, the federal tax code contains a number of restrictions on the
issuance and use of tax-exemp bondsprevent school districts from using municipal
bonds to their full potential. Con ress has considered and is considering several tar-
geted changes to improve the ability of school districts to use tax-exempt bonds to
finance school construction. These proposals would address restrictions related to
private use, arbitrage, refinancings and limitations on pur-chases of tax-exempt
bonds by certain investors. They would provide meaningful assistance to school dis-
tricts by lowering the cost of financing for scho construction projects. They would
result in more schools being built and repaired and would, in some cases, accelerate
construction projects that are on school districts' capital investment plans.

THE ORAHAM-GRASSLEY BILL
On March 3, Sen. Bob Graham, together with Sen. Charles Grassley and several

other cosponsors, introduced S. 526, the Public School Construction Partnership Act.
S. 526 epitomizes a serious approach to providing meaningful assistance to school
districts faced with overwhelming construction needs. The Graham-Grassley bill
would address several tax code restrictions on the use of municipal bonds for school
construction and in doing so would leverage existing market mechanisms to give
school districts tools to build more schools faster than they otherwise could. S. 526
would accomplish three things.

First, it would permit school districts to partner with private comnies in financ-
ing and building new schools by including schools in the list of facilities eligible foil
"private-activity" bond financing. Nearly all other forms of infrastructure are al-
ready permitted to be built using public-private partnerships, and it is only natural
to include schools on this list. Second, the bill would expand two existing exceptions
to the arbitrage rebate rules for school bonds. Compliance with the complex and su-
perfluous arbitrage rebate is costly and cumbersome, especially for small school dis-
tricts. This provision would give school districts considerably more flexibility in
planning and implementing school construction financing plans. Third, the bill
would significantly expand the market for bonds issued by small school districts by
increasing the universe of school bonds which may be bought by commercial- banks.
Banks can be a ready source of capital for school construction, and this proposal
would permit banks to buy school bonds which are essentially not permitted under
current tax law. This proposal would directly reduce the cost of financing for small
school districts.

The Bond Market Association fully supports S. 526, and we urge Congress to act
on it quickly.

Providing assistance for new school construction is appropriately near the top of
this year's congressional agenda. Unfortunately, the administration's tax credit bond
proposal, although well-intentioned, would not provide the level of assistance it in-
tends. Municipal bonds can and should be part of whatever solution Congress de-
vises. The Graham-Grassley bill takes such an approach, and it has our full support.

We appreciate the opportunity to present our statement, and we look forward to
working with members of this Committee and the budget process moves forward.

STATEMENT OF THE SECTION 127 COALITION
The Section 127 Coalition is a diverse group of business, labor, and education or-

ganizations that are committed to making the exclusion for undergraduate- and
graduate-level employer-provided educational assistance found in section 127 a per-
manent part of the tax code. The Coalition appreciates the opportunity to submit
this written statement as the Senate Finance Committee considers several edu-
cation-related tax provisions.

Section 127 allows workers to exclude up to $5,250 a year in reimbursements or
direct payments for tuition, fees, and books for certain courses. The most recent ex-
tension of section 127 occurred in the Taxpayer Relief Act of 1997 (Public Law 105-
34). That legislation extended section 127 through May 31, 2000. An extension for
graduate-level courses was not included in the Taxpayer Relief Act. As a result,
since July 1, 1996, educational assistance for graduate-level courses is taxable.

Section, 127 legislation has been introduced in both the House and Senate in the
106th Congress. Senators Daniel Patrick Moynihan (D-NY) and Finance Committee
Chairman William Roth (R-DE) introduced S. 211 on January 19, 1999. On that
same day in the House, Representatives Sander Levin (D-MI) and Clay Shaw (R-
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FL) introduced H.R. 323. Both bills enjoys broad bipartisan support. H.R. 323 has
over 85 cosponsors, and S. 211 has over 20. These companion bills would make sec-
tion 127 a permanent p art of the tax code for both graduate and undergraduate
course work. President Clinton's Fiscal Year 2000 budget proposal to Congress also
contains an extension of section 127 for eighteen months for both undergraduate
and graduate courses.

Congressional action making section 127 a permanent part of the tax code would
remove the uncertainty and ambiguity that employees and employers now regularly
face, and would be consistent with the in tent of Conrss when the provision was
first enacted in 1978. At that time, supporters of employer-provided educational as-
sistance hoped that the enactment of the prvsion would meet three broad goals:
(1) reduce the complexity of the tax code; (2)oreduce possible inequities among tax-
payers; and (3) remove disincentives to upward mobility. Several studies have been
conducted on section 127 reviewn the application use and effectiveness of the
benefits. The two most recent stdis on employer- rovided educational assistance
include a 1995 study conducted by the National Association of Independent Colleges
and Universities (NAICU), entitled "Who Benefits from Section 127," and a Govern-
ment Accounting Office (GAO) study completed in December of 1996 entitled, "Tax
Expenditures: Information on Employer--Provided Educational Assistance" (GAOl
GGD-97-28). Review of the information contained in these studies clearly dem-
onstrates that the provision is meeting the original intent of Congress.

The permanent extension of section 127 would reduce the complexity of the tax
code. Prior to 1978, only educational assistance provided by an employer to an em-
ployee that related to the individual's job was excluded from an employee's gross
taxable income (sections 62 and 132 of the Internal Revenue Code). The "job-relat-
ed" test contained in Treasury Regulation 1.162-5 was confusing to both employers
and employees and resulted in both the Internal Revenue Service and the courts
making arbitrary decisions as to what type of employer-provided educational assist-
ance successfully met the test of job-relatedness. Unlike other code sections that
govern educational assistance, section 127 does not require either an employer or
employee to make a distinction between job-related and non-job related educational
assistance in order for the employee to receive the assistance. Section 127 therefore
ensures that administrative complexity is reduced and clarity is achieved for both
the employer and employee.

If Congress fails to make section 127 permanent, employers and employees will
be continuously faced with the difficult task of determining whether educational as-
sistance meets the l'ob-relatedness" test. As a result, the balance and equity among
taxpayers that has been established through section 127 would be eliminated and
the opportunities for less-educated and skilled employees to improve their skills
with additional training would be restricted significantly.

A permanent extension of section 127 reduces possible inequities among tax-
payers. This goal was especially important to Congressional sponsors of section 127.
Under the job re a e test of sect ions 62 and 132, most entry-level employees are
unable to claim an exclusion for an educational expense because their job descrip-
tions and respnsbilities are not broad enough to meet the test. In effect, only high-
ly skilled indiidals are able to use job-related educational assistance. The goal of
section 127 is to allow employees in lower-skilled positions the opportunity to re-
ceive educational assistance from their employer and for these individuals to utilize
the benefit without the worry of the job-related test. According to the NAICU study,
43.6% of section 127 beneficiaries were in clerical or secretarial positions.

Like any other benefit, employers are not required to provide section 127 benefits
to their employees. If an employer chooses to provide educational assistance beniefita
to its employees, the employer must offer the benefits to all employees on a non-
discriminatory basis that does not favor the highly compensated. This requirement,
together with information from various studies, indicates that lower-skilled individ-

us are utilizing the benefit at a greater rate than those in more skill-intensive pro-
fessions.

A permanent extension of section 127 removes disincentives to upward mobility.
While section 127 provides the opportunity for individuals to advance, it does not
guarantee it. Recipients of section 127 are not traditional students: they are work-

ing, most of them in a full-time capacity. They choose to return to school on a part-
time basis to improve their skills and educational qualifications. Without their em-
ployer's assistance, many of these individuals woul not be able to pay for the edu-
cation themselves. Each time the provision expires and employers begin to withhold
taxes on the benefit, individuals relying on section 127 discontinue or scale back
their undergraduate and graduate educational pursuits because they cannot afford
to even pay the taxds on the-benefit. According to the NAICU study, 33 percent of
section 127 recipients were pursuing associate degrees, 23 percent were in bachelor's
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degree programs, and 13.percent were enrolled in programs that awarded under-
graduate educational certificates. About 25 _percent of the recipients were in mas-
ter's degree programs or in "other graduate" programs-primarily graduate certifi-
cate programs. The number of students in doctoral (Ph.D., Ed. D., etc.) or profes-
sional (J.D., M.D., etc.) programs was too low to be measured. According to this
same study, nearly 85 percent of section 127 recipients earned less than $50,000
and 50 percent of the recipients earned less than $32,000. Clearly those who section
127 was intended to benefit are using this opportunity to upgrade their skills, keep
current in this rapidly changing technological environment, and potentially advance
within their organization. Restoring graduate course eligibility will also decrease the
complexity of some section 127 benefits being taxable while others are not.

As Congress debates the role of the federal government in education, there are
some important points to consider when contemplating a permanent extension of
section 127:

Section 127 is Not a Government Program-This is a purely private sector initia-
tive and the most significant provision encouraging employer investment in their
worker's continuing education. There is no large bureaucracy to administer the pro-
gram. In fact, 100 percent of every dollar_ spent by the employer goes toward the
education of the employee. Like any other benefit, employers are not required to
provide section 127 benefits to their employees. Nevertheless, employers provide
these benefits to their employees because they see value and a return on the invest-
ment in their employees' education. Employees use section 127 benefits to keep cur-
rent with changing trends in rapidly advancing fields as well as to improve basic
skills.

Section 127 Encourages Business Support and Partnership of Education Initia-
tives-This provision is a good proposal for employers and employees alike, encour-
aging partnerships between a company and its individual employees. Companies see
section 127 benefits as a prudent and an economically sound investment in its work-
force because they receive, in return, a better educated and more technically skilled
worker. Employees view section 127 as a way to improve their work skills and ad-
vance up the ladder of success. These benefits also provide companies with addi-
tional flexibility for reorganization efforts which may be necessary, since educational
assistance may be offered through an outreach program to their laid-off workers or
be used to retrain employees for other positions.

The Coalition applauds the bipartisan efforts to make section 127 permanent. The
Taxpayer Relief Act of 1997 reinstated section 127 once again-the ninth time that
the provision has been extended since it was first enacted as part of the Revenue
Act of 1978. The on-again, off-again extension of section 127-as well as the current
absence of coverage for graduate work--causes uncertainty-in the tax code, creates
administrative difficulties for employers, corrodes our system of voluntary compli-
ance with the tax laws, and leaves employees with unanticipated tax liabilities.

The continued education and development of the U.S. worker are fundamental to
meeting the challenges of the international marketplace. The Coalition urges Con-
gress to make a commitment to the continuing education of our work force by rein-
stating the exclusion for graduate courses and making section 127 permanent.

Thank you for this opportunity to express our support for the permanent exten-
sion of section 127.

THE SECTION 127 COALITION

American Council on Education
American Electronics Association
American Federation of State County and Municipal Employees
American Federation of Teachers
American Society for Payroll Management
American Society for Training and Development
American Society of Mechanical Engineers
Association of American Universities
Association of Community College Trustees
Association of Private Pension and Welfare Plans
Ceridian Corpration
College and University Personnel Association
Council for Adult and Experiential Learning
Council of Graduate Schools
International Personnel Management Association
Johns Hopkins University
Marymount University
National Association of College and University Business Officers
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National Association of Independent Colleges and Universities
National Association of Manufacturers
Nations] Society of Professional Engineers
Raytheon Corn y
United Auto Worken
University of Michigan
U.S. Chamber of Commerce -


