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June 26, 1996 

MEMORANDUM .'OR THE PRESIDENT 

FROM: 	 LAURA D'ANDREA TYSON 

SUBJECT: 	 Potential Administration school construction/repair initiative 

In response to your request to consider ways in which the Administration might respond to the 
significant need across the country for school repair and construction. your e<!onomic team 
discussed a wide range of alternatives and has developed five options for your consideration: 

1. 	 No Action on School Construction. Take no action directly on school construction or 
repairt continuing instead to emphasize curriculum reform and support for educational 
technology. 

2. 	 Chall.n~e Grants. Make chaUenge grants to state hond banks or revolving loan funds to 
provide insurance or a credit subsidy to state or local bonds for schoo) construction or 
renovation, 

3. 	 Credit Subsidy for Specified Purpos... Provide a federal credit subsidy for bonds issued 
for a specified and limited set of school renovation purposes. 

4. 	 Credit Subsidy for Incremental Spending. Provide a federal credit subsidy for 
incremental expenditures on schoot construction or repair. 

5. 	 Tecbni£1I1 Assistance. Provide a range of federal technical assi:.iance services to enable 
local jurisdictions to more efficiently meet their school construction and repair needs. 

Nature of the Problem: 

According to the General Accounting Office. roughly one-third of the nation's 80,000 
elementary and secondary public schools need extensive repair or replacement. The GAO 
estimates that bringing the nation~s schools into "good overall condition" -- after which they 
would require only routine maintenance or minor repair -- would cost $112 billion. Of this 
amount, roughly $11 billion would be needed to comply with Feder.1 mandates (principally to 
remove hazardous substances 'such as asbestos and to make schools accessible to all students). 
WhUe schooJs in all areas of the country report infrastructure problems, the most severe 
conditions are in the West, in central cities, and in schools with high proportions of minority 
students. To put these figures in perspective, total public spending for primary and secondary 
school structures averages about $20 billion per year. ­
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jn addition to demands for repair and repJacement, public schools will need to accommodate 
sharp growth in primary and secondary school enrollment over the next decade. Between J993 
and 2006, for example, public K-8 enrollment in New Mexico, Arizona, California, Nevada. 
Washington. and Oregon is expected to increase between 15 and 30 percent. For grades 9-12, 
enrollment is expected to grow most rapidly in the Southwest and the Northeast. The GAO 
report did not include the construction costs that will attend this expected enrollment growth, 

Some caveats to these estimates of "need" should be noted. The GAO data .- although the best 
available -- are derived from surveys of school administrators. and reflect the subjective 
responses of potentially biased observers to questions about school "needs." In addition. they 
fail to consider the extent to which those schools that are in bad condition are still needed; 
some deteriorating schools have enrollments far below capacity and should be closed through 
district consolidations. In addition, the data reflect the problem at a single poiot in time. and 
give no sense for whether construction needs have been growing, been stable or been shrinking. 
A final difficulty in analyzing the data is assessing the relative urgency of infrastructure versus 
other school needs, such as teachers. And while some believe that quality schoo1 buildings are 
necessary to create an environment for leaming, the academic evidence linking educational 
infrastructure 10 student perforrrnlflce is tenuous at best. 

Historically, the federal government has provided only limited funding for school infrastructure 
expenditures, and then mostly to defray part of the costs imposed by Federal regulations. In 
1994, Congress broadened the federal role and appropriated SIOO million for repair, renovation. 
alteration, or construction ofJoeal schools in FY95, The Administration's FY96 Budget in 
February pre.posed rescinding these funds, arguing that "current fiscal constraints dictate that 
new Federal activities in this area not be initiated," The Administration's amended budget 
request in March proposed rescinding only $65 million, leaving an annual funding level of S35 
million for FY95 and FY96 for schools in EZIECs. The final appropriations bill rescindad the 
entire FY95 funding, and no funds were appropriated for FY96, 

To date, your cali to make public schooling a national priority has been consistent with this 
limited Federal role in K·12 infrastructure spending. You have supported programs and 
initiatives that promise higher quality schools for all, and real cholce among pubHc schools. 
These initiatives have included the defining of higher standards, Goals 2000, and Tide 1 reform; 
School-to-Work opportunities; Charter Schools and Challenge on Public School Choice; and 
Technology Literacy Challenge, None of these initiatives provides additional federal funding 
for school construction. Indeed, increased appropriations for scbool construction might make it 
more difficult to fund your existing education priorities, 

Below are the five options developed by an interagency working group and considered by the 
NEC principals. 
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Option I. Take no action on school construction or repair, continuing instead to 
emphasize curriculum reform and support for educational technology. 

Pros; 
.. 	 School construction has traditionally been a local issue, as well as the subject of difficult 

stateJlocal relations. Lack of action is often a statement of local political judgment. 
.. 	 This is potentially a very large problem that the federal government is unlikely to spend 

sufficient dollars to "soive." or even make a major dent in; taking it on could make it 
our problem, rather than that of the states and localities, 

• 	 Taking on the issue could reduce local incentives to take action if local school districts 
and voters think the federal government win come to the rescue. 

• 	 To spend limited federal dollar, while taking credit for large local expenditures requires 
using a credit subsidy. Some feel that credit subsidies are inherently difficult to target 
toward incremental expenditures rather than on bond issues that either (i) would have 
been made anyway or (H) substitute for other expenditures. 

• 	 Federal involvement might increase local costs, for example by subjecting school 

construction to Davis-Bacon, 


• 	 Some might criticize us for taking on another infra:..tructure issue when there are unmet 
infrastrueture needs in areas more traditionally the province of the federal government. 

• 	 Some migbt say federal involvement in school construction is big government and 
federal interference in local issues, 

Cons: 
• 	 This is an issue of strong concern among parents across the country. in middle class 

school districts as well as poor distrtcts, It would likely receive significant national and 
local attention -.. based on coverage of tbe GAO report 

.. 	 Although there are uncertainties about the precise validity of the GAO numbers. it is 
clear there are vast urunet needs for school construction and repair. 

• 	 While local choice in the sense of voting down bond issues may be tbe reason for some 
of the shortfall, in many otner cases -~ particularly in central cities and poor rural 
communities ,:"R cash"strapped communities have been forced to spend money on more 
immediate priorities, including teachers and books. 

• 	 Many other federal initiatives are designed to overcome loeal opposition to policies in 
the national interest. 

• 	 As funds for infrastructure are tigbt, it is Jogical to target expenditures to our highest 
priority ~~ education. 

Option 2. 	 Make challenge grants to state bond banks to be used to pro,\'ide insurance 
or credit subsidy to state or local bO'nds for schoO'I constructiO'n or 
renovation. 

Under this option, the federal government would challenge states to establish or usc state bond 
banks and revolving loan funds to assist localilies in construction. renovation and repair of 
elementary and secondary school faciiities. States would be expected to use the money to 
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provide credit assistance to loeai school districts or other public bodies that issue bonds for 
school construction. Challenge criteria could relate both to the functioning of the state entity 
and to the state entity's criteria for assistance to local entities. 

Pros: 
• 	 Builds on our successful experience with the Clean Water State Revolving Fund and the 

pilot state infrastructure banks, 
• 	 Maintains central role of state and local governments, with the federal government 

merely acting as a catalyst and subsidiary partner. 
.. Would encourage state involvement -- which may be key to success at the iocal level. 
• 	 Challenge grant structure, encourages states and localities to focus on our priorities~ and 

may have positive impact even in states that do not get grants. 

Cons: 
• 	 May not be of much help to large school systems. which may not face any problems in 

placing their own bond issues. 
• 	 Only about half of the stales have appropriate bodies, and many of the others will not. 

create them for philosophical reasons: they believe this is a local function, 
• 	 Mak<:s federal initiative totally dependent on states for implementation, which (i) may 

not please local governments, (ii) may mean the neediest districts wiil not benefit; and 
(iii) may not provide as much leverage as a direct federal credit subsidy. 

• 	 Challenge grant criteria may be regarded as excessive federal interference and may 
revive issue why federal government is not paying fun costs of the.-..e "mandates." 

Potential Cost: One model of this proposal would cost $200 million per year, leveraging 
$800 million of construction. This is based on 20 grants of $10 million per year for 10 
years. costing $200 million a year and $l.2 billion over six years, We estimate the 
maximum state leverage to be 4:1, or $800 million of construction rumuaIly, $4.8 billion 
over SIX years. 

Option 3. 	 Provide a federal credit subsidy for bonds issued for a specified and limited 
set of scbool renovation purposes. 

Under this option, the federal government would directly reduce by 20% (up to 100 basis 
points) the interest cost of local school districts and other public bodies that issue bonds· for 
school renovation. The purposes for which the subsidy would be available would be designed 
to meet one or more of three criteria: (i) impact on pupil performance (e.g,. tecimoJogy); (Ii) 
particular federdl interest. such as environmental protection~ energy efficiency or security; or 
(iii) reducing hurdles to local financing attributahle to items such as asbestos removal or 
disability acc:ess. 

- 4 ­



Pros: 

.. Provides a widely available benefit for a limited range of purposes that the 


Administration cares about 

• 	 Limiting uses reduces cost of program. 
.. 	 Setting the subsidy as a percentage of the interest rate provides a comparatively greater 

benefit to school districts with lower bond ratings (and therefore higher interest rates), 
• 	 Leaves the decision whether to use the subsidy in local hands. 

Cons: 
• 	 Would subsidize activities that many districts would do anyway, 
.. 	 Does not respond to need either for new schools (because of population shifts. 

immigration, etc.) or fot funds to deal with traditional deferred maintenance, such as 
crumbling walls, lack of plumbing, etc, 

.. 	 Unless the program were capped, the expense may far outstrip estimates. Capping raises 
complex issues of basis for receipt: first~come~flrst~served~ state choice. need? 

.. The entire 100year subsidy stream must be scored in the year of commitment on the 
mandatory side of the budget 

Potential Cost: One model of this propcsal would cost $400 million per year, subsidi?lng 
58.5 billion in bonds: This is hased on a 4,7% credit subsidy rate for a IO-year bond at 100 
basis points. 

Option 4. 	 Provide a federal credit subsidy for incremental expenditures on 
stboo1 construction or repair. 

This option would provide a federal incentive for increased local spending on school 
construction and renovation for "any purpose. States would be pwvided the funds in the year 
following the year in which additional school construction/renovation bonds were issued. and 
would be required to pass it through to local jurisdictions who issued the bonds in that previous 
year in a manner that relates either to greatest need or to incremental effort. 

~: 
• 	 Subsidy would be broadly available for a full range of needs -- including new 


construction. 

• 	 Program's cost is reduced by not subsidizing the approximately 520 billion in bonds 

currentiy issued annually for school constI'UCtion and renovation. 
• 	 Avoids charge of federal interference in local school priorities. 
• 	 Allows Administration to state that spending would only occur to the extent that 


additional school construction would occur. 


Cons: 
• 	 Incremental effort measure has undesirable results, disadvantaging states that have put 

forth the· most effort in the past, and rewarding those who have been lax, (Illinois and 
Florida, and possibly California, would be disadvantaged under an incremental proposaL) 
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• 	 Aller-the-fact state pass-through to localities could be very difficult to relate to any 
federal priority~ large cities in particular are likely to assert they will be snort-changed. 

.. Unless the program is capped, the expense may far outstrip estimates. 
• 	 Somt) portion of the increase above the base level of expenditures is likely to be related 

to inc:reases that would have occurred without the federal subsidy, 

Potential CoS!: One mooel of this proposal would cost approximately $460 million, 
subsidizing $5 billion of incremenial bonds annually, This is based on a credit subsidy rate 
of approximately 10.4% for 3D-year bonds, and 7.9% for 20.year bonds, and assumes that 
the incremental $5 bHlion is split event between the two maturities. One could provide a 
higher interest subsidy _. 200 basis points or mOr••• to fund $5 billion a year for a specific 
four-year period, but it would require significant offsets during this fOUI-year period. 

Option 5, 	 Provide a range of federal technical Assistance services tu enable I~I 
jurisdictions to more efficiently meet their school construction and repair 
needs.. 

Forms of technical assistance could include: 
• 	 . CondJcting a targeted infonnation campaign that focuses on how the Administration's 

Technology Literacy Challenge effort is assisting schools to defray some of the costs 
associated with introducing technology into their buildings; 

• 	 Using the bully pulpit to promote voluntary efforts (e.g., NetDays, nationwide national 
school repair days, working with the National Guard, promoting local 
schoollcommunityfbusiness partnerships) to build community support for and 
involvement in school renovation and construction; 

• 	 Establishing a Technical Support Clearinghouse to provide information about how other 
whools and school districts have met their infrastructure needs. including assistance in 
areas such as architecture. multiple use, financing, energy efficiency, and using pollution 
control markets. This could also include an excess property ,information service. 

• 	 Calling a national meeting of local and state officials to look for ideas to deal with this 
emerging national challenge. 

Pros: 
• 	 Gives additional impetus to the Technology Literacy Clmilenge and ties state and local 

infrastructure efforts to the broader education agenda. 
• 	 Consistent with other Administration education and reinvention efforts in that it focuses 

on (1) lowering the cost of getting good information so communities can heJp themselves 
and (ii) building community partnerships. 

• 	 If rew barrier to school renovation/construction is lack of political interest/will at local 
level. this may galvanize a community around the issue. 

• 	 Can help make smaller districts and states more efficient 
• 	 Less likely to involve federal government in local politics, or to generate charges of 

federal interference in local matters. 
• 	 Should be relatively inexpensive. 
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Cons: 
• 	 Might be viewed as a very small response to what we will be agreeing is a major 

problem. 
.. 	 Particularly with respect to school construction and financing, involves areas in which 

the federal government traditionally has had limited experience; our ablHty to provide 
high quality~ credible technical assistance may be limited. 

• 	 We may be spreading both our ov.'U organizational capabHlties and the interest of our 
partnerS in educational technology too thin by adding this component to our NetDay and 
21st Century Teacher Training kickoff. 

Cost: Negligible. 

• 
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June 28, 1996 

MEMORANDUM TO lAURA TYSON 

From: Gene Sperling 

Subject: School Construction Options 

Below is a quick summary of the three refined options for a school construction 
initiative. As we have not yet decided on what off-sets are acceptable, we have not put a 
price tag on the total at this time. Rather, we suggest three models which could handle any 
amount of funds we are wi!ling to spend. Attached is a more detailed explanation of the 
three options ,hat Ellen Seidman drafted and Peter Orszag contributed to .long with the 
Department of Edu""tion. 

All three models assume the fonowing characteristics: 

• Leverage AddiUonal Sehool Construction: Regardless of what model we 
choose, the goal of our proposal should be to leverage new net school 
construction, and not just to subsidize construction that would have taken place 
anyway. Therefore, all models would be designed to subsidize the net 
incremental investment. 

• Ensure Large Cities are Not Excluded: Each model is designed to ensure 
that the large cities where some of the greatest need arises are not excluded 
either ·by (he selection process or a Governor or a different political party, 

• One-Time Jump Start: All of the proposals assume a four to five year 
one-time expenditure to help states and localities begin to face their 
construction needs. In each proposal, there would be a limited amount of 
funds that would be drawn down by states or applicants who met the set 
criteria. 

• Credit Subsidy: All three of the options assume that a credit subsidy will be 
the vehicfe for leveraging new construction. A credit subsidy ensurcs that the 
applicant is taking responsibiHty; they must vote to borrow and repay funds. 
and we help make doing the right thing easier. Rather than voters being 
encouraged to vote against a bond issue because the federal government is 
providing funds, the federal assistance provides an incentive to pass a school 
construction bond issue. 



,WHO IS TIlE DIRECf RECIPIENT OF FEDERAL DOLLARS? THREE MODELS: 
The main issue still in question is who the federal government should directly provide the 
assistance tO~ the states, local education districts, or a hybrid. 

Modell. SfATE AS RECIPIENT: In this model the state is eligible for a 
proportionate share of funds that it can draw down once it meets its "incremental 
addition" criteria and it ensures that major cities will not be left out, The advantages 
of this is that it is federal assistance that still allows for state and local control of the 
allocation of school construction doUars. [t also avoids criticism -- however unfair ­
thitt the Department of Education would not be able to administer such a complicated 
program with thousands of individual appEicants. Mostly. however, It avoids criticism 
that this is an inroad into federal control of local education functions. The major down 
side is that even with a fonnula it puts most of the program in tbe hands of governorS 
who may be hostile to ,h. progmm simply be",,"se it is proposed by 'he President. 

MOOel2. DIRECf APPLICATION TO THE FEDERAL GOVERNMENT: Under 
this model. thousands of applicants would be able to apply directly to tbe Department 
of Education for funding. The advantage: here is that the MayorS and superintendents 
who would be most supportive of this new initiative would be able to apply directly 
for funds and would be very vocal in their support. Anywhere any Administration 
oflie!.l went tbey could speak directly to the people of that town and say thal if you 
do the rigbt thing on school construction, we will be your partner. The downside as 
mentioned above, is that this might look to some like the federal government putting 
strings on money that could lead to SUbtle coercion to accept certain values or history 
standards from the federal government. Furthermore. it will make the Department of 
Education a greater target -- though they strongly support this option if we are going 
to do a proposal. Direct applications would aUow doser review of individual 
meritorious projects, but would make an overall incremental standard very difficult to 
develop, 

MOOel 3. HYBRID: Under this proposal, the top 100 largest school districts 
(enrollment over 40,000) would apply to the federal Department of Education for 
credit subsidy assistance. The Depanment of Education would set aside some amount 
of funds (perhaps about 25%-35% of the funds) for large City applicants; these cities 
make up 'about 25% of national enroUment. The rest of the funds would go to states 
who would then have the discretion to give out credit subsidies to smaller 
communities who met the given criteria. The advantage of this proposal is that big­
city mayors would not feel dependent on potentially hostile governors to get their 
funds, while the overall program would slilt be left to state discretion. The Education 
Department would not be able to be criticized for being overburdened since they 
would only have to handle 100 -- not 10,000 applicants. 
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SCHOOL CONSTRUCTION OPTIONS 

Option J. ChaUenu grants to state~_\Yi!h limited required pass·tbrouj:h. 

For a three-to-five year period. states would be eligible to receive funds to provide credit 
enhancement for state or local bond issues whose proceeds are to be used for school 
construction or major renovation in an average annual amount in excess of the Ilverage annual 
amount 5Q!:nt by the state and byJocul ilu:isdictions in that stale for construction Pf major 
renovation during the prior five years. At the beginning of the program, an amount 
determined by the proponion of the nation's K .. 12 public schoo! enrollment in each state 
would be set aside for that state, A state could apply to the Department of Education to draw 
down the money at any time during the period, and could draw it down over a number of 
years or all at once. 

To receive the funds set aside for the state~ the state would have to demonstrate that: 

• 	 The funds received would be used to credit~enhance state and !ocal bonds for 
incremental school construction and renovation financing; and 

• 	 No less than an amount detennlned by 1.251 times the proportion of students in 
the three urban districts with the largest number of enrolled students from 
families below the poverty level and the three non-metro school districts with 
the highest poverty rate would be passed through to those districts to credit­
enhance debt financing for incremental expenditures for school construction and 
renovation. if those di§tricts desired to bave and use the funds for that purpose. 

If by the third year of operation of the program a state had not applied to receive the funds set 
aside. the three urban districts in the state with the largest nwnber of enrolled students from 
families below the poverty level and the three non-metro school districts with the highest 
poverty lc'Vel could apply directly to the Department of Education for funds. 

p~~ 

,. 	 USing the states as the primary vehicle to decide how to allocate funds. (i) 
minimizes federal interference in what has tmditionaUy been a state and local 
function; (ii) places responsibility for choosing among school districts on the 
state; and (iii) reduces federal administrative burden, Currently. the 40 states 
involved in school construction and renovation financing provide omy about 
2()l'A} of funds spent for this purpose. Providing federal funds through states 
may encourage them to do more. 

• 	 The pass4hrough ensures that areas with greatest need, including in particular 
large cities. wili be funded. . 

• 	 The focus on incremental expenditures increases the likelihood that the funds 
will in fact reduce the backlog of needs. 

1 This multiple is illustrative. It is meant to deal with the fact -- recognized by GAO -~ tbat poor 
school districts are often more needy Ihan would be Indicated simply by their proportion of enrolled 5tudents, 
even enrolled poor students. This is in part because cash flow problems over many years have generated 
large deferred maintenance backlogs. However, the choice of 1.25 in this memo is illustrative and tbe multiple 
ultimately chosen would have to be justified. 



• 	 Particularly for jurisdictions not benefitting from the pass-through. there might 
be serious concern whether states would distribute money [0 districts most in 
need. (For example. in Ohio, Cleveland. Cincinnati. and Columbus would 
probably benefit from the pass-through, but Toledo, Dayton and Youngstown 
would not) 

• 	 This pass-through is quite prescriptive, and its intent obvious. 
• 	 Between 8 and 10 states, including Illinois and Oregon. are not involved in 

school construction financing at all. An additional 10 stateS do nOl have bond 
banks whicn is probably the most efficient way of accessing this program. 

• 	 It will be very hard to construct a grant program in which the grantee further 
distributes the funds to be on the mandatory side of the budget, and therefore a 
program of any significant size must be directly offset hy a non~education 
program cut to avoid a major hit to an already tight education appropriation. 

Option 2. Capped credit enhancement to states and to school district§. 

For a three-to-five year period, states and school districts could apply competitively to the 
Department of Education to receive a credit enhancement for expenditures for school 
construction and major renovation in an annual arnOW'lt in excess of the annual average 
expenditure of the state or district for these functions in the prior five years. A state or district 
could apply to receive the funds over a period of years, or in a singie year. The total awards 
made in the program over the five year period, scored as a credit subsidy, would be capped. 
The size of the award to any given state or district would be detennined by the applicants' 
need and financial capacity. 

School districts and states applying to receive funds would be evaluated on the following 
criteria: 

• 	 Poor physical condition of schools in the state or district, and/or demonstrated 
need for new schools; 

• 	 Limited financial capacity to' respond to the needs; and 
• 	 A showing that the funds would be efficiently used to raise additional funds to 

make incremental expenditures on construction and major renovation. 

has: 
• 	 Makes it much more likely that the program will get funds to neediest districts 

and that it will be perceived, ex ante, as doing so. 
• 	 Focuses on incremental expenditures, increasing the likelihood that funds will in 

fact reduce the backlog of needs. 
• 	 Requiring use of credit enhancement ensures the funds will be leveraged and 

applying jurisdictions will be required to show interest. intluding voting for 
bond issues. to get the funds. 

.. 	 Avoids difficulties in the 8 to 10 states that do not participate in school 
financing. 

• 	 Easier to put this type of program on the mandatory side of the budget, reducing 
pressure on education appropriations. 



• May be perceived as undue federal interference in a local function, and criteria 
may be cballenged as "more federal red tape," 

• Makes the federal government responsible for choosing winners and losers. 
• May be difficult -­ especially in small districts - to determine if loea! 

spending on school construction and renovation is incremental. Local capital 
spending is sporadic. and even a five-year average may not be meaningful. 

• May be a significant administrative burden on Education Department~ 
particularly if many districts apply for far more funding than available under the 
eap, 

• Some districts. particularly those who are severely cash- or bonding capacity­
strapped, would find it difficult to use a credit subsidy rather than a direct 
construction grant. 

• This option. more than option 1> may be perceived as similar to the school 
construction program that we proposed be rescinded because it involves federal 
assistance being provided directly to localities. However, it differs from the 
rescinded program because it is a credit program and not a grant program. 

Option 3. 	 A bybrid nroe:ram of direct funding for credit enhagcements fgr lar.u 
school districts and state administration of program [Qr small districts. 

For a thre'-IO-five year period. the 100 school districts with the largest enrollment in the 
country (which includes most of the major cities) would be eligible to apply to the Department 
of Education for funds to provide credit enhancement for incremental school construction and 
major renovation expenditures. The total amount available for these districts would be capped 
at an amount determined by 1,25 times tbe proportion of students enrolled in public schools in 
those districts compared to all students enrolled nationv.ide. Remaining funds for the program 
would be set aside for states to use for credit enhancement of smaller school districts' 
incremental school construction andlor major renovation expenditures, States would be 
eligible to receive the funds in proportion to public school enrollment in each state (outside 
the 100 largest national districts) compared to nationwide enrolJment. The criteria for district 
receipt of funds would be as described in option 2; the criteria for state receipt of funds would 
be as described in option I (although the large district pass-through would not be required), 

Pro.!\. 
• 	 Ensures that largest districts, which include many of those most in need (and 

more of those in need who may have difficulty being heard at the state level). 
will have fair opportunity to get funds, 

• 	 Limits charges of federal interference to larger communities, where it is less 
likely to be a problem, and Department of Education administrative burden. 

.. Keeps program for small commWlitics at state level. where they are bener 
known and more comfortable. 

.. Bifurcation similar to COPS program structure. 
.. Should be possible to fund at least the large district portion of the program on 

the mandatory side. reducing pressure on the education appropriation. 



". . . ... 

Cons; 
• 	 May appear excessively complicated and designed to benefit big cities. 
• 	 A number of large school districtS, such as Charlotte, NC, which are not 

exceptionally needy, would likely lose any realistic chance of funding. 
• 	 Excludes small commWlities in the 8 to 10 states which do not partiCipate in 

school fmancing. These include states \\1th a large number of rural districts. 
such as Iowa. Louisiana and Nebraska. 
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WASHINGTON 

July 5, 	1996 

MEMORANDUM FOR THE PRESIDENT 

FROM: Laura Tyson 

SUBJECT: Educational Infrastructure and Offsets 

Your economic advisers have been meeting to review and develop options for a 
possible federal govenunent initiative to support construction, renovation, and/or repair of 
the nation's elementary and secondary public schools. On Monday. a group of your 
advisers will meet with you to discuss how you might pay for such an initiative, should you 
choose 10 go forward with it. An attachment describes the pay-for options that were 
prepared for your consideration. Our Monday discussion of these options will also be 
relevant to any other new policy initiatives you might wish to consider between now and 
the November election -- initiatives such as capital gains tax relief and simplification for 
homeo....ners. or a new proposal to stimulate job creation in urban areas. 

• Monday's meeting is planned to focus on pay-fors, not on the general pros and cons 
of an educational infrastructure initiative nor on the design elements of such an initiative. 
Since your economic team has not yet had an opportunity to meet with you on these issues, 
I thought it would be useful to provide this background memo indicating some of our 
concerns. (I mentioned some of these to you on Wednesday in our Oval Office discussion.) 
Two different kinds of concerns have surfaced in our discussions: concerns about the 
effectiveness of a federal program to support educational infrastructure; and concerns about 
the political advisability of such a program. 

I. CONCERNS ABOUT EFFECTIVENESS 

I. 	 Is There A Better New Education Proposal? Although there is compelling 
evidence that a large number of the nation's public schools are in need of repair or 
replacement, the evidence linking educational infrastructure to student performance 
is tenuous at best. Given the tight constraints on education spending, your advisers 
question the wisdom of spending resources on school construction--which is already 
taX-advantaged under current law--as opposed to some other educational program 
whose effects on educational outcomes are stronger and more reliable. For example, 
why not call for an equally bold proposal on pre-school and Head Stan, or on 

• 
student loans. or on teacher computer training? One possibility, described in the 
attached preliminary proposal. would be a federal commitment to set a new standard 
of two years of preschool for all children, staning with adequate funding so that all 
eligible children could attend at least one full year of Head Start. a program with a 
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• proven track record. Your advisers would be happy to develop this proposal funbet 
if you are interested, 

2. 	 Will We Spur Additional School Construction? Your advisors generally agree that 
aid would be given in the form of a credit subsidy approach because it would 
require the local community to share in the responsibility for financing school 
consttuction by voting to borrow and repay funds. Several of your advisers. are 
concerned, however. that federal support 'for educational infrastructure would shaply 
substitute for local support that would otherwise be forthcoming, without any 
significant increase in the overall amount of construction that is financed. We have 
been working on a program design that in principle should address this problem··by 
fashioning federal support in the form of a credit subsidy for incremental spending. 

• 

An incremental approach is somewhat more feasible jf it is applied at the state level. 
At this level, we can try to focus on a federal subsidy for incremental expenditures 
over and above the average annual amount spent on school construction in the state 
during some previous period, But it is neariy impossible to apply an incremental 
approach at the local level because it would simply disadvantage districtS that have 
fmanced high levels of construction in recent years and because the timing and 
anmunt of school bond issues can be quite erratic over time. For this reason, most 
of your advisors believe that if we try to apply an incremental approach, a 
substantial share of any federal credit subsidy program would have to take the fann 
of challenge (block) grants to states based on state averages of recent construction 
efforts. Others believe the difficulty of implementing such a standard makes it 
advisable to focus only on a needs analysis. 

The problem is that it is that even with our best efforts at design, it would be 
impossible to know v.ith any certainty how much construction would occur anyway, 
and very difficult to deSIgn an incremental pian that we know would be effective. 
The Treasury. in particular. believes that there is no way to design a federal program 
to guarantee that it leverages additional construction flnancing ralher than 
substituting for state/local financing that would have otherwise occurred. At the 
very least. a federal program to subsidize educational infrastructure wiil be subject to 
a fair amount of criticism on this ground. 

3, 	 How To Target aod Who Should Do it? States and local school districts have 
very different school constructIon needs and financing capabilities. Ideally. one 
would want to concentrate scarce federal dollars on where the needs are greatest. the 
capabilities are the most restricted. and the additional infrastructure spending would 
have the greatest impact on educational perfonnance, Targeting federal dol1ars to 
districts on the basis of income and demographic characteristics and/or targeting 
federal dollars for repair rather than construction or for classroom space rather than 
gymnasium space might be reasonahle approaches, But this kind of detailed targeting 

• 
would require that the federal government have the ability to evaluate and adjudicllte 
among requests from thousands of local school districts, Moreover. it is by no 

2 



• means certain that the credit subsidy approach would effectively mobilize local 
fmancing efforts in the neediest districts or for the most pressing educational needs. 

In light of these difficulties, your advisers bave developed a hybrid approach that 
would channel some of the federal sopport to the states, which in tum would bave 
th" task of dividing it nmong local school districts, and would channel the remainder 
of the 	funds for allocation by the Department of Education to the largest--and most 
of the neediest-school districts in the country. An alternative approach, favored by 
tbe Department of Education. would bave ail of the federal money allocated by the 
Department but would limit such money to school repair projects or projects 
necessary to meet environmental or t~ology goals or other federal priorities. The 
th.ird option would be, as mentioned above, to simply give the funding to the states 
to allocate ... either at their discretion or consistent with federal targets. 

IL POLITICAL CONCERNS. Your economic advisers have also raised several political 
concerns about a new federal program to support educational infrastructure. 

• 
L School construction has traditionally been a iocal government issue in which 

the federal government has not been involved, It is also often an intenseiy 
charged political issue at the local level. As the Secretary of Education said 
at one of our meetings, the federal government shouJd avoid being thrown ' 
into the briar patch of local politics over school construction. 

2. 	 A new federal program in this area. especially one which is financed by 
revenue~ra1sers. could be fairiy characterized as a traditional big~govemment, 
tax and spend approach. 

3, 	 [0 1992, you proposed significant new infrastructure investment at the federal 
leveL Budgetary constraints have prevented us from delivering on this 
promise. On one hand, an education infrastructure program could be seen as 
taking a more targeted approach to meeting your infrastructure goats. On the 
other hand. a new infrastructure initiative in a new area might focus criticism 
on our failure to deHver on an earHer commitment and could be greeted with 
skepticism. 

4, 	 While a $S billion program COUld increase yearJy spending on construction by 
a sizable percentage for a year or two ~- if we are actually able to le\'erage 
net incremental spending -- a federal infrastructure program of about $5 
billion is not likely to sound Eke much compared to an estimated price tag of 
$112 biHion to bring the nation's schools into good overall conditions. Will 
a new program make the federal government responsible for the solution to a 
problem which it cannot solve because it does not have adequate resources? 

• 	 J 



• 
5, A federal program to support local school construction could raise concerns 

about federal government interference in local school decision.maklng. which 
'is a hot·button issue with many right·wing groups. Targeting federal support 
would likely aggravate such concerns. 

Two Attsi:hments: 

Tw. Years of Pre-Sch.ol: This is an alternative proposal to spur two years of pre· 
school·· with the federal contribution coming through expanded Head Start and 
po.ssibly parenting education. 

orr••, List: Over the last week, NEC, OMB and Treasury have been 'searching for 
offsets that could be used not only for this initiative, but for any additional ideas you 
might wish to annoWlce over the summer. Leon and the- economic team both feel 
th~lt it is important for you need to review the entire list of options so that you have 
a sense of the difficuJties involved in financing any new spending proposals in the 
current budgetary environment 

• 
As you will see, the list includes two revenue increases from limiting or ending tax 
preferences to multinationals that have income in foreign countries. While both of 
these policies may be good policy and good message and less difficult than !be other 
options, Bob Rubin feels we must also calculate the degree to wblcn such proposals 
inspire the business community to mobilize against us as they did in health care. 
Another option seen as less politically onerous than others is corporate jet subsidies. 
yet Leon fears that this might trigger the type of reaction that look place with the 
luxury boat tax. There is also an apparently painless Federal Reserve option, but it 
is not clear it would score, and many reel tbat it would be labeled a gimmick and 
would undermine our credibility on the budget. 

• 


http:Pre-Sch.ol


• NEW NATIONAL NORM FOR ALL YOUNG AMERICANS 

TWO YEARS OF PRE-SCHOOL, TWO YEARS OF COLLEGE 

Visions: 	 The President would set a new nationa) standard: all young children would go 
to quality pte-school for two years. 

The President's vision for the nation: every child should have two years of pte­
school: every young person two years of coilege. 

Challeng": 
As with the Hope Scholarship, where the President sought to make two years 
of college a new national standard, so two his proposal would he designed to 
establish two 	years of pre-school as a new national nonn. In doing so. he 
would speak to all Americans: He would 

Challenge all parents to be their child's first teachers and help them he teady to 
learn 

• 	
Challenge parents to use their $500 tax credit to help them get their children 
quality pre-school education. 

Olallcnge states to expand pre-school programs and to open more community 
schools that allow pre-school in their activities. 

Challenge more day care centers to teach children and not just baby sit. 

Initiative: $6-8 Billion Head Start/Pre-School Initiative: Because this national norm will 
only be reached with a nationwide mission, to ensure that even the poorest children have the 
chance and that all parents have the skills to be first teachers, the President proposes the 
following three-part initiative: 

Fully Fund Head Start for 4 Years-Olds: While our goal should he two 
years of pre-school for ail children, we could take a huge step by ensuing tbat 
all children get at least one year cif Head Stan -- by doubling the number of 
Head Start recipients from 750,00? to 1.5 million by tbe year 2002. 

Head Start 0-3: A new Clinton initiative has been Head Start for 0-3. 
Cu~ntly. we spend only $140 million a year. We should make a major step 
by moving to $500 million a year, so that more and more young people can get 

• 
the help they need from the stan, and more poor working mothers will fmd it 
easier to be both parents and workers. 



• Parents as First Teachers: Building off the bipartisan efforts of Hilary 
Qinton, Barbara Bush and Kit Bond, the President calls for a national effort 
for local community programs modeled after Arkansas and Missouri and other 
states to help parents get the help they need to be their child's finlt teacher _ 

om.ls: 

• 

• 

a concept Barbara Bush .lso promoted. 

No Trade-off Between Young aod Old: Many have stated that the only way 
we can properly invest in the young is by fon:ing a tIade-off between dilldmls 
programs and harsh cuts to Medicare. That is not So. This proposal shows that 
by cutting UllllCcessary subsidies in the budget we can help make twO years of 
pre-school education a new national norm without gutting Medicare or Socia! 
Security. 
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POTENTIAL OFFSETS· SUMMARY 
(in bimons of dollars) 

C.aIIlQQr:\d 
.~, 

Lima availability of tax deferral for controlled foreign corporations (GFGs) ....................... ""..... """,,. 

Replace sales source rules with activity based rule ................... " ......................•.......................... ".. 

Tighten the substantial understatement penalty ................................................. " .." ....................... . 

Deny dividends-received deduction (DRD) for portfolio preferred stock......................... .................... 

Impose aviation fees on corporate owned jets ......................... " .. , .............................. , ..... ,.,.............. 

Limit annual investment in annuities with tax deferrals ............ " .. " ...................................... "".......... 

Require the Federal Reserve to transfer surplus reserve holdings to Treasury"""""""""""."" ... ". 

Prorate reduction in percenlage depletion benefits" """"""" .""".. " """.,,""""""".""""""""""". 

Repeal lax exemption for large ored rt unions."""""""""""""""".... " .. " ... ,," ".,,""""""",, .... """.". 
Total, Category 1 ..""."" """"""""""".............. ,, ".,,"" """".... " .." ..,,""". 

07A1 PM 

offsetsu 

a·Year 
SIDlingli 

5.0 

4.0 

0.2 

0.2 

1.8 

1.3 

1.7 

3.0 

~ 
19.6 
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07:41 PM 

Qtrselsu 

POTENTIAL OFFSETS - SUMMARY 
(in billions of dollars) 

6-Year 
CatllllQIY_A Salling:; 


Auction digital broadcast spectrum.. ..... ....... ............................... ............. ...................... ....... .............. 12.5 


Reduce fSC benefits......................................................................................................................... 2.5 


Apply the lower tax brackets to income excluded by Americans working abroad (section 911)......... 1.2 


DisaUow deduction for certain entertajnment expenses ..... , ....... " . ., ........ , .... ., ....... " .... , .................. . 1.3 


Impose a cost 01 capital offset fee for fannie Mae and freddie Mac................................................. 4.2 


Double flood insurance premiums......... .............. .......... ..... ... ........... ................. ..... .............. ....... ...... 1.1 


Repeal deductibility of advertising costs for tobacco and hard liquor...... ............. ...... ... ....... .............. 3.0 


Sell three power marketing adminisllation............. ........ ........... .......•..............................•.............. Lll 

. Total, Category 2......................................................................................... 27.7 


C.alllllllnQ 

, 	 Begin deeming sponsor's income to determine eligibility for Medicaid for legal immigrants .............. . 1.5 


Require amortization of exploration and developmenl costs........ ................. ....... ....... ........ ... ......... ... 
 3.0 

Require capitalization of multi-period limber growing costs.. ........... ........... ............. .......•............... ... 3.5 


Expand current .25 percent gambling excise lax to casino games, bingo, keno. elc......................... 4.0 


Phase-out the dependent care credit for AGI $90.000-$100.000....................................................... 1.0 


Impose inland walerways user fees ................................................................................................ . 2..S 

Tl"lt~1 	 r.::ttAOOrv 3., 15.5 



• • • Potential Offsets 07105196 
(in billions of dollars) 08:40 PM 

6-year 
i!llYi[lg~ 

Cat'lgQry J 
Limit availability oftax deferral for controlled foreign corporations .... "" .. " .... " ..." ... "". " ... """""""""'''''''' ."....... ". 5.U 


Under the controlled foreign corporation ("CFC") rules of Ihe Internal Revenue Code, U.S. shareholders of 
CFCs are treated as receiving an annual distribution of Iheir pro rata share of Ihe CFC's 'subpart F" 
income. Subpart F income generally consists of highly mobile income, including passive income and 
income from certain third-country sales and sentlces activities. 

Under current law, shareholders of a CFC are permitted to defer U.S. tax on CFC's income that is Subpart 
F income. The proposal would require that a CFC's Subpart F income be decreased by half of its 
non-Subpart F earnings and profits. This proposal would reduce the eldent to which foreign lax holidays or 
other incentives could distort the allocation of capUal between U.S. and foreign investment. 

The proposal will be strenuously opposed by U.S.-based multinationals on the grounds that it would harm 
their ability to compete against foreign-based multinationals conducting Ihe same operalions in the same 
foreign counlries. International competitiveness, however, is based less on Ihe applicable rules of 
international taxation than il is on non-lax issues such as Ihe cosl of capital, the use of advanced 
technology. and Ihe level of education and training in the labor force.­

Replace sales source rules with activity-based rule ........................................... " .. " .. ' ........................................... . 


Currenlly. exporters that have excess foreign lax credils can take advantage of a safe harbor rule Ihal 
permns Ihem to lreat 50 percent of their foreign sales as foreign source income, when in fact the actual 
percentage of foreign source income is much lower. In proposing Ihe luition tax credu, the Administration 
proposed reducing Ihis safe harbor from 50 percent to 25 percent . 

In fact. no safe harbor is appropriate; rather, the sales income should be sourced according to where the 
economic activity occurs that produces the income. Accordingly, Ihis proposal would completely eliminate 
the fixed-percentage safe harbor with an activity-based test 

This proposal will be opposed by U.S.-based multinationals that both conduct high-taxed foreign operations 
and export products from the United States. The Administration believes thai export benefits should apply 
in a neulral manner to all exporters, ralher than provide special benefits to only Ihose exporters thai also 
have excess foreign lax credilsgeneraled by other foreign operations. 

- 1 ­

4.0 



-18 1m! aviation fees on corporate-owned jets ....................... ~............. ........... ... .............................................. 


Currently, most of the revenues derived from aviation is f(Qm the ticket tax. In addition to fuel excise taxes 

of 15·17.5 cents per galion, fees of $ 5 per aircraft are paid by general aviation (small private aircraft). To 

better reHect the cost of the services provided by the FAA (as well as air traffic control services provided by 

the Defense Department) to these users, the fees paid currently could be expanded Or increased. In 

particu1llr, additional fees should be imposed on corporate-owned jels. 

The proposal targets principally large businesses, who might argue that they are being unfairly singled out 
for additional charges. Opponents would likely describe it as a job killer. 

Limit annual investment in annuities with tax deferrals .... ",,"" ...... " ..... " ...................... " .... , .......... " ....... " .............. .. 1.3 


Deferred annuities are a tax-favored investment because the "inside buildup" of investment earnings is not 

taxed until the policyholder begins to receive the payout of the cash value of the contract. This proposal 

would impose an excise tax of 6 percent on contnbutions of more than $50.000 ($100,000 for mamed 

taxpayers filing jointly) made to tax-deferred annumes duling the taxable year. (A similar tax already 

applies to nondeductible contributions over $2.000 made annually to an individual IRA.) 

This proposal will likely be vehemently opposed by the insurance industry, for fear that Ihis proposal would 
make inroads into taxing currently exempt inside buildup in insurance products generally. 

Require the Federal Reserve to Iransfer its surplus reserve account holdings to the Treasury................................. 1.7 


Currently, the Federal ReserVe has a $3.5 billion surplus reserve that represents retained earnings of the 

Fed that have not been transferred to the Treasury as deposits of earnings. The Fed argues it needs this 

"rainy day accounr to inSUlate it from risk of loss in international currency and olher monetary transactions. 


Congress has directed CBO, in recent budget resolutions, not to score any savin\ls from legislation that 

required transfer of these surplus earnings. In addilion, the proposal would be viewed as a gimmick 

because additional Fed payments now would be offset by lower Fed payments later. 


Prorate reductions in percentage depletion allowance.............................................................................................. 3.0 


Currently, certain producers of natural resources may deduct a portion of their sales proceeds, regardless 

of their investment in the property. The proposal would reduce this tax subsidy. Producers, particularty 

independent oil and gas producers, will be h~ hardest. They will argue that this subsidy is an important 

incentive for domeslic exploration and development. enhancing our energy security and keeping product 

prices low. 
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• • • 2.4 Repeal tax exemplion for large credit unions ........................................................................................................... 


Currenlly, credit unions are exempl from lax, even though they are virtually indistinguishable from a bank or 

thrift. The tax exemption for credH unions with assets of more than $100 million would be repealed. The 

proposal would subject such credH unions to tax under the rules that apply to large commercial banks. 

The proposal will likely be vehemently opposed, including significant grassr,?ots efforts, as the credit unions 
stir up their depositors. 

Tigillen the substantial understatement penalty........................................................................................................ 0.2 


Currently. taxpayers may be penalized for erroneous, but non-negligent, return positions only if the amount 

of the understatement is "substantial" and the taxpayer did not disclose the position in a statement with the 

return. For this purpose, substantial is defined as 10 percent of the taxpaye(s total current tax liability, 

which for very large corporate taxpayers can be a very sizable amount. 


This ability 10 comfortabty avoid any penalties on aggressive pOSitions with quite substantial potential 

liabilities at risk has led many large corporations to take very a~gressive positions with large amounts at 

stake, in effect playing the audit lottery without any downside risk. Recognizing that a large deficiency can 

be considered substantial even when it is less than 10 percent. the proposal would consider any defiCiency 

greater than $10 million to be subslanlial. 

The proposal is targeted at taxpayers that have tax liabilities of $100 million or more, who will argue that 
the penalty should continue to reflect a relative notion, even where very large amounts are involved. 

Deny dividends-received deduction (ORO) for portfolio preferred stock ........................................................... " .... _.. 0.2 


Currently, corporale holders 01 stock in other corporations ~enerally are entitled to deducl at least 70 

percent of any dividends received on that stock. The Administration's FY 1997 Budget proposed to reduce 

this deduction to 50 percent in the case of portfolio stock. Passive stock investments that have priority 


over the common shareholders. however, arguably are indistinguishable from other passive, non-stock 

investments (for example, corporate debt). Accordingly, the proposal would eliminate the ORO on portfolio 

preferred stock. 


As with the Budget proposal, this proposal will be strongly opposed by corporate issuers, financial 

intermediaries, and investors, who will argue that since dwidends are not deductible by 1he paying 

corporation, the proposal results in multiple taxation of the same Income. 


- 3 ­
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Auction digital broadcast spectrum... ..... .................... .................. ...... .. .................................................................. . 12.5 


This proposal would auction the portion of the spectrum Ihat was to be used for broadcasting digital N, 

instead of giving it to the broadcasters in exchange for the spectrum they currently use as proposed in the 

budget. The FCC could auction the digital channel spectrum within the next two years. 


While this proposal makes broadcasters pay for a very valuable public resource, there wouid be vehement 

opposition from many members of Congress - especrally those from rural areas, the broadcasters, the 

public and Ihe companies developing technology for digital N. 


While this proposal makes broadcasters pay for a very valuable public resource, there would be vehement 

opposition from many members of Congress -- especrally those from rural areas, the broadcasters, the 

public and the companies developing technology for digital N. The American firms spending billions on 

digital N R&D would feel that they no longer have a guaranteed market for their product. 


Reduce FSC benefils .................................................................................... , ......................................................... . 2.5 


There are two principal export tax incentives, the foreign sales corporation (FSC) provisions and the "sales 

source" rules. The Adminrstratian recently proposed reducing the beneficial sales source rules (in the 

context of the tuition tax credit proposal), but did not address the FSC rules. 


Treasury studies have indicated that the cost of the FSC program is very high compared 10 the amount of 

additional exports created, Accordingly, the FSC benefits would be reduced by 20 percent. However, we 

recently proposed expanding FSC to cover soltware. In addition, this proposal would be viewed as 

unwisely discouraging exports, However, there may be more efficient export-incentive programs. 


Reform taxation of Americans working abroad by applying lower brackets to excluded income (stacking)............... 1.2 


The foreign earned income exclusion under presenlfaw applies to income that otherwise would be taxed at 
the taxpayets highest marginal rate. Thus, taxable (non-excluded) income drops into the lowest brackets 
and is taxed at lower rates. 

To more equitably tax U.S. persons who elect the foreign earned income exclusion, one could apply the 

lower brackets 10 currently excluded income and tax any additional income beyond the income eligible for 

the exclusion at the higher rate brackets that would apply ifthe excluded income were not excluded. A 

similar proposal was floated in early January during the budget negotiations and was mel with strong 

OPPOSitIon, including direct responses from affected workers. 
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• • • 
They argue the incentive is necessary to allow America to CDmpete in overseas hardship ports. The main 
effect is on the wages the mult~nationals have to pay their workers, which would increase without the tax 
exemption. 

Disallow deduction for certain entertainment expenses ........................ ".,,'" .. , .,,-. ............. __ ............................ .. 1.3 


No deduction would be altowed for the cost of tickets to entertainment events, including sporting events, 

concerts, theater, and other performances, or for the cost of renting a skybox or other private luxury box 

(regardless of the period of the rental). The current exception for canain charitable sports events would still 

apply (so thase casls wouldremain fully deductible). . 


The proposal will likely be strongly opposed by a wide ranQe of constituencies, since" affects performing 

arts, sporting events, and other entertainment The opposition likely will argue that the premise is incorrect 

that business-related activities do nOI occur at these events. However, while there is the ability to conduct 

some amount of business activity al these events, it is generally nominal. 


Impose a cost of capital offset fee for Fannie Mae and Freddie Mac.,p .... ,.. " .... " ....... "" ... "..................................... 4.2 


Because of their affiliation with the federal Government, CBO estimates Fannie Mae and Freddie Mac 

probably avoid over $1.5 billion per year in interest costs. This is because their status as Governrnent 

sponsored enterprises (GSEs) probably saves them more than 30 basis paints on the long-term debt that 

they issue, and about 5 basis paints on the martgage'backed securities they guarantee. Yet they do not 

pay the Government a fee or any other compensation far the reduced cost of capital they enjoy because 

of their status as GSEs. 

Imposing an offset fee equal 10 one-half of the savings they derive from their Federal affiliation would raise 

$4.2 billion over 6 years. Initially the fee would reduce the GSEs' earnings, but the fee could also raise 

interest fates on mortgages with a face value below $200,000. If the entire fee were passed on, home 

buyers could face interest rates that were up to 0.1 percentage points higher. 


Critics would calilhis a la. on homeownership, although eao would likely SCDre it as a fee rather than a 

revenue increase< HUD and Treasury are currentty considering whether to recommend privatizing these 

GSEs or imposing these types of fees. If they were privatized One could no longer apply the. fee. It 

appears likety their reports will recommend against privatizing or imposing these fees. 


- 5 ­



ct···· • .oft n •11o Ie 1100 Insurance premiums ........................... 
nn._ ....... " .......... " •••••••• 


Doubling flood insurance premiums would reduce the Federal Subsidy by 50%. This proposal, which is 
assumed in the FY 1997 Budget Resolution, will be opposed by FEMA, Congressional delegations from 
TX, LA, FL and elsewhere, plus the policyholders and insurance companies In addition, nonscorable 
disaster costs would increase as policyholders cancel policies. 

Repeal deductibility 01 advertising costs lor tobacco and hard liquor. ............ .............. ............................................ 3.0 

Currently, all advertising, marKeting and promotional expenses are deductible from taxable income. 
Recognizing the substantial social costs that are attributable 10 these products, the Federal Government 
should not be viewed as subsidizing these products through deductibility of Ihe cosls of encouraging their 
consumption. The proposal, thus, would repeal any deduction for this type of advertising, promotion, etc. 

The tobacco companies, in particular, will vehementiy oppose this proposal, citing loss in output and jobs. 
Other industries may also oppose this proposal based on the concern Ihatthey may be nexl to be viewed 
as socially undesirable. . 

Sell three power marketing administrations ........................................................................................................... .. 1.9 

Tho Administration proposed sale of three PMA's (Southeastern, Southwestern, and Weslern) in the 1996 
but not in the 1997 Budget There was broad opposilion to the FY1996 Budget proposal, particularly in the 
Senate, including Senators Daschle, Baucus and Hatfield. Their claim will be in part thai it will raise utility 

. bills. The net proceeds shown above assume thai Soulheastern is sold at the end of FY97. Southwestern 
at the end of FY9a and Western at the end of FY99. 

-6­
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For legal immigrants begin deeming sponsor's income to detennine eligibility for Medicaid .................................... . •1.5 


SSI, Food Stamps and AFOC now count ("deem') a portion of sponsor's income 10 the immigrant to 
determine eligibility. This option would begin deeming in Medicaid, with the same exemptions as in current 
law. This policy is included in the immigration bills passed by the House and Senate and will most likely 
become law. 
This is a more desirable policy than is in Congressional welfare reform bills, which would ban legal 
immigrants from key safety net programs. However, the Administration has opposed deeming in Medicaid. 
Strong opposition can be expected from the Hispanic Caucus and many in the Democratic party. It is very 
hard for low income immigrants to get health care coverage on their own. This policy could leave many 
indigent elderly and children without health coverage and could shift costs to public hospitals. 

Require amortization of exploration and development costs for all minerals ... " ..... " .. , ................... '... 
H ............ ,. •••••• , 


An independent oil company can expense 100 percent of intangible drilling and development costs (IDCs). 
An integrated oil company can expense only 70 percent of its IDCs, with the remaining 30 percent 
recoverable ratably over 60 months. In addition, to avoid tax preference treatment for altemative minimum 
tax purposes, taxpayers may elect to amortize IDCs paid or incurred after 1989 over 5 years. 

Non·corporate mining companies can deduct all domestic exploration and development costs. Corporate 
mining companies can deduct only 70 percent of these expenses, with the remaining 30 percent deductible 
ratably over 60 months. In addition, to avoid tax preference treatment for alternative minimum tax 
purposes, all mining companies may elect 10 amortize these expenses over 10 years. 

The proposal would require capitalization and amortization of exploration and development expenditure for 
all minerals over 10 years. Alternatively, the proposal could be hmited to non·fuel minerals only ($100 
million). 

The proposal will be strongly opposed by virtually all natural·resource companies, who will argue that these 
provisions are appropriate incentives to stimulate exploration and development, especially of domestic 
properties. 

-7­
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• • Require capitalization of multi-period limber growing costs .................................................................................. . •3.5 


Currently, the costs at raising timber and evergreen trees generally are excepted from the application of the 

uniform capitalization rules. Thus, the indirect costs of growing these trees, such as for fertilizer, pest 

control and other maintenance. may be deducted as incurred. The proposal would repeal this exception for 

large C corporal ions. 


As a resuii, bolh direct and indirect cosls incurred during Ihe pre-productive period would be required to be 

capitalized and could nol be recovered untillhe Irees are harvested Or olhelWise sold. TImber companies. 

whose major holdings are in the Pacific Northwest. Southeast Alaska. and the Southeast United States. will 

strongly oppose the proposal. They will likely describe it as a job killer. 


In addition. they will likely argue Ihal these costs are properly viewed as period cosls Ihal are deductible 
when paid. However, that argument has little technical merit 

Expand current .25 percent excise tax on gambling to casino games. bingo, keno etc"........... " .................... " ... "... 4.0 

Currently, a .25 percent excise tax is imposed on most state authorized wagers. The lax could be 
expanded or increased in a number of ways. 

Tile proposal would be slrongly opposed by Nevada and New Jersey, as well as by Indian Nations thai 

have casinos, bingo. keno. etc. They will describe it as a job killer. It likely will also be viewed warily by the 

slales thai have. or are contemplating. a state-run lottery. 


Phase out dependent care benefits through cafeteria plans for AGI, $90.000-100.000........................................... 1.0 

Currently, the dependent care credit is never less than 20 percenl of qualifyin'! cosls. regardless of the 
taxpaye~s income. The credit could be reduced or eliminaled above certain high-income thresholds. 

At certain income levels. however, it is unnecessary for the Federal government \0 subsidize the taxpayers' 

child care costs. Thus, the proposal would phase out Ihe credit for taxpayers whose adjusled gross income 

is $90.000-$100.000. 


Impose inland watelWay user fees .... , ............................................................................................................. . 2.5 


The Administration proposed applying an inland watelWays user fee in 1993 bul received little support. 

Charging $1.75 per 1000 ton-miles would raise $2.3 billion over 6 years, and would cover the Federal cost 

of inland watelWaY operations. maintenance. and construction. CSO could count il as a spending cut - an 

offsetting receipt - rather Ihan a tax. 


The barge industry would strongly oppose il. arguing thai it is a job killer. But their lrue power is the 

agriculture induslry behind them. In addition, it affects some key states like Illinois and Missouri - and 

anyone on the Mississippi. 
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THE: WHITE HOUSE 

WASHINGTON 

98J.1.II1 C: 31 
\ July 9.19% 

MEMORANDUM FOR THE ¥SIDENT 

cc: 	 LEON PANETTA 

FROM: 	 LAURA TYSON 
GENE SPERLING 

SUBJECT: 	 Decisions on the substance of the school construction initiative 

In ord(![ to move forward on school construction, we need guidance on six key isSi.~e.s. 
which are laid out below, 

The first four are interrelated issues of targeting: (1) eligibility; (2) purposes; (3) degree 
of subsidy; and (4) targeting by effort. Decision (5) is on who should administer the program. 
Decision (6) is the off-sets we will use. 

There is also a new proposal from the Treasury Department that would allow Connie Lee 
to guarantee all school construction. The volume would make this bold. but the degree of 
subsidy for any spe<:ific city would be shallow in comparison to the proposals we have been 
working on. TIris new proposal is also attached. 

DEGREE OF TARGETING, Any initiative will have a mechanism to ensure that the .largest 
cities win g.~t a fair share of funding because they have the greatest need. Beyond the issue of 
large cities, the degree of targeting will affi:ct how we describe the proposal, the breadth of its 
appeal, how it could be administered. and the depth of the subsidy provided to each recipient. 

1. 	 ElIgibility: Should d., assistance be targeted based on scme measure of need a::ld past 
effort, or should it be available to all sehool districts? If eligibility is limited, one 
viable measure of need is iru:ome-basect. such as the number of children in poverty or 
eligibility for Title l funding . 

.. Targeted t. Poorest Districts: This proposal would target the neediest school 
districts. It would address schools in the worst conditions in the areas which could 
least afford to improve them. 

h, 	Universal: Allow all schools districts to apply. Funds could .till be targeted -- SO 
that the neediest were given the largest subsidies ~- but all schools could apply. 

t. 	95% or All School Districts: This would be the same as the proposal listed above 
except it would exelude those school districts like Bloomfield Hills. Beverley Hills 
and other well-off school districts that do not need a federal subsidy. 
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Use an Existing Government Corporation, Connie Lee, to Support 
IDementaIy &: Secondary School Construction Loans 

A;nl.lh..al_IIve would b. 10 us. Ibe m.tlng ConeS" Conal>w:Qon Lo<m 

Ins....""" A5a0dat!on ('ConnJe Le.') • wbl<b alteady ius'Cm!B bomla rOll ccms!nl!:tion 

of college•• and ""Pand ib ,,1I..ion to indnd. elemenlluy and secol1da:ty .choo:la. 

11ds wot.il4 re:~ keeping: COm1ie Lee u iii. gcvemment spon..soreci co:poratiol'l. (the 

A<hninialntiol1.11<1 Congress have already proposed to privallze il). However, It 

couldhelp .uhoidlz. billi_ af dollu. of bonds on a reI.lively smaIl US 

gt'ivemau:nt contribution. For example~ we eitimate that • contribution of$500 

million total over five years would pennit Connie Lee to insuxe almost 530 biW.on of 

, school conslruclion b""ds. Bond ins_ provides a ..1aIi.ely smaUer subsilly. 

oy'it% (SO basis poinls) off the borrowing rate. but it <oulil b. made .vallable to • . 
much wider base at a much lo'W~ cost in Federal re.sources. This approach would, 

however. ..pro.ant a <bang. in Administration polky and would be oppo••d 1>y 

privote bond ins_n.e """'ponie•. 

T,o provide additional support for n~dier sthool ~t:.m'IS# the program-tOtdd. 

be expaneled to include ad'..l interut ."bsidy pay",.,,1s by Connie,Lee. An 

additional program of5500 miDion <lVer five yeil%S covId provide deeper support to 

these ~hooIs.. 

The College Co""trucUon Lo"" lnsu:rance Association (and lis .ubsidluy "Connle Lee") 
WAS created by stamte in 1986, to iNurQ and reinsure bonds and loans of CQlleges, 
Ulliveysllio andtea.c.hlng ho.pittl,. 

Connl. Lee. though """,hid by Federal.tatuto, has • Wisconsin stab! char\'er •• "" 
U\suronCB company. It ill hslf-owned by Sallie Mae IUtd the US GoverlUll""t ""d half by 
private shareholdvs~ largely educational institutions. Sallie Mae appea't'S to be the 
largeot shareholder. with. total In.v..tmant of $53 mil!!on. The Secretary of lld.ucolion 
Invested $19 milllO%l. ' 

I 
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Comlla lA!e operali!ll by _ng bond>ln exchan&4 for • ["" .. In 1995. the agency 
lnsumd $9l3 million of debt and provided reinsUlllIlCC on an additional $43 milly,," 
Revenues were$'!9 million. with ""tincome of!18 million. 

Man),. perhaps mo.~ ..:hool districts pUIthas. prt1l'llie bond tnsunn<e fD redu... thJolr 
bOlTowing coots. CoNde lA!e <OXIIpeIes wlth!lu:ee rnU<h larger prtvate bond !nsun"". 
companies. MEtA, AMBAC and FGle. GSE slatus d""" not appear to have prov.idod 
ComllelA!e any substantial competitlve advantage, hecaUS4 C:on:nie lA!e i. requUed by 
It. clIarters to focus on risklv (EBB) c",dlts. 

Proposed Prilillti%ation I..gl.1Jlti,,,, 

In May 1995. thJe Admlni.tr.tion propo""; leglsl.tlon to privatize Connie lA!e by .eIIlng 
the Govenunene. shareholdlng. Thls propo,al was lntroriu<:"d bySena\x!r Dodd •• S. 
9411. No aelion hao been t.l<en on 5. 941. 

How"""", the House p • ....., Connio lA!e privatization provisions In the 1995 
RecondliaUon biU ond In R.R. 1617, thJe 'Consolidated and Refovn.ri Ec\"""tion. 
Emp!oywenl. and Rehabilitation Sy.tems (CAREERS) Acf'. u..,.., differ $Ubstantlally 
from the Admlnistration'. propos.l with "'gam to.the proposecl ••1. of thJe Conn!., lA!e 
slock owned by the U5 Goveromenl The CAREERS Act Is In confereru:e, and the 
Ad:mi.nl.iraUon hao b"",n nego!1aIl"ll with tho Congress over thooe provisions. 

Coonie lee as "1',,..101< III.,,,..,. of'Ez.n.."tary lit Secondary School D6bt 

.n.. AdnU:ll$ttutian'. origlnal privatization propow would have allowed Connie lA!e 
to guaranlQe bonds fOr 93C/J7lllnry s<hool co...trU<:tion on • Innsltlonol basis. After three 
years, Connie Lee's e.ctivitieJ would. hilve ~en~nUy t.U\reStrained. 

The Ac1ministration might instead pro.pose that Co.nn.ie Lee undertake insurance I)t 
elomentary .nd secondary ..:hocl construction bonds. Like the affordable houslng 
goals ;"'po.-d upon Fannie Mae and F",ddie M"" those could ba roviewed 4.,d 
modifi.ed over time, to ensure. the appropriate focus. 

In exci>anll" for Connie lA!e underlakint \his obligation. tho Fodera! government-would 
..groe to • axed subsidy of the busine .. (either of 1M entire company or of • spec;al 
GSE IUbs!diary). This subsidy initially could bo ",ad. by cOntributing the 
government's existiog $20 miUion equity, rather tha" .elllng it to • third porty'. 
Ther••lber, it coulel .take the lorm of au _nnud contribution of $100 million to the 

1 SUULtor Dodd :is. ftppol'tlU':'ofCol'lNC' l.$Q prlvat1zAl:iOQ iA put O«Q,'lttut the thtGe f\rt",ate bcrul 
~rsAU has&d in ColU\t(ttcut. 

""." ~ 
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~ fat f1",,}'1W'S, At current lavenge ra\los, $500 million could support lxmd 
Insurance for almost$30 bllIion in school cons1ru.ct!on bonds', 

• 	 Could provide credit lllIhaxIcemen! to marginal school district< for construction 
botIds. 

• 	 Could lever.gelimib>d Federal outlays, yetperm!llnsurance of $30 bllIion In ",:boo\ 
bonds. 

• 	 lIuJIds upon an existillg orga:nlzAtion that ha. both pubJi<: sponsor.hlp .nd pri''ate 
.ha:teholden, 

C011'S 

• 	 Sin<:. bond insurance generally reduoe. boUowing coots omy by .bout 5() basil, 
points" th!$ approach provid.oo only • limib>d amount of Gubsidy, 

• 	 Would """""" 01.\0 of the Ad,mlnis"'!lolI!.l.ikeIlestGS! privaliuti.n proposa,"­

• 	 Would :nequ:ire a sub$t.antial expansion of Connie Lee adivities to insure a laxge­
volwne of borrowing, 

• 	 Would pru:ttate opposttLon1rQ:&n priv4te bond insurance companies and thei:t 
" Congressionalsupporler< (e.g. Senator Dodd). 

• 	 May I", difficult to ensure that cost savings are passed UIrough to bond issuer•• 

--.- " .... u ...-I'Ir:; _ .. _. 
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. SuMMARY OF PRESIDENT CLlNTONiS SCHOOL CONSTRUCTION INITIATIVE 

July II, 1996 

PRESIDENT CLINTON PROI'OSES A NEW INITIATIVE TO HELP LOCAL COMMUNITIES 
AND STATES REBUILD THE NATION'S SCHOOLS. As America moves into the 21 sl century. our 
schools should too. If our schools are in no shape for the future, our students won't be either. The facts 
are clear: 

• 	 One-Third Of AU Schools - Set"\'ing 14 Million Students - Need Extensive Repair Or 
Replacement. According to a recent General Accounting Office report. about 60 pcrcenl or schools 
have at lens] one major building feature in disrepair, such as leaky roofs and crumbling wall:;. Over 50 
percent have at least one environmental problem. such as poor indoor air quality. ISOUfct: G<:tmaI A"oonting 
Office RQ<lrt: 'S.;l:ool facilil.Ki: Am<:ri,a'~ Schools RepM Differing Conditions," June 14, 1996) 

~ 	 Schools Do 1'0t Hav(' The Physkat Inrrastructure To Allow Our Students To Meet the Challenges 
of the 21st Ctlntury. Many schools do not have the physical infrastruclure to make th~ best use out of 
computers, printers, and other equipment, Almost half (46 percent) of the schools report inadequate 
electrical wiring for computers and communications technology. and over half (52 percent) of 
schools report six or more insufficient tethnology elements {such as fiber optics cabling. phone lines 
for modems, and wiring for computers}, ISo<Jrl,;c: GentJal Accounting Off~e, "S::mcl! faci!ltics: Arrn:rlca'$ Schools NOI 

Dmgnec III Equ'?p<::d lUI 11$1 Ce1Uury,~ April 4, 199$1 

Expected Enrollment Growth lmpnscs Additional Burdens. Many school districts also face the 
need to build new schools to accommodate enrollment growth, Public school enrollment in grades K­
12 is ex.pected to-rise 2(Y% between 1990 and 2004, ISou,": us Pqu;nm~\ ofC<1fmm:r(t:, Stalwir;al Aimrocr fIIrh.: 
Umted Sm~$. /99$, p lS'll 

KEY ELEMENTS OF PRESIDENT CLINTON'S NEW 
SCHOOL CONSTRUCTION INITIATIVE 

• Up to 50% Interest Subsidy for New School Construction and Renol'ation. The initiative will 
reduce interest costs on new school construction and renovation projects by up to 50%. with a 
sliding subsidy scale depending on need. 

• 520 Billion in School Constructiun Spurn:d by $5 Billion in Federal Jump-Start Funding Over 
4 Years. The interest reduction is equivalent to subsidizing $1 out of every $4 in construction and 
renovation spending, $5 billion in federal funding over 4 years ~. with most of the money 
administered by the States ~~ would support $20 billion in construction and renovation. One of the 
key criteria in distributing funds to projects will be the extent to which the spending is incremental 
- above what would have occurred without this initiative. 

• Goa) of 25°/0 Increase in School Construction Over 4 Years. National spending on school 
construction and renovation is currently about $10 billion a year or $40 billion over 4 years, By 
focusing on incremental or net additional construction projects, this initiative aims to ensure that at 
least half of the $20 billion supported by federal subsidies would not have otherwise. occurred, This 
would increase school construction by at least $10 biHion to a lotal of $50 billion over 4 years -­
increasing school construction by 25%, 

• One-Time Construction Initiative Fully Paid For By One-Time Spectrum Auction: A one-time 
auction of portions of the spectrum between channels 60-69 wit) fully fund this jump-start proposaL 

• State and Local Governments Maintain Responsibility Bnd COfltrot States would administer the 
bulk of Ihe subsidies, while the largest school districts would apply directly to the U.S. Department 
of Education. State participation would be voluntary. 

http:facilil.Ki
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BACKGROUND ON PRESIDENT CLINTON'S SCHOOL CONSTRUCTION INITIATIVE 

July II. 1996 

50% INTEREST SUBSIDY FOR NEW CONSTRUCTION AND RENOVATION: President 
Clinton's nc"v School Construction Initiative provides up to a 50% interest subsidy to school 
districts repairing existing K-12 schools or building new schools to replace old ones or to 

accommodate increased enrollments. Subsidies would be awarded according to several criteria, 
including need and evidence that the funding will support construction or renovation that would 
otherwise not have occurred. 

• 	 School construction is typically funded through tax~exempt bonds that currently carry 
interest rates of about 6~. The interest subsidy would be as large as 50% of the interest 
rale ~. reducing the interest rate from 6% to 3%. 

• 	 The interest subsidy would generally be 50%, but could be administered on a sl1ding~scale 
with th,~ communities most in need receiving the fun Sft!'A, interest subsidy and 
communities with less need receiving a smaller subsidy. 

S20 BILLION IN STATE A~D LOCAL SCHOOL CONSTRUCTION SPURRED BY 
$5 BILLION FEDERAL JUMP-START: 

.. 	 The Pr<:sident's plan provides. $5 biHion in federal subsidies over the next four years. 

, 	 The initiative would be a four-year, capped mandatory proposal that would be fully 
funded by auctioning a portion of the spectrum between channels 60~69. 

.. 	 Given Ihe subsidy rate. the range of subsidy rates, $5 billion should support $20 billion or 
more in school construction and renovation. Since the initiative is time-limited, school 
distrlcts would have an incentive to act within the 4-year window. 

GOAL OF 25% INCREASE I~ SCHOOL CONSTRUCTION OVER ]';EXT FOliR YEARS: 

.. 	 Currently, about $10 billion a year is spent on school construction each. year -- or roughly 
$40 billion over 4 years. 

.. 	 Wilh up to a 50% interest subsidy, $5 biHion in federal funding over 4 years should 
support a total of $20 billion in school construction. 

.. 	 An important selection criteria is that communities undertake additional projects. Our 
goal is to ensure that at least half of the $20 billion will be additional net construction and 
renovation. This $10 billion in additional spending wouid represent a 25% increase over 
the projected level of spending over 4 years ($40 billion). 

• 




STATE AND LOCAL GOVERNMENTS MAI:'<TAIN CONTROL AND RESPONSIBILITY: The 
President's initiative seeks to aid and strengthen the hand of local governments to build and rebuild their 
schools. But they must still take responsibility for their proposals and most of the cost 

• 	 The initiative win make it easier for state and local governments to do the right thing by cutting 
their interest costs in half 

• 	 States would administer the bulk of the credit subsidies to local communities. States would need 
to show that they have an overall plan 10 encourage net additional construction based on hismrical 
averages and past effort, and to take need into account. 

~ 	 The 100 largest school districts by poverty count. plus approximately 25 other school districts the 
Education Department determines have exceptional needs. would apply directly to the Department 
of Education for credit subsidies to ensure that major cities which bave the most signiricant needs 
and which m;tually implement a large share of all school construction receive appropriate 
treatment. 

ONE·TIME SCHOOL CONSTRUCTION INITIATIVE FULLY·PAID FOR BY ONE-TIME 
AUCTION OF PORTIONS OF THE SPECTRUM BETWEEN CHANNELS 60·69: The initiative is 
funy paid for through a new proposal to auction a portion of the spectrum between channels 60~69 that is 
not currently being used for TV broadcasting. This onewtime auction is expected to raise the $5 billion 
needed to fully pay for this school construction kick~start. 

~ 	 For several years the FCC has been studying the possibility of auctioning unused or underutiHzed 
portions of the broadcast spectrum in between existing TV stations. The FCC has now concluded 
that with, the development of digital wireless technology, the space around the TV stations can be 
auctioned and used without disturbing these broadcast stations. 

• 	 Therefore, this new proposal ~~ not contained in any previous Administration budget - would 
auction a portton of the spectrum around the TV stations using channels 60-69, This spectrum is 
not currenrly being used for TV broadcasting, and its quality and location make it very desirable 
for exciting new personal communication services applications. 

TECHNICAL ASSISTANCE PROVIDED TO HELP STATES AND LOCALITIES: Where there is 
a request for technical assistance, the Education Department or designated outside experts will be 
available to provide local and state goveinment officials and other interested parties with infonnation to 
assist them with school construction and renovation. 

• 	 States and localities will be provided with information and referrals relating to issues such as how 
to survey building needs) to accurately project enroUment, inno'\lltive fimmcing strategies. and 
effective preventive maintenance strategies. 

PURPOSES OF SUBSmlZED PROJECTS: The credit subsidy will be used to lower the cost of 
additional construction or renovation projects with one of the following purposes: 

I) Fix:ing or upgrading classrooms or structures related to academic learning, including fixing leaking 
roofs, crumbling walls, inadequate plumbing, poor ventilation, and heating Of' light problems 

2) Increasing physical safety at the school 
3) Enhancing atcess for student'), teachers. and other people with disabilities 
4) Improving energy efficiency 
5) Addrc!lsing environmental hazards, such as poor ventilation, indoor air quality, or lighting 
6) . Providing the basic: infrastructure that facilitates educational technology, such as 

commllnkations outlets. electrical systems, power outlets, or a communication closet 
7) Constructing ne\\' schools to meet the needs imposed by enrollment gro'h-'th~ and to create 

community schools and charter schools. 

(2) 



HOW TYPICAL COMMUNITIES WILL BENEFIT FROM 

PRESIDENT CLINTON'S SCHOOL CONSTRUCTION INITIATIVE 


TYI'ICAL PROIlLEMS: 

TYPICAL COSTS: 

TYPICAL OIlSTACLES: 

IMPACT OF 
PRESII)ENT CLIKTON'S 
SCHOOL CONSTRUCTION 
INITIATIVE 

TYPICAL PROIlLEMS: . 

TYPICAL COSTS: 

TYPICAL OIlSTACLES: 

IMPACT OF 
PRESII)ENT CLINTON'S 
SCHOOL CONSTRUCTION 
INITIATIVE 

CITY OF METROPOLIS 

Like cities across tbe nation, Metropolis has large school construction 
and renovation needs. Two of its schools need major renovations. 
including plumbing ahd new roofs. and an additional elementary school 
is needed to accommodate a rapidly growing school age population. 

The repairs and !\VO new schoo1 buildings are expected to cost $10 
million ($2 million each for the major renovations to the two existing 
schools, and $6 million for tlie new elementary school). 

Despite the clear need for the repairs and two new schools, the 
school board has been reluctant to propose issuing a bond when it 
could be rejected as too costly. As a result. only emergency repairs 
-- funded out of an operations account -- have been undertaken. 

Reduces Local Cost of S~bool Con!ltru~tjon. The President's 
proposal could cut interest payments in half, saving Metropolis 
$5 minion in interest costs over the life of their $10 million bond. 
This is equivalent to saving $2.9 million immediately -- savings: of 
29% off of face value. 

TOWN OF RURALTOWN 

The to"'ll of Ruraltov.n has three schools in need of m:uor 
renovations, to improve indoor air quality. ventilation, and roofs, 

The repairs of the 3 school buildings are expected ·to cost $5 million. 

Ruraltown faces difficult challenges in renovating its schools. Its tax 
base is 100 small to pay for the necessary renovations., and bond 
financing is 100 expensive. 

Reduces Local Cost of School Construction. The President's 
proposal could cut the interest rate paid by Ruralto'W11 in half. This 
would save Ruraltown more than $1.7 million in interest costs over 
the life of their $5 million bond. This is equivalent to saving $1.2 
million immediately -- savings of 23% off of face value. 

!SEE ATTACHED TABLES FOR SPECIFIC SAYINGS UNDER PRESIDENT CLINTON'S INITIATIVE! 
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THE CASE OF THE CITY OF METROPOLIS 

Clinton Initiative Saves City 19% of Construction Cost 


COST OF CONSTRUCTION $]0 million ($2 million each for the major renovations to 
AND RENOVATION: the two existing schools, and $6 million for the new 

elementary school), 

FINANCING: 	 Financed with 30-year bond with interest rate of 6%, 
Principal repayments begin after second year . 

. 
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ceRRENT CLINTON: 	 SAVINGSr""T
LAW INITIATIVE' 

i INTEREST ! 6% 3% 3% 
: RATE ,, I , 

I AVERAGE , 
,, , 

! ANNUAL $330,000 I,, , S165,000 $]65.000 :, 
, INTEREST 
, PAYMENT 

, 
: 

, 

TOTAL I, , 
ANNUAL 
INTEREST 
PAYMENTS 

$9.9 million $4,95 million 
, 
, 
I, , 

$4,95 million : 

OVER 30 . 
YEARS I 

,, SAVINGS AS A PERCENTAGE 
OF FACE VALUE I 

! 
• Face Value of Scbool 
I Construction ,, , 

I
: Present Value of Inleresl 
, Subsidy Under Clinton , 
! Initiative , 

I 
: Clinton Initiative Savings 
I as a Percentage of 
! Face Value 

. 

I, , , 
$10 million · •• 

. 

$2.9 million 

29% : 
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CASE OF THE TOWN OF RURALTOWN 
Clinton Initiative Saves City 23% 	ofRenovation Cost 

" COST OF CONSTRUCTION 	 $5 million (1.7 'million each for the major 
renovations to 

il AND RENOVATION: 	 the three existing schools). 

FINANCING: 	 Financed with 20 ..year bond with interest rate of 6%, 

Principal repayments begin after second year, 
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ISAVINGSCURRENT ., CLINTON,, 

,II LAW INITIATIVE I 

,I INTEREST 6% 3%3% 
I RATE 
, 

I, AVERAGE , I , 
$172,500 $86,250 I , 	 $86,250ANNUAL i, 

,INTEREST 
I ,PAYMEl'I'T I 
,,

TOTAL i ,ANNUAL 
, 
" INTEREST 53.45 million $1.73 million I $1.73 	million 
, PAYMENTS ,II ,
" OVER 30 ,, 	 , ,YEARS IIi 
" 

, 

SAVINGS AS A PERCENTAGE Ii 

OF FACE VALUE' I 

, 	 , 

, 
,,Face Value of School , $5 million 

Renovation , 

Present Value of Interest $1.2 million 
,, 

Subsidy Under Clinton 

,, 
Initiative 

,, 
, 

I, 
Clinton Initiative Savings 
as a Percentage of 23% 

Ii, 
Face Value 

il 



PAYING FOR PRESIDENT CLINTON'S SCHOOL COl'iSTRUCTION INITIATIVE 
Spectrum Auctions 

Overview: President CHnton's School Construction Initiative is completely paid for through a new 
proposal to auction a portion of spectrum between channels 60~69 that is not currently being used for TV 
broadcasting. This one-time auction is expected to ralse the $5 billion need to completely pay for this 
one-time kick-start of school construction. The school construction funded with the proceeds of (his 
spectrum auction will help prepare our children and schools for the Information Era. 

Background on Spectrum Auctions: The Omnibus Reconciliation Act of 1993 gave the Federal 
Communications Commission (FCC) authority to auction spectrum licenses, instea,d of giving 'them away, 
The subsequent auctions have been very successful. efficiently allocating a scarce resource and raising 
$20 billion to date -- more than either the Administration or the Congressional Budget Office projected. 
The auctions have made quality portions of the spectrum available to private technological entrepreneurs, 
stimulating the development of new uses of the spectrum, such as personal communications services (e,g., 
two-way paging, digital cellular phones, and wireless connections to the Internet), which were not even 
imagined a few decades ago, 

Spectrum Auctions Already in The President's FV 1997 Balanced Budget: The President's budget 

inciudes further auctions of broadcast and non-broadcast spectrum that the FCC will free~up in order to 

get more spectrum into the hands of the private-sector firms that can use it most effectively, The 

following spectrum auctions are already contained in the President's FY97 balanced budget: 


1. 	 Broaden and Extend Auctions of Non-Broadcast Spectrum: This proposal was also included in 
tbe Republican reconciliation bills and is expected to raise $J9 billion. 

2. 	 Auction of l< Analog" Spectrum: This proposal auctions the unneeded analog spectrum the FCC 
will reclaim atler broadcasters have migrated to a new digital channel. and is expected to raise $J 7 
billion through an auction of the analog and if necessary also a digital spectrum fee, 

3. 	 Auction of "888" Toll-Free Numbers: This proposal authorizes the FCC to award through an 
auction a new generation of toU-free "888" vanity telephone numbers, raising $700 million. 

4. 	 Auction of DARS Spectrum To Help Pay for 51.soo HOPE Scholarships: This auctions a 
portion of the spectrum previously allocated for digital audio radio services (OARS), but wbich is 
unsuitable for DARS because of interference problems, raising $2.1 billion. 

New Proposal: Auction a Portion of Spectrum lletween Channel, 60-69 Which Will Fully Pay for 
the New School Construction Initiative. The President's School Construction Initiative is fully paid for 

,by a new proposal -- not contained in any previous Administration budgct ~~ to auction an additional 
portion of the spectrum. For several years the FCC has. been studying the possibility of auctioning 
unused or underutilized portions of the spectrum located between existing TV stations. The FCC has now 
concluded that with the development of digital wireless technology, the space around TV stations can be 
auctioned and used without affecting these broadcast stations, Therefore. this new proposal would auction 
portions of the spectrum between channels 60-69 that are not being used for TV broadcasting. This 
portion of the spectrum was allocated free~of-charge to UHF television, but there are fewer than 100 
stations across the United States using it, leaving a significant and valuable portion of spectrum between 
the stations that c(1uld be used for other wireless technologies. This new proposal would reallocate and 
auction these underutiHz.ed portions of the spectrum without disrupting the current broadcast stations. 
These portions of the spectrum could be used for exciting new pes applications, such as mobile video, 
imaging, and other advanced voice and data services,' 
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School Conditions By State 


Share l'f Schools 
WiLh Al Leasl On.: 

Building In Need of 
.£Ktensjvtl Repair 

NATION 33% 

AI"'''';;ma J9.1% 
Alaska 44.6 
Ari/MII 40"! 
An:at\Silii 24.9 
Cahfomiil 41.9 
CQloraoo 322 
Conneclicut 3{),Q 

De!aware 405 
Hislrict of Coll!mbia 493 
Florida 31.2 
Geurgia 26:2 
Hawaii 2l.4 
Idaho 3,:9 
lJl:mm 3:,1) 
IndWlII 29.2 
Iowa 18.8 
Kansas ".3 
Kentucky 3(},9 
Louisiana JIU:' 
Maine 37J 
MatylilM 30.7 
Mas,a~husl:tts 40.& 
Michigan 21.6 
Mirmesot~ 38.5 
MiS.'lillllippi 28.5 
Misso\lTi 27.3 
Montana 2()A 

Nebruka 35.2 
Nevada 23.2 
New Hlimpshire )8.4 
Newkrsey 191 
NowMcxlro 29.9 
New Y()rk 32.8 
North Carolina 36.1 
North Dakota 23.0 
Ohio 38.0 
Oklahoma 30.5 
Oregon 38,9 
Pennsylvanil 21.0 
Rhude J.sLmd 29,) 
South carolina 36.9 
South DU()!a 21.3 
l;;.rmtsstt 27.2 
Texas 27-1 
ulah 34.1 
Vermtl'nt 21.4 
Viremia 27.4 
Washington 44.2 
West Virginia 41.9 
Wi~comin 32.13 
Wyoming 24.4 

Share of Schools 

Wilh At Lca;;t 


One Ur.5ati;,iac:ory 

Environmental 


-'&n.d.i1~ 

58% 

51.7% 
72.5 
5U 
5L5 
77.0 
53.2 
W.G 
~2.8 

68,) 

71.6 
39.5 
65.6 
53.2 
S71; 
5!H} 
51A 
670 
5J,(} 

565 
590 
633· 
7U 
56.6 

"1 
49,\ 
51.2 
55.1 
555 
39.5 
10J, 
46J 
63.1 
6(;-.4 
58.7 
54.9 
68,0 
S3.4 
73.8 
483 
61.1 
46.5 
40.5 
52,4 
49.5 
58.2 
51.3 
48.i 
65.5 
71.8 
50.5 
54J! 

Share of Schools: 

Tha: Need T(I Spend 


Over The National Average 

To Bring Their Facilities 


lniILCiQ-'2d Condit jon 


21% 

2(t9% 
426 
297 
8l 
25' 
202 
291 
3L7 
488 
33-8 
146 
181 
113 
28 :2 
31iJ 
12A:' 
112 
26.1 
23.6 
IU 
341 
184 
88 
19.3 
72 
13.7 
6 .• 
18A 
13.1 
15.4 

16-"1 
2S.8 

'86 
16.6 
6.7 

22.8

'4 

16.9 

" 2l,2 
9.9 

2&,,)., 

12.5 
1.5,8 
19.8 

CD 
28.9 
42.3 
18.1 
13.2 
B.l 

Share of Schools 

That Lack T e1CI}hone 


L.i.Ms..Eor Modems 


56% 

554% 
53.15 
SIU 
S6A 
6l:1J 
56JI 
5L9 
82,9 
5V 
6U 
530 
79.5 
51tS 
6,. 
SHI 
4" 
44.4 

55,1 
65.~ 

63.8 
66.7 
66.9­
58.1 
41.0 
55.8 
59.1 
31.5 
45.7 
26.2 
58.6 
:B.5 
58.5 
55.3 
62.6 
36.5 
70.5 
57.1 
6S.l 

44<' 
5:U 
50.3 
35.4 
6:H, 
38A 
7L0 
61A 
52.9 
6Ll 
$1.5 
46.4 
33,8 
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SUMMARY OF FINDINGS OF RECENT STUDIES 

ON THE SCHOOL INFRASTRUCTURE PROBLEM 


I. GAO REPORTS 


The General Accounting Office has released a series of reports on the condition of public 
school facilities, including a most recent report released on June 14, 1996, summarizing key 
findings and outlining the disparity between states, I The GAO studies have some limitations -­
they are based on self~reported information from a sample of local school officials -- but they 
provide the best data currently available on the problem. 

Scope 	of Ihe Problem 

• 	 $112 Billion Needed To Bring All Schools Into Good Overall Condition. Based on its 
sample, GAO estimates that $112 billion is needed to bring all schools in the Nation to 
good overall condition (meaning that only routine maintenance and minor repairs would 
be required). 

• 	 One-Third Of All Schools Need Exten,ive Repair Or Replacement. GAO estimates 
that about one·third of all schools, serving 14 million students, need extensive repair or 
replacement. 

.. About 60 percent of schools have at least one major building feature, sllch as 
plumbing, in disrepair~ 

.. Over half the schools reported at least one unsatisfactory environmental condition, 
such as poor ventilation, heating, or lighting problems; 

• 	 Almost .half (46 percent) of. tbe schools reponed inadequate electrical wiring for 
computers and communications technology, and 

• 	 Over half (56 percent) reponed insufficient phone lines for modems. 

SIQle and Regional Variation 

.. 	 There Are School Infrastructure Problems Across The Country. Schools In almost all 
areas of the country report physical infrastructure problems, with somewhat more severe 
conditions in central cities, in the West, and in schools with high proportions of minority 
and poor students, 

.. 	 In central cities, 38 percent of schools reported needing extensive repair or 
replacement, relative to 29 percent in large towns, 

65 percent of central city schools reported at least one unsatisfactory 

1 General Accounting Office, "Sc1l001 Facilities: Conditions of America's Schools," February 1995; 
"Technologr: America's Schools Not Designed Or Equipped for 21st Century," April 1995; "School 
Facilities: States' Financial and Technical Suppon Varies," November 1995; "School Facilities: America's 
Scbools Rcpon Diffcring Conditions," June 1996; and "School Fa.::m{ies: Profiles of School Condition by 
State." June 1996. 
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.. 	 The West generally had more severe conditions. For example. only 22 percent of 
schools in Michigan reported needing extensive repair or replacement, relative to 43 
percent-of schools in California. . 

18 percent of schools in Georgia reponed inadequate plumbing; 40 percent in 
Arizona did. 

At least 70 percent of the schools in 'Alaska, California, Florida, Massachusetts, 
;.Jew Hampshire, Oregon, and West Virgi~ia reported at least one unsatisfactory 
environmental condition. 

"" 	 Over 40 percent of schools in which minority srudents represent more than balf the 
student body reported needing extensive repair or replacement, relative to 29 percent for 
schools with less than 5.5 percent minority enrollment 

70 percent of schools with large minority student bodies reported at least one 
unsatisfactory environmental condition, relative to 54 percent for schools with 
minimal minority enrollment, 

Readiness of Facilities for Technology and Olher Reforms 

" 	 Schools Do Not Rave The Physical Infrastructure To Take Ad"antage Of Computers And 
Technology. Many schools do tend not have the physica1 infrastructure to make optimum use 
of computers, printers, TVS. and other equipment. 

~ 	 Over half (52 percent) of schools reported six or more insufficient technology elements 
(such as fiber optics cabling, phone lines for modems, and electrical wiring for 
computers). 

II> 	 In central cities, over 60 percent of schools repon insufficient networks, moderns, phone 
lines, conduits and fiber optic cables. Over half reported insufficient electrical wiring for 
computer technology. 

raetors COllfribuling /0 Poor Conditions 

• 	 Defer~d Maintenance Cited As Reason For Poor School Conditions. While numerous 
factors contributed to the poor condition of school facilities, many of the GAO survey 
respondents stressed the role of deferred maintenance. 

"" 	 This fact is supported by a recent Department of Education study of school 
spending, which indicated that school districts in central cities spend a greater 
ponion of their budgets on instruction and less on buildings and equipment than 
other schools. rOi1plritiu in f'ublk Si:hoXll Di$tri~( 5pcndins 198'}-9!1. NeBS 95·300. February 199!<J 

• 	 Other (:auses For Poor Conditions Are Possible. The concentration of facilitles 
problem!. in the West and in poor areas suggests that other factors may be at work as well, 
such as structural problems itl financing mechanisms~ constraints on taxes; or competition 
with other community priorities. 
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Variatioll in Slare Support 

• 	 Almost All States Have Some Role In School Construction and Main1enance. While 
school construction and maintenance have traditionally been a local responsibility. almost 
all States now have some role, and 13 States have established comprehensive facilities 
programs. 

.. 	 States reported providing about $3,5 billion for school capital spending during 
fiscal year 1994 W~ about a fifth of total school capital spending (including 
construction and purchases of land and equipment). However, the level of support 
varies widely by State, from $6 per student to more tha.o $2,000 per sttldent 

n. OHlER REPORTS CONFIRNI GAO FII'DINGS 

• 	 Recent Study Finds 74 Percen1 Of AU School Buildings Have Outlived Their 
Predicted Useful Lives, A fev.· years ago, the American Association of School 
Admmistrators released a study ~~ Schoolhouse in the Red: A Guide for CUlling our 
Losses. The study reported that 12 percent of all school buildings were "inadequate 
places fur learning" and that 74 percent of all buildings bad "outlived their predicted 
useful life." The report also cited a 1991 School Business Affairs article which estimated 
thaI deferred maintenance exceeded $100 billion, 

1989 Study Found That 25 Percent Of The Nation's Schools Were Inadequate. A 
1989 report ~~ Wolves at the Schoolhouse Door u by the Education Writers Association 
based on a survey covering half of the nation's schools, found that 2S percent of the 
Nation's schools were shoddy places for learning. 

rn. CURRENT o;0NSTRUCTION A!;TIVITY 

• 	 Total School Capital Spending - on Construction, Renovation. Land, and Equipment 
-- Was $20 billion in 1994. About half of this was for cons.~ruction and renovation. 

• 	 Spending on Construction and Renovation was $10 Billion in 1995. A.ccording to 
.)choo/ COlJsfniction Report, school districts completed $10.3 billion worth of construction 
in 1995. This fihTUre is based on a survey of current construction activity conducted by 
School Planning and Management magazine and Dun and Bradstreet [School COllSlnlctiofl 
on Ihf.!Ri,n:, Paul Abramson, CEFPI). 

• 	 More Than Half Of Construction Spending Is For Renovating Or Upgrading -- The 
Rest Is For New Schools. Just over half of construction spending is for renovating or 
upgrading existing buildings, rather than building new structures. In 1995, $5,3 billion 
was spent on additions and upgrades, while $5"0 billion was spent on new schools. 
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PRIMER ON FINANCING SCHOOL 

CONSTRUCTION AND RENOVATION 


\Vh;lt do schools spend money on? 

Capital spending on new buildings and renovation, equipment. and land accounts for about 
one tenth of annual public elementary and secondary school spending, in 1994, $20 billion 
was spent on public school capital projects, $6 biHion on interest payments, and $235 
billion on current expenses. such as teachers' salaries and administrative costs. Roughly 
hatf of total capital spending -~ or about $10 billion ~~ is for construction and renovation of 
buildings, rather than pun::hases of equipment and land, {SOUfce: SlalfS/ICQ! .fcslr",' of the U.S I4liS. pp 

161 8: 167J 

How do schools finance construction and renovation? 

School districts typically finance their current spending with a mix of local, state and 
federal funds. and finance their capital spending with tax-exempt bond issues. In most 
districts, bond issues must be approved through a referendum -~ and sometimes a 
supermajority is required to pass the referendum. Bonds for school construction typically 
have 30-year maturities. Bonds issued for other schooI- capital expenses., such as major 
renovations, often have 20~year maturities. 

Some school districts finance capital expenses out of operating funds rather than bond 
issuance. But a recent ~partrnent of Education report documents that in districts with low 
property assessments and large school-age populations. most operating funds must go 
toward meeting minimum requirements for instructional expenditures per pupil, leaving less 
for phySical plant. And even in some districts with relatively high property assessments, 
funds for school construction may be limited. 

\Vhat is tbt role of state governments? 

While finandng school -construction and renovation is predominately a local function, 
states provide roughly onc~fifth of annual spending on local capital expenses. including land 
and equipment purchases, Most states play some role in financing school construction. 
although the extent of that role varies widely across states. These states often provide 
funds for local capital expenses through the sale of state bonds. in other states, funding is 
channelled through counties Or townships, cities or towns, or special purpose local school 
districts. 

What is the role of the federal government? 

The Federal government currently provides a tax--exemption for local and state bonds *~ 
reducing tht! interest rate on those bonds by roughly a third. The Federal government offers 
limited additional assistance for school construction and renovation, for example through 
the Impact Aid program which provides assistance to areas with military installations and 
Indian reservations. 
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How docs tax-e;l.cmpt status reduce interest costs? 

The tax-exempt status of bonds ~~ often referred to as municipal bonds -~ reduces interest 
costs for 10(;al and state governments. since investors care about after~lax returns and are 
therefore willing to accept a lower interest rate on a tax-exempt bond than on a ·taxable 
bond, For a taxpayer in the 28 percent tax bracket, a taxable bond paying 8 percent has an 
after~tax interest rate of 5.8 percent. Such an investor would thus prefer a tax-exempt bond 
with a interest rate of 5.9 percent (with a 5.9 percent after-tax interest rate} to a taxable 
bond with a interest rate of 8 percent (with a 5.8 percent after-tax return). If interest rates 
on comparable taxable bonds arc 8 percent, a tax~exernpt municipal bond can therefore be 
issued \\;th a interest rate just over 5.8 percent. The current interest rate on a 30~year tax~ 
ex.empt bond is roughly 6 percent, well under the current 30-year Treasury interest rate. 

What is the average size of an education bond issue? 

The average amount of the most recently passed bond Issue in the school districts surveyed 
by the GAO was S7 minion. Of this $7 million j 54 percent was spent on school 
(;onstruction; 38 percent for repairing and modernizing schools; 5 percent for computers and 
telecommunications equipment; and 3 percent for meeting Federal mandates. ISource: GAO, 
~5::hoo1 Facilities' C(!ndi\ion (If Am~rjca'~ Scl!ooh," Fcbruary 1995. p. IS] 

Special problems faced by small districts.. 

Small school districts face special prohlems in bond financing. First, their low tax hases 
often make it difficult to pay financing costs. Second, their bond issues are relatively small 
and unfarni liar to investors. making them less attractive, State bond banks can help these 
entities by pooling their needs and issuing a single state bond. Many states, such as 
Arkansas and Indiana, nave programs that fulfill this role. 

How much ~oes it cost to build or ('IX a school? 

According to the GAO, the average school in America reported needing $2 miHion to repair 
and upgrade to good overall condition. The average new elementary school costs about $6 
million to construct, and the average secondary school costs about $15 mimon. [Saur«; 
GAO, ~S'ho(ll Facilities; Amcril;1l'S 5,,11001$ kcpm1 DIffering Conditions," June 19%, pp.l Ii 12,1 

• 
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SCHOOL CONSTRUCTION AND TECHNOLOGY: 

Preparing OUT Schools for tbe Information Era 


PRESIDENT CLINTON'S NEW SCHOOL CONSTRUCTION 1r;ITlATIVE WILL HELP 
CONNECT ALL CLASSROOMS TO THE INFORMATION HIGHWAY: Technological 
literacy is a "new basic" of American education and the Internet is the blackboard of the future. 
Yet thousands of schools find it difficult to provide the powerful learning opportunities afforded 
by technology because they lack the basic electrical wiring and phone lines necessary to plug in 
computers and connect them to the Internet As we repair and replace dilapidated and unsafe 
schools, we must ensure that they are "2151 century schools," This means wires, electrical 
capacity, electrical outlets, and cable and telephone lines that wiU allow students to take full 
advantage of the learning opportut)ities that technology ofrers, 

The School Construction Initiative will support the President's vision of connecting all 
classrooms to the information superhighway by the year 2000 by helping those schools with the 
worst conditions efficiently upgrade their technology infrastructure as they repair other problems. 
such as leaky mofs, plumbing, wiring, or heating and air conditioning. 

EVEN SCHOOLS WITH POOR INFRASTRUCTURE CAN MAKE SOME PROGRESS 
IN ADOPTING EDUCATION TECHNOLOGY. 

• 	 New wireless solutions, for example; will help schools with inadequate infrastructure take 
advantage of educational technology immediately. 

BUT THE BASIC INFRASTRUCTURE OF OUR SCHOOLS REMAINS A MAJOR 
BARRIER TO BROADER USE OF EDUCATIONAL TECHNOLOGY IN THE 
CLASSROOM: 

54% of schools report that too few telecommunications access points are a major barrier 

to networking their computers and accessing the Internet; even the majority of the schools· 

that alre~tdy have Internet access report that an insufficiency of telecommunicatlons access 

points is a major barrier to upgrading or maximizing the use of their computers. 

(Advanced Telecommunications and U.S. Public Elementary and Secondary Schools, 

1995, National Center for Education Statistics) 


• 	 46% of :;choals (35.700 schools serving J9.3 million students) lack the electrical wiring 
necessary for computers and telecommunications technology. (GAO, School Facilities: 
Amcrica's Schools Not Designed or Equipped'for 21st Century) 

55.5% of schools (42,700 schools serving 22.5 million students) lack phone lines for 
moderns necessary to connect to the Internet. (GAO) 

In central cities, over 60% of schools report insufficient networks., modems, phone lines, 
conduits, and fiber optic cables; over S(VI/!\ report insufficient electrical wiring for 
computer technology. (GAO) 
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THE SCHOOL CONSTRUCTION INITIATIVE SUPPORTS A BROADER 
ADMINISTRATION STRATEGY ON EDUCATIONAL TECHNOLOGY 

The President has launched a national mission to make all children technologically literate 
by the dav.'I1 of the 21st century. His initiative rests on four "pillars" drat will: provide 
all teachers the training and support they need to help students learn using computers and 
the information superhighway; develop effective and. engaging software and on-line 
resources; provide access to modern computers for all tcachers and students; and connect 
every school and classroom to the information superhighway. 

To help slates and communities build all four pillars. the President has proposed the 
creation of a $2 billion, five year, Technology Literacy Challenge Fund to catalyze and 
leverage state, local and private sector efforts. 

To help connect more classrooms to the Internet, the President has fostered an historic 
effort by volunteers to wire schools. During California's Net Dayan March 9, 1996. 
more than 20,000 volunteers installed and tested 6 million feet of wire to connect 
classrooms in thousands of schools to the Internet. Since California's successful 
"electronic barnraising," over 30 states have embarked on their 0\Vll efforts. 
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TIlE WHITE HOUSE 

Office of the Press Secretary 

tor Immediate Release July ll, 1996 

PRESS BRIEFING 

BY NATIONAL ECONOMIC ADVISOR, DR. LAURA TYSON AND 


DEPUTY ASSISTANT TO THE PRESIDENT FOR ECONOMIC POLICY GENE SPERLING 


The Briefing Hoom 

12:50 P.M. EDT 

MR. MCCURRY: Good afternoon. Welcome to the White 
House. Tn a very short while, as Y9u know, the President will unveil 
a school constl:uction initiative that is a very exciting proposal 
that we're putting forward. You all know that the President has been , 
working almost constantly to do things to improve the quality of 
educution and the environment for education in America's public 
schools. You've heard him t<llk about issues ranging from school 
uniforms to truancy to curfews to getting gangs out of our schools to 
making sure that our schools are weapons free. But a lot of that 
won't matte): much unless the physical infrastructure of the school 
campus is conducive to a learning, environment. 

The President, partly in response to a recent General 

Accounting ()f£icl~ report th21t documented the need for further 

inv0stment :.n scllool construction, today will put forth an initiative 

that is quite exciting. cIt is the result of a lot o[ hard work by 

the Nationai Economic Council. And I'm delighted that various 

members of the administration are here, but chief and foremost, the 

President's National Economic Advisor, Dr. Laura Tyson, who will tell 

you about the proposal, how it works. 1 think you've had a cholDce 

now to .1.ook throuqll some at: the materials we've made available, but 

Dr. Tyson 'ilill be happy to take questions and walk you through the 

proposal the President will make shortly. 


Laura. Thank you. 

OH. TYSON: Thank you. Well, as you all know, expcmding 

and i1llproving lifetime educational opportunities for all Americans 

are key components of the President's economic growth strategy. 

Today he is going to announce yet another instrument in his campaign 

to provide world-class educational opportunities for all Americans. 


This is an initiCltive that focuses on the rebuilding and 

improvement of the nation'S K through 12 public schools. As Mike 

ment ioned, there's compelling evidence of the need [or such an 

initiative. We have recent GAO studies indicating that a third -- a 

third -- of the nation's schools, serving 14 million students, are in 

need of extensive repair or replacement to provide good conditio~s 


for .l.earnin;J. 


We have evidence that about half of the nation's public 

schools do not have the adequate fiscal infrastructure to support the 

use of computer technology -- technology which has been demonstrated 

to aid in the learning efficacy of the classroom. And we have 


http://www.pub.whitehouse.gov/uri-rcsIl2R?um:pdi:l/ama.cap.gov.us/1996/7II 1/3 .text.1 1IS/200 1 
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ev:.dence that many parts 0: the :let=-o:) are in neej );li;-.ply 0::' 
ackiiti;)r:&~ clil.ss~oo!fl 'space be::::i;ll:Se ~Ie :--Iave B projected e:lrolleer.t 
i,:::rec,,8 :lati::r.wic.e of 11 pe:'ce:r.t ;;e:~'Jeen r.ow «:"lei 20:J5. 

Now, to help address these press~r.9 needs, the 
P~esident's announcing a $5-billion program. The program will reduce 
the intarast costs of r:ew sc::'ool construction a:1d renovation pro:plI:cts 
by up to 50 percent. The program w1.11 span h four-year period, and 
it nes f18veral fetitures. 

First of all, you have to stnLt with ~he information 
that school construction is typicelly funded thrQugh tax-exempt bonds 
that currently carry interest rates of about six percent. The new 
~nitiative would provide an interest subsidy of as much as 50 
percent:. That would meOlr., Eor example. ins(>~ad of po'ying an interest 
rate of six ps!:ce:,t, ::n i"terest rate would be e:::::ect:ive~y ;:ed:.tced co 
tr,ree percent ever ::he ~ife of the project. Aria we would propose a 
sliding scale so that co~unities most in need would be elig~ble for 
the full 50 percent interest rate subsidy, while communicies with a 
smalle:, nee~ or less needy ..:ould get somewhat s:naller subsidies. So 
th",t'S tt'.e fil:st general featClre 0: the ;::;rogram. 

SeCO:lc.ly and i::-.po:'tnr.tly, lo;:;:nl dist.::icts would con:::inue 
::0 take resp0:1s.lbil.lty for cevelopbg the projects ar.d for providing 
most of the ~inancing for the projects, To be eligible for this 
support, in other words, i:he local community would have to raise the 
l~uH: of the financing. Federal sup:oort should make it easier for 
state and ::.ocal gcver:nme;:ts to do the 1:i9h:: thing becnuse we would be 
hel?:.r.g ~o c·..:t :::1e cost of tf'.c of t!:1C p~~o:; Gct, So. t.:~I':'S 

should be understood ilS a partnership -- one of shared responsibility 
between the state, federal and local governments, 

A third characteristic of the progI'i):l1l is that the bulk 
of the credic. subsidies would be allocated and administered by the 
states ,JIHong the local cQrmTIunities, The stat-es would fl;;IVe to have 
plans to ensure thut funding ill allocated by the relevant state 
authori~ies accord.:..r.g -::0 ::'1eed -- need is certa:.r.ly an i~por-:::a:1t item 
here -- a!)o also according to evidence that the interest rate subsidy 
is being used to support construction tl1at otherwise would not have 
occurred. rha-:= we're trying to do here is fashion a progra:n to 
e:1c.:ot.:;:-age 2lddi::ional incre::Hmtal f'Jnding or :;::cojeC':5 that -"'o'.)ld 
ol:hen.=-sc not hav:.; o,;;cur;:eci wicho'J.t ::1'::0 subsidy. Ar.d so, port 0:: '::t:e 
c;:-i:.e;:-i<l :Jere .d.l: :':ocus Crt t:'1a:: i:):::rem(m"~al nat;~:::e of ::he project. 

A fourth characteristic is that the subsidies that would 
be made available could be used for a wide range of projects -­
renova::ion, repair, construction of new facilities, fixing 
classrooms; for {):xample, f.txing wi r:::.-rg , adding wiri:1g, irnprvving 
ener.gy efficiency, improving access for sCl.lci(:r'lts and others wi~h 
disabilities -- so thilC we would leave the project specification 
fairly broad to incorporate essentially the best information from the 
state and local 90vernments about what is the most effective thing to 
do and the most press1nq need to address. 

Fina,Ll y, 21 though Ih05 t of thll! support wou ld be 
administered by th,:; states, the 100 largest school districts by 
poverty, and perhaps as J'IL;"Iny as 25 or so addit.lonal large school 
dis~ricts. determined by the federal government to have special 
needs, would apply diH'tctly to the Department of Education for their 
c:'edit subsidy. 'i'le believe that this approach will enSure tha~ these 
lan;e oistrict.<;;, pa;:c1.c::llarly needy districts, particula:-ly ex,:rene 
ki!l~!.3 0:: needs, w.:ll rece.:ve a~!eq:'.Jate ?t:.:e:)t~or:: and appropci2te 
t::-eatrr.er.t 1:-, ct-.e process of ;:;::"ccat.lng thu funds, 
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Now, just two additional points. Like all of the 
President's educational initiatives, this initiative is fully paid 
for and is fully consistent with balancing the budget by 2002. The 
$5 billion in federal funding over four years will be paid for by 
auctioning a portion of the broadcast spectrum between channels 60 
and 69 that is not currently is use for TV broadcasting. 

What's happened here is the technology keeps improving; 
the new digital technology has ess'entially freed up some new space on 
the broadcast spectrum, and that means the space can be used without 
disturbing the.TV broadcasting that's already going on. 

I wcmt to emphasize -- and the documentation for this 
initiative makes clear -- that this is new funding from the spectrum. 
It is in dddition to other spectrum proposals in our budget. So 
there's no double-counting here. This is new area on the spectrum 
that h<ls been found, and it can be auctioned off for this price of $5 
b,i.llion. So it is fully consistent with the budget. 

E'inally, let !lie just say what we anticipate in terms of 
the mngnitud8 of effect from a program of $5 billion of federal 
support over a four-year period. Think of this as essentially the 
government is (Ioing something to reduce for some period of time the 
costs to the local community of trying to finance repair, renovation 
and construction. And we anticipate that every dollar that the 
federal government puts in will subsidize about $4 billion of 
construction and renovation. In other words, the $5 billion that the 
federal government is going to put in should support $20 billion in 
construction and renovation around the country. 

Now, one of the key criteria in allocating these 
subsidies will be what I mentioned before -- that the proposed 
activity is an incremental activity -- a construction project, a 
financing project that otherwise would not have been undertaken. We 
spent a lot of time on this and concluded that of that $20 billion 
that's supported by the $5 billion the federal government puts in, at 
least $10 billion of the $20 billion, with the criteria we're using 
we would anticipate would be incremental. What that boils down to is 
essentially we believe the $5 billion put in by the federal 
government will mean a 25-percent increase over the four years in 
projected spenciing on school repair, school renovation and school 
construction. 

Finally, that estimate may actually be an underestimate. 
As I said, that's our sort of minimal estimate for the additional 
construction we would hope to obtain. There is an important bully 
pulpit aspect to this initiative. We believe that by calling federal 
attention to what is, after all, a program that -- a need which is 
national in scope, but a third of your schools are in need of repair 
and renovation, or 50 percent are in need of wiring for computer 
technology, you're not talking about just a local problem, you're 
talking about a national problem. By having the federal government 
involved in support and having the President involved in talking 
about this need with the nation, we believe we can really stimulate 
additional spending that will help provide educational opportunities 
for all Americans into the 21st century. 

So let me stop with that as an introduction. There is 
some very good documentation that has been provided. I want to ask 
Gene Sperling to come up here. There are some others here that have 
worked on this, and I just want to introduce them so you know who's 
here: Joe (Vlinarik, who is Associate Director for Economic ['olicy. 
Office OL Managem8nt and Budget has worked hard on this. Mike Smith, 
the Under SE:cretary fOl' Education at the Department of Education. 
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Josh Gotbau~, the Assistant secretary for Economic Policy <'It the 
Depar':ment of the Treasury. And Mozelle Thompson, the Deputy 
Assistant Secretary for Domestic finance of the Department of the 
Treasury. 

{Ie have tnd a very good grot<p work lang and hard on this 
proposal, 2nd I thinx we ca~ adequately answer a~l of your questions, 
So why don't \",e open it up t::: q;}es-cions, 2nd l' II have Gene come up 
and ether expe;:7.~. 

Q Do you think yo',,]' re gc:'.r:£ to be nbl-e to rai:se even 
more money by selling more spi'lce on the sp-e:;trUF'.? T me('l.!1 f is thl sit 
for now, and how much more is out ,;:;,e::e? 

DR. TYSON; Well, let me say a couple of things about 
this. Number one, as J think you know, so far the lJuctioning t:'at we 
have done on the spectrum has raised considerably more than we had 
prc-jected ourselves" Secondly, te::hnology is chansing rapidly. 
Wha~ we are propos~ng here tocay is new pre~~sely becacse the 
technoloqy has only recently; and ql,Jite recently, made th:..s space 
ava~L;b~e. So \-.le do what we can in the context: of what tGch:1::1ogy 
do~s <,l'for:l us. 

Q Gut this is the limit righc now, technological' 

DR. ':'YSON; It: is my understanding chat this is ~he 
lir'lit r1gh::. nOl4, technologically, that's ri9ht. 

Q This has to be approved by Congress? 

DR. ~YSON; This hns to be approved by Congress. 

DR. TYSC~;: 1';\;11, :: bink thDt -- 1 would say two th.lri<Js 
.in Uwt regard. "irst of Zl11, ::t-.ls _3 a well-documented need. The 
GAO study has been wic.ely ::alke:: a;:::ct ':::y the press. It was 
mentioned, for example, by Pete Peterson. The need for school 
construction has been m,:;;ntJ.oned by i?ete ?etersoll, it' 5 been mentioned 
by numerous experts in the education area. r think Mericans have 
shown in their -- in poll after poll a"d in their own statements to 
their repre~entatives hOH importllnt they feel the educational 
challenge confronting the nacion is. 

So 1 think there's st.rong support for this Ianc stro:lg 
documentf1tion of thG need. I think CO:1gress can oe affected by beth 
ev,ic;ence of the nE:ed ,md b}' evidenco tha':. the:..r constit:t:.&n~:s G,'oL:ld 
core abO'.Jt an inlti{ltive like this. 

Q A diffcr"nt subjGct? On Cubu, ore you ccnce:::ned 
about ::1e possi;)", u.ty of retaliation against American busif'.ess if the 
President permits lawsuits? 

DR, TYSON: Ylell, this is a briefing on t:he school 
constrcction initiative. What I will say is that, of course, the 
President will be maki:1g i'l d<lcision in the next few di'lYs on this 
issue. As we said over and over again and when we went to Lyon, 
France, ,,"e ;:;elieve that in exceptional circumstances, and cer-:::ainly 
Cub<:'s ac::ions are ex.ceptional, sometimes one has to take exceptional 
means to ::ry to i!1f:L:e;1::e i. cha:1ge in behavior of <l rogue state, 

Q J'm so::ry, os "- follow-l:p, nra YOLl concerned about 
th~ PQssibiJ.ity of reta"-J.Cltior.? 
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DR. TYSON: Let me just say that we are going to do what 

we think is appropriate to do in this case based on the need to take 

action to respond to Cuba's rogue behavior. In any action we take, 

the pros Clnd cons, the costs clOd benefits of an Clction nre always 

considered. 


Q With so many schools in such bad shape, as you've 

outlined here, why did the administration wait until this particular 

moment to unveil this plan? 


OR. TYSON: Well, I think as you know, some of this 

informntion is relntively new. The documentation of the need has 

been most thoroughly done by the GAO, and that has been a fairly 

recent development. The President has, I would say, a very long 

record, ns you we!'l know, of commitment in the education area <lnd is, 

I think, nh'<lYs looking for things thnt are appropriate for the 

federal government working with state and local governments to do, or 

working with families to do, to increase educational opportunities. 


Here is a case in which we have a very well doculllented 

need and an ability to move on that need right now. What's I think 

important about this program is this is a kind of jump-start program; 

it would last for a limited period of time, a limited amount of 

!lIoney, and 'fIe would hope that that would encourage state and local 

governments to take action now to address what is documented to be a 

major national need. 


Q So it has nothing to do with the campaign? 

DR. TYSON: I think it has to do with priorities. I 

think it has to do with priorities, and I think a campaign is about 

priorities. I think that clearly a campaign is about making a 

choice. And I think that the President's commitment to education as 

a key priority that defines his administration both in terms of 

values and ,i.n terms of economic growth strategy and in terms of 

economic 0PPoL·tunity strategy, .that this initiative certainly is a 

defining initiative. But the President's priorities have been clear 

from the beginning in terms of commitment to education. And the 

campaign is about priorities, and it's about values. 


Q I understand there's a sliding scale in terms of the 

amount of s'Jbsidy they would get. Was there any thought of means 

tf~sting I:his ~o that all of the federal assistance would go to poor 

school districts and you wouldn't be giving any of it to relatively 

well-off school districts that can pay for their own? 


DR. TYSON: We did talk about various ways to design 

this, and that was one possible design element. We really decided a 

sliding scale would essentially allow for the broadest possible 

involvement of local communities in thinking through their repair, 

L'enovrltion and construction needs ,md then applying for federal 

assistance. 


Now clearly, there's a limited amount of money, and need 

is on~ of the aspects that -- one of the criteria for allocating the 

money. So need will be certainly a major criteria. 


MR. SPERLING: The other thing is, in doing this, we 

would, in proportioning the money, while we would tried to make it 

proportional, we would try to make the formula targeted more towards 

need and poverty. So in dividing up among the states, or in the 

amount that would be administered to the 100 cities -- as you know, 

the top 100 cities with the highest amount of children in pover.ty 

would apply to the Department of Education. The pool that would be 
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reserved for that would be more than just the proportional amount per 

student. It would take into account poverty. 


:':;0 wh"t we chose to do w"s to make this more of " 

universal progr"ITI, but allow for different types of t"rgeting so that 

you could ensure that more could go to the places with the greatest 

need. 


One of the other problems with the way -- that suggest 

that, is there are some school districts that have both very well-off 

school districts and very poor -- well-off communities and poor 

comrnunitiGs inside. So it would not necessarily be so easy to just 

simply definl~ a school district or exclude a school district. This 

way, \"e're r,,=,cognizing a national problem. 


In fact, what the GAO report showed I think that was 

significant, I think a lot of us knew that there were serious 

problems in the central cities. What this showed was that in 

addition to that, it was fairly widespread. And so this is a way 

that we could address that as a national problem, but allow for both 

targeting th(~ subsidy "nd in doing the formula proportionally to 

allow povert'{ and need to be taken into account. 


Q Gene, that formula is not devised yet? Is that still 

to be worked on? 


MR. SPERLING: We are working on it now. One way - ­

what one cou.Ld do is look at the number of Title I students in each 

state as kind or an indic<ltor. But, <lS you know, in looking at other 

Clreas, formu.L<1 divisions are relatively controversial and it's 

usually bett(~r done in some kind of coordination with the governors 

and mayors. So I think we wanted to leave a little flexibility in 

working that out. 


Q I don't mean to belabor this. Can I have just one 

follow-up? If·that formula's not done yet, can you answer this 

question: What would be the minimum assistance that, say, the 

weDJ.thiesl: school district like Montgomery County in Maryland or 

Fairfax in Virginia could get? In other words, you get full 50 

percent if you're among the poorest, but what would be the minimum? 


MR. SPERLING: Well, I think the state the state 

could make a decision. I mean, the state could decide, first of all, 

that something -- an application was kind of a standard, normal 

amount of repair they were doing, it did not reflect a new or 

additional effort. And the state may decide they do not -- that they 

want to make that decision. But if they <llso felt there was 

something worthy, they could decide to give a 10 percent interest 

subsidy. They would have that flexibility. 


Q When will you actually send this legislation to 

Congress? 


MR. SPERLING: I don't think we kno'", at this moment. I 

think we havo to look at the legislative calendar and what else is 

happening ri9ht now. Obviously, there's still quite a bit in the 

appropri<1tions. So I think that's something we'd have to 


Q Realistic<111y, this is something that you would send 

up after -- if the President is reelected to a second term? 


MR. SPERLING: J think we would have to see how the 

legislative calenciar looked. I certainly think that if we thought 

there was the opportunity to pass this now, I think we would. I 
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would say the following: We will certainly be shopping this around 
and seeing if we -- and trying to build a momentum and consensus for 
passing this. And if there is that consensus, then we could even 
draft it and begin taking that into account if there is bipartisan 
willingness to work with us. 

So I think we would, I think, test out the w~ters and 
see if we had 0 chance of passing legislation. And it could be thilt 
with 011 the attention that was raised by the GAO report, which 
received not only national attention but very targeted local needs 
analysis statement, and if there's a positive reaction, then I think 
that we could definitely go forward with this. We definitely -- the 
people we spoke with on the Hill, are interested. But whether there 
would be a serious push, it's hard -- some of us may like that, but 
it has to ob\riously weigh in with all the other things, including 
Kassebaum-Kennedy, finishing minimum wage, and al.! the appropriation 
bills. 

Q So are you, at the federal level, setting up the 
cr:iteria by which these applications will be judged, but then the 
states will administer them? Is that the framework that you're 
looking at? 

DR. TYSON: I think there is some general criteria. The 
states would obviously have lots of room within those general 
cciteria. I mean, what we've written down there, what we've thought 
about is that need is clearly one. A second one tha'!;:'s very 
important and gets at the Montgomery County issue or any other school 
district issue is we would like there to be evidence that this is a 
project or ,m activity which otherwise would not have been 
undertoken. It's not that we want things to be pulled off the 
shelves that they were going to do anyway, but new projects. 

We also have a list there of things -- purposes for 
which the project would be designed -- classroom improvement or 
expansion, energy efficiency. There's a list of about seven things. 
I think, obviously, there are tens of thousands of school districts 
that are going to -- if they apply, we felt the state would be much 
better equipped in most coses to evaluate a particular proposal 
accocding to those criteria and do a comparison among competing 
proposals. ~;o there should be plenty of room really for state 
discretion h"re. 

MR. SPERLING: I think that, if you look at the 
purposes, they're quite broad. I think, obviously, in listing the 
purposes, it was in many ways meant to exclude things that might be 
frivolous. l~nd so, we wanted to make sure they were for valid 
educational purposes. And our notion was that a state would have the 
responsibility to come forward to show that they had a plan for 
eriterin that would take into account oVGra.J.l need and, as Laura 
saiel, incremEml;al adciil;ions to their school infrastructure. 

So we would want to moke sure that they were at least 
complying with the spirit of this as opposed to us saying, here are 
the criteria you must do. We would just ask that they come forward 
with a good faith plan that shows that they would be taking that 
criteria into account when making their decisions. 

Q And tllat would be required in order to receive this 
money -- a state plDn? 

MR. SPERLING: At leClst the .state showing that they 
would have that type of criteria in their decisions. 
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Q Senate leaders recently wrote a letter to the FCC 
calling for the giveaway 0: the spect!"utn to broadcasters for digital 
high d0!£initior: 'rV, i'his !T!orn~x;,g l:here was;:) pr0ss conference of 
grnss-cQots orgnn;..z&tioas sayinq tha-::: that should be auctioned, and 
the:: procce:Js: or that srO'.1lo c:i :;r.er go to p:..lb:~c !~1'oadciJstin0 or could 
be used -- tor example, $4C bi~lion :Q ~uild ~ore ~han 5,800 schools 
arolAnd the c<)untry. ':'ou're JUs: ta':'JCi:'lg abou~ the auctioning of the 
channels GO to 69. what about the auctioning of that full 'spectrum 
that's being talked about as a giveaway? 

HR, SPERLING: We' 11 le~ Greg ge:: '.l?_ Erst of all, 1 
just wcnted to point out that 1;; thiS doccmen:;, '",e tried to provide 
sowething that: shows -- if 1'0\1 100% at the )age Gn thG offsets, on 
pat;e six, th(lt walks through tht::: dif£e,",·ent: r::ropo::;~ds ;"re !lave and 
whete some af them are. J\nd some of t113't :or \.:s .:-s a2-re;::.dy co::unit::ed 
to OUr' bnltmced budget proposaL So if we were to ''::5e a:lY of ttose 
i~ods fot another purpose, we would! in a sense, be double-counting. 
And so we were looking for ~- and this was a new additio::lal progr.a!IL 
'fle were lookln9 for a new additional offset. So 'this is a o:le-tirne, 
fO:lr-year t=:rogram being paid for by a one-sale. 

Jhn: Greg Simon, who 1s the Vice ?r,~sid';:'::1~) sand rcal:y 
cLe Pres~dcf1l:' 8 expert on this is~ue could ilnswer :'lrt!:er" 

MR. SIHON: The two points you raisec -- fi.rs~, the 
letter to the fCC suggesting that they give away the digital 
spectrUltL 11\l have opposed the idea of auctioning the digital 
spect:r'.l::"., and we have propcsed a plan to award, not gi·ve away ar..d 
::here's a d.:.!fcre:!ce ~- the digitaJ spectrum with certai!"l public 
d~tereSt od.L,Lga::ions that a::-:::ach to its use, i.e .. children's 
,:010'11Sio;1, pc:.lticnl oeb"tc o"d other thillgs that are made possible 
by the ab'.l!'\(ut:,::e of channels tna-:: digital television will er:joy. 

But; we have Solo, because the transition to digital 
television is so impo=tant, both teChnologically and culturally, that 
we would award the digital licenses and then require the return of 
rhe channels television sta~ions lise now by t.he year 2005, and 
auction thos,~ cha!1nels, \"~:'cr., \·:he" they're all bundled together we 
£0e1 ar.::: more valuable r:hon i:' ,,'e were tc a>.:ction the digital 
chnonels todny. 

Now, wl~at we're doing in t~e proposal :;:oday, ch<lnnels 60 
to 69 are the least-usee channels. 1here are only about 100 stations 
nationally that operate in ~hat band. We are not r.!oving any of 
those. They are protected under t~is proposal. But what we're doing 
is we're taking the value from t:he public's pl'ope;::;:y in the air and 
we're using thnt value £0 re;1ova;:e the public's proper:::y en the 
ground. And that's whdt w,~'.r:e doi;1g .1" the chnr.:v~ls 60 to 69, 

Q A follow-up. l'ihet:-,er you're a;'fa::d_rg it ox: you're 
givir!9 it aw<!y, you're still not: auc::ion':'ng it, ,.nc. it"s \·;orth $40 
billion. The broadcasters will profit from this handsomely. Why not 
auction it? 

HR, SIMON: Number one, CEO has never scored It, nor has 
OMB, to be w(lrth 540 billion. The digital spectrum has ;;;:ee:l scored 
2t around Sl:;~ bi~liQn by CBO. Jl. lot of peop.i,e have said nIl .d:-,cis of 
:1-')::,.b8::-5. We ca:l' i: OPerate on hypotheses like tha::. 

Ncrnber two, the letter to the FCC that YOtA re:erred ::0 
did :'lOt talk obOUt giving back the channel they have now, nor did it 
talk about attaching a:ly public interest obligations to the digital 
cha~nels, W~ do attach public interest obligations and require t~e 
return of the ~nalog so ::hat it can be auctioned. 
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An~ I'd p¢l~t o~t, :here are a lot of people who 
estimate the value of these two ci~ferent proposals who say that the 
auction ot; ttle analog is more valt:a::':le than the auction of the 
digital -- because of the way it's packaged it's more useful to 
people, It; you auction the digital today, you"re auctioning all the 
channels in between channels -- 5 and 7, channels S a~d 10, or 7 and 
9. That is a very difficult spectrum to you. So the hypo'theses that 
this is a gold mine is not borne out. The theory that there should 
::::e a publiC interest return is what we have saLd, both in obligations 
for the d+qital channel and in revenue from auction of the analog 
chn.:mels by the year 2005" 

Q There's been a fa:'-r amount of Gr'iticiam of the 
P.t'esident' fJ computers in the sct1oo1s in:..tiatJ.ve or, just this very 
poi:;-Jt, chpt it: ignores infrascruc::ure p.cob1e;ns ::...k.;; cr'.lfl'bling wal.ls 
and pe'~1i.1l9 pnint. And T'm wondering .if thtlt: was part of t:;c 
r:otj,"Dtior; Cor this initiative- to cry and ;;;ot,.;.r~t.eract that c:::'-::icism. 

MR. SI!<:ON; l'1e11, , number one, we have discovered i:, Net 
Day in C::dll.':.)r;);.u that ~4he::l paren::s show up to help wire the: scj:::ols 
and th~y se~ tne 5:1ape some of the school.s ace in, they come back to 
paint th0rn. CO repair the:n, to fix windows. So once YOll get people 
interested in the iniras:::Y'.lctl:re ::;f schools Dt any level, they become 
involved at every level, 

And number two, of course, we want to renovate the 
schools so that they're capable of being wired and b~inq able to use 
the new educational technologies. The beaut:y of Net Day was it used 
a f;ind of: wire that does not require special inside-the-wall wi!"ing. 
You could send it through rhe ceiling and through heatIng ducts. Not 
every school can do that, So chis is all of a piece. 1f we build 
the schools and the~ keep the c~ai~s boleed to the floor and they 
can't use a phone or a co:nputer, then we r.aven't donE what we should 
do. 

THE PRESS: Thank you. 

END 1:17 P.N. EDT 
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THE \\I'H ITE HOUSE 

Office of the Press SeCt'et:(lry 

July 11, 1996 

REMARKS B':' THE PRESiDENT 

ON -:EE SC:,CO:'" ~CCONSTg!';CTION INTTU\'l'JVG 


The Rose. Garden 

2:15 P.M. EDT 

THE PRESIDENT; Thank you very much. r 14';;0;:: to ....elcoft,e 
Ser.3lor Moseley-Braun here. along wi:'::11 Senator CL:;J.borne Pe:'L 
Senar.cr Bob Graham, Congressman Ben Cardin, and Congressma!1 Elijah 
Cummings. I thank them all for their concern ror tris iss'.1e anci 
tnei:.- .ieadershi? 

I think some of you know that I nnd 01'igioo11y planned 
to mat:e tr:i'S annOU:1cemsm:: i:) Senator Greham's home state in florida, 

;~~o~~~~!_~~~~ i:~;:~: ~:~ ~~~~rw!d:~:. aliew~~~~f~gIL~:tc!~~~etg~ that 
storm. \~e pray ;:r.at it doesn't cause extensive damage. The people 
of ttle Sout;,east k::>OH that we will be the:'e :':0 help them if it does. 
F&~A is now on the grou~d, and they are prepared. Our thoughts are 
w-it.:h the people of the Southeast. And, again, we're hO!;inq for the 
best. 

i. 'm here 1,:0 .;lr:nout\ce a t'.;ltiona! COW'li:':mBnt La rebuild 
our schools so that they Can ser.ve Ol:J: crilci:re:, Ln lhe 215:': cer:tUl::y. 
Our nOllien'::;; misslon mliSt. b~ to offer cpportor.ity to ;;111, to demand 
.responsibility from all, <lnd to come tcgether as il cC:~:''ll:.l:-ji.::y so that 
we crill build better l.tves toqc\;her. OUr most baSic 8xp~'ession of 
these VAlues is perhaps th,;, eouCiltlon we offer to 0'...11' ci)~~d;:en. 

We' \Ie worked hard to make OGr yOU:lg people tb.e ;:est 
ed.ucated. in tr..;: I-iorld <IS we enter the 21st century, putt:!.-ng j.n p1.ace 
a comprehensive st~ategy to renew our schools, to lift our star.dards 
at every level. We've expanded the Head Start preschool program. 
We've helped schools to help to set and to meet higher standards. 
Wg've also ·...orked hard to de'Jolop higher standards and bette=­
t:aining [or our ce~chers. And we've created an impor~ant network of 
school-co-work progt"<o.:rIS for YOung people to be propedy l.rDined if 
lh!;y dor.". -go 0"1 :::0 [ol.:r~y¢er :.r,sti;:utioGs of higher education. 

We're ;tOW on 0'.,1::: way to connecting ever:)' classroom and 
library in the Jnited Sta::Qs :'0 Lh3 tnter"et by th~ 'leal" 2000. We're 
making Odt. schoe:s sore:: wil:h '..:;-,e zero t:olernnce :'0, gU,lS ill our 
schools, dGd by er.cour',gir.g and sllppo::t~r;9 :::omm\.lrilti,=s t:c take their 
own initiatives, i;:;:;luding s::::hool ur:if:~rms, ;.mposLlg currews, arid 
stronger enforcement of ~he truancy l,;"s. ....e' re OpCnll;~g ::he coo:::s of 
coli'!gt: wider t:han (ltv(:!:', t,hrough lowe::-cost st:uder:t: 10a:"l$, including 
better repayment terms; uxpanded Pell Grant schol,H·shjps -- Senato::: 
Pell, t.hank you for "hilt: AmeriCorps; and our proposals :,0 give 
f<1miLi~s ;':Q:~ cuts to P;:IY COl:' higher eciuca~ion. 

But ali chis progress is a: risk if our d,iltlre:l are 
uskec; to lcarn in a landscape that is littered with peeling pai~t a~ri 
bt"oi<en glass it our teacher's Bre asked to build up childree in 

1/11/2nO! 
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buildings that ~re falling down. 

I remember the schools that I attended. They were 
pretty typical. Most of them were fairly old when I was there. They 
weren 1 t tolney, but they were clean, they were well-mnintained, they 
were treated with respect. They sent every student 8 clear message: 
You are important to us. We take your education seriously. Th<1t was 
how my parent's generation kept faith with us, and that is how we 
must keep Caith with our- children. (Applause.) 

Now, Senator Mo.seley-Braurl mentioned t.:his L'epor-t frolt! 
t:he General Accounting Office. r want to hold i~ up 393111 because I 
'went:': 1.:0 LHg'~ every member of Congress, every governor, every state 
18gis1,ltor, every local school offici<:tl, every school board member 
who cares about the condition of education and the future of 
educ,ltion in our country to qet <l copy of this report and to read it. 

The report came out three weeks ago. It was requested 
by , number of senators, and it confirms that we are not honoring 
this genera~ional compact. 

I want to thank here, before I go forward, the members 
of the Sena"':e and the House who have been inte.::ested in this. Those 
who are her'~ y,'hom I've introduced and, especially, Congress'o".roman Nita 
Lowey y,'ho ~:3 sponsoring efforts in the house along 'with CongL'essman 
Cardin and Con9cessman Cummings and others, but Inost especially Carol 
Moseley-Braun. She was the first person who brought this matter to 
III)' attenUOIl as an area where the national government ought to do 
something. And she has been literally dogged in her persistence in 
this issue, staying with it day in and day out, " week in and week out, 
11I0nth in and month out. The schoolchildren of our nation owe her a 
debt of gra:itude. (Applause.) 

The report shows that our nations schools are 
increasingl'{ rundown, overcrowded and technologically ,ill-equipped. 
Too many school buildings and classrooms at"e l.itet·a,ll.y a .shaJilbles. 
Accot"dinc! to the t"epoct, one-thit"d of our schoo,Ls need m~jor rGpair 
or outriCjht replal:eITient; 60 percent need work on ili<ljot" buil.ciing 
(eCltu.'"8C> -- il sagglng roo[, Cl cracked foundation; ~G percent lClCk 
eV''!I~ th," basic electrical wi!"ing to support computers, mociems, and 
modern communications technology. Tllese problems are found all 
across Ame!"ica, in cities and suburbs and one-stoplight towns. 

This is a matter of real urgency. Tn just two nlonths 
our schools will open their door to the largest nUl1lber of students in 
the history of our republic -- 51.7 million. And enrollment is 
expected to continue to rise over the next few yea['".'3. We have to 
rebuild tlle5e schools for another rea50n a5 \~ell. Increasingly our 
schools are critical to bringing our communities together. We want 
them to serve the public not just during the school hours but after 
hou.::s: to function as vital community centers; plDC8S 10':::" recreation 
(lIlci l(~<l~'ninq, positive places where children can be when they can't 
I),,, Cit. home and school is no longer going on; gatherinq plZlces for 
young people and adults alike. Bringing our s"chools into the 21st 
century is il national challenge that dem.arlds a nat ionill commitment. 

Today I am proposing that the federal government for the 
first time join with states and communities to modernize and renovate 
our public schools. We will provide $5 billion over the next four 
years for school construction and renovation. Together with 
investments by states and localities, this would result in $20 
billion in new resources for school modernization. That's a 25 
)?ercent inc:cease ave.:: the next four years. 

h \ tp:/Jwww.pub.\VhitchoLlsc.govJuri-rcsJI2R?urn:pdi:IIOl1l<l.<:op.gov.us/] ~)9GI711 ]N .text. 1 111112001 
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Our school construction initiativ~ would be fle:-:~ble. 

It; would ql'.'e communities and states the powe:- '..0 decide hOI" to llse 
t;he new reSOl.!rces. It would help those who help themselves -­
r";Jqt~iri:~rJ local communities to tt:d:e responsibility for this effort. 
,'\nd it would focus on sparking new projects, not merely subsidizing 
existing on~3S. 

The schools of the future should be .'0,,[\= and spacious 
goO(1 plDces to learn. The schools of the future should be equipped 
with camput,:rs, new medi.'! and state of the tlrt science labs. And the 
schools of the future should not only teach our children during the 
day, but br.i.ng together families and neighbors in the evening as 
community schools. Our initiative can help to make these goals a 
reality, 

You know, we expect an awful lot of our' schools. We 
c~pect a lot of our students in this age of possibility. And all 
Americans have a lot riding on their living up to these expectations. 
But we cannot expect our children and our teachers to build strong 
lives on a crumbling founciation. 

This generation has a duty to give the next generation a 
future 01 genuine opportunity. Our children deserve the best. I am 
determined ':hat they will get it. And this proposal will go a long 
way toward :l.elping those folks who are out there on the front lines 
of education to succeed and to build the brightest, the best 
prepared, tne most secure and the most successful generation of young 
people in t:l.e history of our natio", 

Thank you very much. 

END 2:25 P.M. EDT 
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TIlE PR[SIDEIfI HAS 	SEEII 

THe: WHITE HOUSE 

WASHINGTON 
9SJA, 18 f'B I 28

July IS, 1996 

MEMORANDUM FOR THE PRESIDENT 
THE VICE PRESIDENT 

FROM: 	 LAURA TYSON 
GENE SPERLING 

SUBJECT: 	 Media Coverage of the School Construction Initiative 

While Thursday's announcement of your School Construction 1nitiative received considerahle 
national media coverage, most impressive is the volume and quality of the highly positive' 
regional and local coverage. 

HIGHLIGHTS: 

.. Pre~Event Front~page USA Today Article 

Front page Article8~ 
Cincinnati EnqUirer 
Pittsburgh Post-Gazette 

• Ptiitive Regional Artkles: " 
Los Angeles Times (2 stories) Charleston Gazette ChiC('lgQ SUfJ->Times 
New Jersey Star Ledger Boston Herald Miami Herald 
Piushurgh Pos'~GGzelle Minn. Star Tribune NY Daily News 
Kansas City SUlr Houston Chronicle Chicago Tribune 
Tulsa World N. 0. Times Picayune Detrail Free Press 
Baltimore Sun ..:. CinCinnati Enquirer NY Daily News 
Portland Press Heruld Newsday Clev. Plain Dealer 
Seattle Times 

• Pictures of the President with Sen. Carol MOI£ley~Braum 
New York TiflUfs 
Washington TitMS 

New Jersey Star-Ledger 
DetroU Free Press 

>6 TV Cov.eni@' 
* Mention on ABC World News Tonight 
• Nnmerous positil-'c stories ran on CNN and CNN Headline News 
• Reports on CBS Momillg News and NBC Today. 



SUMMARY OF l\lEDIA COVERAGE Of: 

THE SCHOOL CONSTRUCTION INITIATIVE. 


TELEVISION .!::OVERAGlij 

• 	 ABC World News Tonight. 6th story in broadcast Peter Jennings did a voice~over 
describing in 30 seconds your announcement:­

CNN. A number of positive stories ran on CN~ and Headline News throughoU! the day. 

• 	 NBC Today Skuw. Brief mention of announcement at top of morning news. 

• 	 CBS Morning News. Brief mention of·aIUtQuncement at top of morning news, 

P!!I!'IT COVERAGE 

* 	 USA Today, July 11. FRONT PAGE article on President Clint9n's school construgtioQ 
injtiativ~ Headline: "CJinton offers money to fix aging schools." 

• 	 Boston Globe, July 11. Pm 3 of Front Section. Headline: "Qinton to offer pla..'"l. to 
rebuild public schools, II {nsen: "Massachusetts ranked among the worst states fOl' the 
physical condition of its schools, according to GAO reports." ' 

• 	 New York TImes, July 12. PaBe 12 of Front Section "National Repon" -. Picture.9f 
Presidellt Clinton with §len. Moseley-Braun. Headline: "President .Announces Plan To 
Foster School Repairs." Sub·Headline: "$5 Billion Would Help Pay Cost of Bonds." 

• 	 Washlngt.n Pos~ July 12. ~9 of Front Section "&;ampa!"" ·96", Headline: 
"Clinton Seeks $5 Billion For Schools," SulrHeadline: "Plan Would Subsidize Loans 
for Renovation." 

~ 	 Chicago Tribune, July 12. Page:3 of,Front Section. Headline: "Clinton propose:s major 
fiKUP for schools." Sub-Headline: "U.S. W<luld raise $5 billion through broad=: 
auction." 

• 	 Washington Times. July 12. Header on FRONT PAGE with article on Pa.. 4 o[fron\ 
§~ction u Picture of President with Sen. Moselsv~Braun. Header: "SCHOOL REPAIRS 
-- President Clinton announces a pian to repair public school buildings." Headline: 
"Clinton earmarks $5 biUlon to rebuild 11&uon's schools." 

• 	 Deiroil Free Presst July 12. Page 8 of Fron( Section. Headline: "Clinton proposes plan 
to rebuild U.S, schools," Sub-Headline: "Republicans call it election tactic. It 

• 	 ,-~iami Herald, July 12. Page 3 of From Section -- with Graphic. Headline: "Clinton 
proposes billions to fix crumbling schools." Graphic of school disrepair entitled "Shabby 
Schoo.Js't including iist of 10 best and worst states. 

http:Picture.9f


, 	 New Jt~rsey Star-Ledger, July i 2. front Sectio~ article -~ Pictut~. of President with Sen. 
M9selev-B@Wl. Headline: ttClinton unveils $5 billion school repair plan." Sub­
Headline: "TV spectrum auction would fund program:' 

• 	 Minn.apolis Star-Tribune, July 12. H!"der on FRUNT PAGE with !!!liele on Pa,/.!l.i 
of Front Section, Header: "Federal help to repair schools," Headline: "Clinton ..:eks 
SS bHIion for school repairs, II 

• 	 LQw/nntl Times-Picayune, July 12. Shoo article on, Page 2 of Front Section IINal~ 
Briefs.", Headline: !'Clinton Proposes $5 biUion to fix schools." 

• 	 Chicago Sun-Ti'mu. July 12. Page 12 article. Headline: "Clinton funding proposal 
could give schools here $75 million for repairs." 

• 	 Boston Hemldj July 12. Page 4 article. Headline: "School bosses cheer $SB fed repair 
plan,!! 

• 	 Kansas City Star, July 12. ~3 of front Section. Headline: "Clinton suggests aid 
for ftxing up schools,,\ 

• 	 Los Angeles Times, July II. page 12 afFront Section. Headline: "Clinton to seek $$ 
billion for 5Ch~o~ repairs.U 

• 	 Cllkago Tribune, July II, Page 18 !!!lido, Headline: "Clinton to plliIh $5 billion plan 
to fix, bulld schools. II 

• 	 Des Moines Register, July I L Page 6 of Front Section, Headline: "Clinton wilt' 
propo,e $5 billion to help repair public schocls." Sub-Heatiline: "The program of 
subsidies win need the approval of Congress., however.n 

~ 	 Dn Moina Regi:ster, July 11. Page 6 of Front Section. Headline: "Little impact seen 
in Des Moines.!! Lead: "President Clinton's school construction proposal probably 
won't have a big impact on the Des Moines schooi district's Vision 2005 build.ine; 
improvement plan, • school official said Wednesday." 

• 	 CI.orleston Gazelle, July II, Page 8 of B Section. Headline: "$5 Billion available for 
school repairs.'l Lead: "To help fix the nation's cmmbling schools. the Clinton 
administration will propose spending $5 billion to help districts pay for repairs IUld new 
constru.ction ... " 

• 	 BaltimDre Sun, July 11. Short article on Page 2 of Front Section .j~ational Di&eL 
Headline: "White House to ask funds for new schools, repair. lf 

• 	 Los Angeles nmes, July 12. Page IS of Front S~tion_''Nation in Brief', Head1:!ne~ 


IfClinton offers pJan to renovate schools,1I 


• 	 Cincinnati Enquirer, July 12. ERONT PAGE article. Headline: nSchools! Fix-up aid 
lacking," Sub-Headline: "Offer to nation is $5 bUIion; Ohio alone needs twice that." 
Lead: "Federal help to repair the nation'. crumbling school buildings is welcom". but 
falls far short of meeting needs. area school officials say," 

http:repair.lf
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• Salt Lake Tribune July 12. Short article on President's pwpgsal. Headline: IIClinton 
f 

Proposes Billions for School Construolion." 

WIRE REPORTS 

• AP, July I J. Headline: "Clinton Proposes Billions 10 School Repairs." 

• Reuter., July 11. Headline: "Clinton unveils $5 billion plan to rebnild sebools." . 

• UPI, July 11. Headline: "Clinton proposes school renovations," 
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THE WHITE HOUSE 


WASHINGTON 


December 5, 1996 

MEMORANDUM FOR THE CHIEF OF STAFF 

FROM: LAURA D'ANDREA TYSON 

SUIl.fECT: :-mc STAFF WEEKLY REPORT 

The following is an update on NEe initiatives und policy development efforts: 

Regiol1al Economic Development and related i.,·.~ue$: The NEe spon."Iored a meeting 
among EOI' offices and lour major foundations concerning regional economic development. 
The meeting concentrated on developing ways in which we could work together 011 various 
challenges in this area inCluding. in particular. welfare-tn-work. NEe staff will follow up 
with the foundations; an carly result will be a briefing for the welfare-to-work team by the 
Annie E, Casey Foundation on their six city/region jobs initiative. NEe staff also met with 
other people working at the community li:vel on regional issues. 

Financial iltSlituliOllJi Reform: The NEe continued the policy development process witb a 
brieling by Treasury to NEe, CEA, O!\t1B, Legislative Affairs and Commerce staff unout 
the Treasury financial modernization proposaL The discussion centered on substantive 
issues; issues concerning strategy and tactics will be considered at a meeting next week, 
Treasury has starll'<i to draft legislative language. 

School CtJlHtrU(:tiou: The NEe led an interagency meeting on the school construction 
initiative, and followed up with Treasury and ED on development of both an options: paper 
and legislative l.anguage. The options paper, which deals mainly with the issue of whether 
any or uB of the funds should be distributed eompetitivcly and if so, bow, should be 
available ut the beginning of next week. Legislative language is currently being drafted by 
ED, ba$!...~ on specs considered by the interagency group. and should be available late next 
week lor in1ernul Administration discussions. 

Acc()ullling~ NEe staff attended a Commerce DepartmentMled meeting with the Financial 
Accounting Sumdurds Board to discuss accounting for soft assets, including training. 

Pellsions: The interagency pension working group had an extremely successful meeting 
with n group of public pension funds (California, Ohio, Colorado. Texas) to discuss, among 
other things, their experiences making their defined benefit plans portable, and also who 
demand~ und takes advantage of portability. We \'1il1 meet next week with another group, 
sponsored by the engineering profession. to discuss the same issuc, Our own work on this 
ct)ntinues, Meanwhile, Treasury is working extremely hurd and succe~sfully to ensure that 



all guidance necessary to implement the new small business pension plan included in the 
minimum wage bill is available as needed so that these plans can actually start up on the 
statutory starling date of January I, 1997. 

Activities of the Assislanl to the President 

LAURA D'ANDREA TYSON 

lI'ee" of December 2, 1996 

Intcrnul: Dr. Tyson l:ontinued to attend daily r,udget meetings in Mr, PaneHa's oilicc, 
She pn.::~briercd the President for his mt"Cling 'with President Menem. With Carol Rasco, 
she hosted n welfare principal's meeting; I'hc also convened meetings on regional 
C{;onomic issues and Japanese trade and illl'urancc issues. Throughout the week, she 
focused on the issues the Boskin Commission mised in their report on the CPt 

External: Dr. Tyson hosted a meeting of computer executives to discuss encryption Issues. 
She appcnrcd on the Fox News channel and CNHC's Capital Gains to discuss the 
administrallon~s position on CPL 

Week 0/ Dc"emher 9, 1996: 

Internal: Dr. Tyson will hold a meeting on t-:AFTA avocado issues and wiH continue to 
attend all budget meetings as they arise. 

Extel'nul: Early In the week, Dr. Tyson will host a rcporter's roundlnblc to discuss various 
t,~nomic bsues. 

Activities: of the Ilcputy Assistants to the l-rc.."idcnt: 

DAN TARULLO 

Week of December 2, 1996 

Intcrntll: Mr. Tarulio chaired two dcputics meetings this wcek~ one on climate change. the 
other on Europe including agriculture issues and preparation for (he US-EU Summit, Mr, 
Tarullo -.;ontinued work on encryption, WIPO, and aviation issues. 

External: Mr. Tarullo met .v,lith Antonio PuriPurini; Economic Minister of the Embassy of 
Italy, He ulso met with Takatoshi Karo, Vice Minister of International Affairs at the 
Embussy or Japan. On Thursday, Mr. Tarullo dcpartcrJ for,a Sherpas mecting in Paris. 

Week (if Dec:embe,. 9, 1996 

Intern".: Next week, Mr. Tarullo will I.:hair a deputies meeting on agriculture issues. He 
will also work on ISTEA issues, and continue work dimate change and cncryption. 
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External: Me Tafuna will meet with representatives of Energy to discuss clcx:tronic 
restructuring, He will also meet with EU Ambassador PaCnHln. 

GENE SP~:RLING 

Week of December 2, 1996 

Internal: This week Mr, Sperling continued to coordinutc and attend Budget Deputies 
meetings to prepare for the Budget Principals meetings. He attended Ihe Daily Budget 
Principals meetings as well. He also coordinated a series of follow-up meetings on New 
Initiative sut;h as; Schoo! Construction, America Reads. Welfare 10 Work, and HOPE 
Scholarships. 

External: This week Mr, Sperling met \vith representatives from [he AfC-CIO and CEA 
to discuss CPt At Erskine I30wlcs request, he also met with Sam Beard of Economic 
Security 2000 to discuss Mr, Geard's idea for remodeling Social Security. He participated 
tbe NEe's meeting with various outsidc,roundations io discuss their involvement in the 
Presidellt's policy proposals. 

Week of December 9, /996 

Internal: Next week, Mr. Sperling will continue to participate in the Deputies and 
Principals Budget meetings. He will also continue to hold New Initiative meetings to 
prcpurc new legislation. 

Extern~ll: Next week; Mr, Sperling will meet with [)PC and eNS representatives regarding 
the possible planning of a Citizens Service Summit. He will also attend a meeting with 
DC Business representatives from major national companies to discuss the Budget Pro<.:c:>"<;. 
Me Sperling will also convene with the Center ror Community Change to discuss the 
Budget Process, 
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February 26, 1997 


MEMORANDUM FOR THE PRESIDENT 


, FROM: GENE SPERLING 

, , 

SUBJECf: 	 School Construction Initiative 

8ACKGROUND 

On Juiy 11. 19%, you announced an initiative designed to help local communities and states 
rebuild the nation's schools. The goal was to spe"nd $5 billion over four years to spur $20 billion 
in school construction spending. Since the announcement, an NEC/OMBlEducalionITreasury 

'" - team has been gathering further infonnation. refining. the program and drafting legislation. 

As announcoo. the initiative oontained the following elements: 

• 	 _The federal government would subsidize up to 50% of the interest on state or local school 
constru~tion bonds, based on need; 

• 	 Fedeml funds would leverage additional spending on school construction and rehabilitation. 
not substitute for already-planned spending; 

• 	 Most ofthe Federal money would be admln,istcred by the States, whose participation would 
be voluntary; and ll' 

• 	 The lOQ..J 25 school districts with the largest nwnber of children in poverty would apply 
directly to the Department of Education for the remainder of program funds, 

fn developing the initiative. the Administration made the fonowing assumptions: 

• 	 Based on a recent GAO Report, states and localities (including school districts) underinvest 
in scbool infrastructure: • 

• 	 The quality ofschool infrastructure is reflected in leaming. and high quality, modem. 
energy.-.efficient schools are safer and cheaper to operate; 
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• 	 The Federal Government could provide incentives for states and localities to increase 
investment in school rehabilitation and construction without getting involved in state and 
toea} decisions about building. repairing and financing schools; and 

• 	 Providing Federal incentives is preferable to imposing Federal regu1ations. 

Since July, ajoint EducationITreasury working group has held three public round tables, in 
Washington, D.C" San Francisco. and New York City, It has also met with the Council of Great 
City Schools in Ft Lauderdale and the National League of Cities in Washington. D.C. 
Participants in these roWld tables included education pUblic interest groups, st.ute and city schoQl 
officials. state and local budget staff. facility planners. state debt issuing agencies, representatives 
from Senator Moseley*Breun's and Representative Nita Lowey's office, and investment bankers 
involved in local school financing. 

We learned that the }ocal school finance systems vary across the country ~~ and in particular the 


< 
[ degree of state involvement varies significantly; many school districts, particularly the most 
., needy, win have difficulty issuing additional bonds for school COnstructiOn. but may have other 
~ fInancing alternatives that could be leveraged with federal funds; and there is no single TCason for
! underinvestrnent in school infrastructure. ; 

PROGIUM OPTIONS 

The Education Department has virtually completed the draft legisJation. Based upon the 
infonnation obtained in the roundtable discussions and further tnter-agency discussions. the NEe 
principals believe that the program should continue to be focused on providing financial leverage 

, . for new eonstructton and rehabilitation that communities will undertake largely with their own 
, 

funds. However, we have also concluded while the original interest subsidy concept will work in 
, i I many school districts. the program should be somewhat more flexible in how the federal funds ., can be leveraged .. For example. purchase of bond insurance and capitalization of bond banks
, I should be allowable purposes. 	 ~ 
:1 
, We also believe the program should incorporate a significant competitive element. Frankly. " 

given the fact that expenditures on school construction and rehabilitation appear to have begun to 
increase without a federal program. it wiH be difficult to show that any fomtula~based program of 

/ this magnitude, when spread around the COWlUy. has made a real difference. Requiring localities 
~~ and perhaps states - to compete for some or all of the funds. will (i) generate more efficient. 
community-based proposals for use of thc funds: (ii) make it more likely that the federal funds 
will indeed h:vemge new state and local (including private) funds for school construction; and 
(ni) distinguish this program from a traditional grant program. for which we believe there is little 
enthusiasm. given budgetary constraints and political constraints relating to local controL At the 
same time. we believe all large high-poverty school districts should be able to receive some 
funds. if they can demonstrate the funds will leverage new construction or rehabilitation. The 
Department of Education also believes aU states should receive some funds" 
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We therefore propose that the program be strucnnd as follows: 

• 	 500.4 of the funds will be designated for states and 50% for the 100 school districts with the: 
largest number ofchildren in poverty. (The 100 districts have 32.8% ofchildren in poverty, 
so a 50-50 split provides significantly more per poor child to the 100 districts than to the 
states,) 

• 	 Of the total of$25 billion designfUed for the 100 districts, $750 minion would be placed in a 
bonus pool, to be awarded by the Department of Education to the 20 to )0 districts whose 
proposals show the greatest need and demonstrate the greatest ability to use federal funds to 
leverage new rehabilitation and construction funds from state, local and private sources 10 
build or reconstruct safe, accessible, efficient schools that serve children in communities 

, , 	 most in need. The remaining $1,75 billion would be made available to the i 00 districts on 
the basis of the Title I allocations. hut to get the money, the districts would have to
l demonstrate that the funds would be used to leverage other funds for new construction or 


i rehabilitation.

i 

,I 
; 

There are two options for dealing with the 12.5 bilJion designated for the states (in all cases, 
states could choose to provide some of their funds to the 100 largest districts); 

,I 

• 	 Distribute aU the money by a fonnula based on Title 1 allocations, a1though to get theI 
money the states would have to demonstrate that they had a program to use the federal 

;
j money to levemge other funds _. at the state or localleve:l or both -- to increase schoo! 

construction or rehabilitation beyond the pre-program leveL~ andL ,) , • Distribute most of the money by formula based on the Title I aJlocations, but set asidc a 
;, bonus pool ofapproximately $750 million to be distributed on the basis of the 

,), Department of Education's detennination of which stale programs were most effective in , ' , 
, 	

leveraging the fedetal funds for new construction or rehabilitation for the most needy , 
students outside of the 100 districts; 

,•) , 	 Secretary Riley opposes any 50rt of state com~ilion because it WOUld generate significant 
!i 	 opposition to the program as unduly interfering in state and local matters. Moreover, he believes 

acompetition would put a significant administrative burden on the states and the Department of 
Education. that would not be cost-efficient, given the size ofilie bonus pool. However, Secretary 

, ,' 	 Riley thinks the bonus pool is an acceptable option ifneeded to assist in making dear the 
I: 	 leveraged nature of the program. Secretary Rubin thinks a competitive program is better as a 
II " matter of policy. but acquieses in Secretary Riley's political and administrative judgment. Others I'
ji / 	 at the Treasur}' Department are deeply concerned that this program. even with its competitive 

design, will be VIewed as simply a grant program that will not generate ioc'remental spending.Ii 
" Jl~' 
" ""., [understand that risk, particularly since it will be impossible to provide mathematical proof that" 

this program. by itself, actually has resulted in incremental spending that would not bave 
occurrefl otherwise, However. I also believe that, by challenging States and localities. though the 
bonus pools. to demonstrate OOW they will leverage the limited federal funds [0 generate a greater 
quanitity of new spending for construction and rehabilitation, we will be able to demonstrate {he 

,. ., 
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incremental impact of the program on an ane;;dotal, but wtde~spread, basis. r therefore 
, recommend the bonus pool option. 

CONCLUSION 

,, 
, , 	

We are poise.d to romplete work on a wclkonstructed prog~ to jump start school construction 

J ... 	 and rehabilitation through leverage of federal funds with state, local and private money. OUf 

consultations have led us toward a more flexible program that can be beneficial to a wider range 
ofschool dislricts, Ifyau approve the recommendations in this memo, we will be prepared to r 	 complete drafting quickly and start vetting on the Hill. 

DECISION 

_ Complete drafting of program with state share being distributed by formula
. i 

.' 


Complete drafting of program with state bonus pool 

See me for further discussions 

'. 
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THE WHITE 	HOUSE 86. 4q. 

.' "" March 6,1997 	 'tt .... 
MEMORANDUY! FOR THE Pib.lIDENT 	 • r/1., YJJ ~~, ~ 
FROM 	 TODD STERN 416' tJ~.r~ 'n.~ 

HELEN HOWELL ~ Xf- ~ I 0y 

SUBJECT: 	 NEC decision memo on school construction initiative. (.? ~-(frt 
The attached Sperling memo outlines two options for dealing with the funds designated for states in "'\ 
your school construction initiative, The draft legislation is almost complete. Education and the NEC 
propose that 50% of funds be designated for the 100 school districts with the most children in poverty, 
and 50% for the states. Education and the NEC have agreed on the program's structure with regard to 
the funds for the school districts. However, there is some disagreement on whether or not to allocate a 
portion of the funding to states on a competitive basis. with the best state programs getting the most 
funds. Gene seeks a decision from you on that issue. 

Background. The goal of the initiative you announced in July 1996 was to spend $5 billion over four 
years to spur $20 bUlion in schoof construction ,spending by subsidizing up to 50% of the interest on 
state or local school construction bonds, based on need. Sincc July, a joint Educationffreasury 
working group has held round tables with education groups, state and city school officials, state and 
local budget staff, facility planners, and investment bankers involved in local school financing. They 
learned that: there is no single reason for underinvestmcnt in school infrastructure; local school 
finance systems vary greatly; and many needy school districts \\fill have difficulty issuing additional 
bonds for school construction, but may have other financing alternatives. As a result, Education and 
the NEe propose that the program be more flexible in how the federal funds can be leveraged, 

Sclrool districls~ share. In the draft legislation, $750 million of the $2.5 billion designated for the 
schoo! districts would be placed in a bonus pool to be awarded to the 20 or 30 districts whose 
proposals show the greatest need and ability to use federal funds to leverage new rehabilitation and 
constmction funds from state. local and private sources. The remaining $1.75 billion would be made 
avaiJable to tlw 100 districts on the basis ofTitle 1 allocations, but to get the money, districts \vould 
have to demonstrate that the funds would be used to leverage other funds. 

Options/or dealing with designated stale funds. There are two options for deating with the 52.5 
billion dcsign<lted for the states: J) distribute all the money by a formula based on Title 1 allocations 
(although to get the money. states would have to demonstrate that they had a program to usc the fedeml 
money to leverage other funds); or 2) distribute most of the money by formula based on the Title 1 
allocations, but set aside a bonus pool of approximately £750 million to be dis.tributed based on 
Education's dClcnnination of which state programs are most effective in leveraging the federal funds to 
benefit the most needy students outside the 100 districts, 

Sec. Riley opposes state competition (option 2) because it would generate opposition to the program 
for unduly interfering with state and local maners, and because it would put an administrative burden 
011 the states and the Department of Education that would not be cost-efficient. Sec. Rubin thinks a 
competitive p!Ogram (option 2) is better as a matter of polley and Gcne agrees, Although some <it 
Treasury arc concerned that. even with a competitive design, this progr'arn will bc vicv,'cd as a grant 
program that will not gencratc incremental spending. Gene believes that hy challcnging states and 
localities through the bonus pools to demonstrate how they will leverage Ihe limited federal funds, we 
will be able to demonstrate the impact of the progrnm on an anccdotnl and widespread basis. 

Stnte share distributed include state bonus pool Discllss 
by fNlnuln only 



THE WHITE HOUSE 


WASHINGTON 


February 26. 1997 

MEMORANDUM FOR THE PRESIIlENT 

FROM: GlcNE SPERLING 

SUlUECT: Scbool Construction Initiative 

BACKGROtJND 

On July 11, 1996. you announced an initiative designed to help local communities and states 
rebuild the nation's schoots. The goal was to spend $5 billion over four years to spur $20 billion 
in school construction spending. Since the announcement, an NEC/OMBlEducationfTrcasury 
team has been gathering further information. refining the program and drafting l~gislation. 

As announced. the initiative contained the following elements: 

• 	 The federal government would subsidize up to 50% of the interest on state or local school 
construction bonds. based on need; 

• 	 Federal funds would leverage additional spending on school construction and rehabilitation. 
not substitute for already~p!rumed spending; 

• 	 Most of the Federal money would be administered by the States, whose participation would 
be voluntary; and 

• 	 The 100- J25 school districts with the largest number of children in poverty would apply 
directly to the Department of Education for the remainder of program funds, 

In developing the initiative. the Administration made the following assumptions: 

• 	 Based on a recent GAO Report, states and localities (including school districts) undcrinvcst 
in school infmstmcmre; 

• 	 The quality of school infrastructure is reflected in learning. and higb quality, modem, 
energy-efficient schools are safer and cheaper to operate: 
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• 	 The Federal Government could provide incentives for states and localities to increase 
investment 'in school rehabilitation and construction without getting involved In state and 
local decisionS about building. repairing and financing schools; and 

• 	 Providing Federal incentives is preferable to imposing Federal regulations. 

Since July. a joint Educationffreasury \-vorking group has held three public round tables, in 
Washington. D.C., San Francisco, and New York City. It has .Iso met with the Council ofOre.t 
City Schools in Ft LauderdaJe and the National League of Cities in Washington. D.C. 
Participants in these round tables included education public interest groups, state and city school 
officials. state and local budget staff. facility plarmers. state debt issuing agencies. representatives 
from Senator Moselcy-Braun's and Representative Nita Lowey's -office. and investment bankers 
involved in toeal school financing. 

We leamed that the local school finance systems vary aCrOss the country ~- and in particular the 
degree of state invoivement varies slgnificantly; many school districts, particularly the most 
needy, wili have difficulty issuing additional bonds for school construction, but may have other 
financing aUematives that could be leveraged with federal funds; and there is no single reason for 
underinvestment in school infrastructure. 

PROGRAM OPTIONS 

The Education Department has virtually completed the draft legislation. Based upon the 
information obtained in the roundtable discussions and furth~r inter-agency discussions. the NEe 
principals believe that the program should continue to be focused on p~viding financial leverage 
for new construction and rehabilitation that communities will undertake largely with their own 
funds. However. VIC have also concluded while the original interest subsidy concept ",in work in 
many school districts. the program should be somewhat more flexible in how the federal funds 
can be leveraged. For example, purchase of bond insurance :md capitalization of bond banks 
should be allowable purposcs. 

We also believe the progra.m should incorp<)ratc a significant competitive element Frankly, 
given lhe fact that expenditures on school constructIon and rehabilitation appear to have begun to 
increase without a federal program, it will be difficuJt to show that any formula~based program of 
this magnitude, when spread around tbe country, has made a real difference, Requiring localities 
~~ and perhaps states ~- to compete for some or all of the funds, will (i) generate more efficient, 
con1tnunity~ba.sed proposals for usc of the funds~ (ii) make it more likely that the federul funds 
will indeed leverage new slnte .and local (including private) funds for school constmction; and 
(iii) distinguish this progrum from a traditional grnnt program, for which we: bdieve there is little 
enthusiasm, given budgetary constraints and politicul constra:nts relating to local control, At tbe 
same lime, we be!ieve all large high-poverty school districts should be nble to receive some 
funds, if they can demonstrate the funds will leverage new construction or rehabilitation. Tbe 
Department of Education also believes all states should receive some funds. 
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We therefore propose that the program be structured as follows: 

• 	 50% of the funds will be designated for states and 50% for the 100 school districts with the 
largest number of children in poverty. (The 100 districts have 32.8% of children in poverty, 
so a 50-50 split provides significantly more per poor child to the 100 districts than to the 
states.) 

• 	 Ofthe total of $2.5 billion designated for the 100 districts; $750 million would be placed in a 
benus pool, to be awarded by the Department of Education to the 20 to 30 districts whose 
proposals show the greatest need and demonstrate the greatest ability to use federal funds to . 
leverage new rehabilitation and construction funds from state.,iocal and private sources to 
build or reconstruct safe, accessibl~ efficient schools that serve children in communities 
most in need, The remaining $1.75 billion would be made available to the 100 districts on 
the basis of the Title I allocations, but to get the money, the districts would have to 
demonstrate that the funds would be used to leverage other funds for new construction or 
rehabilitation. 

There are two options for dealing with the $2.5 billion designated for the states (in all cases, 
states could choose to provide some of their funds to the 100 largest districts); 

• 	 Distribute all the money by a formula based on Title 1 allocations, although to get the 
money the states would have to demonstrate that they had a program to use the federal 
money to leverage other funds ~~ at the state or local level or both ~~ to increase schoo! 
construction or rehabilitation beyond the pre-program level.; and 

• 	 Distribute most of the money by formula based on the Title I allocations, but set aside a 
bonus pool ofapproximately $750 million to be distributed on the basis of the 
Department of Education's detetmination of which state programs were most effective IU 
leveraging the federal funds for new construction or rehabilitation for the most needy 
students outside of the 100 districts; 

Secretary Riley opposes any sort of state competition because it would generate significant 
opposition to the program as unduly interfering in state and locai matters" Moreover, he believes 
a competition would put a significant administrative burden on the states and thc Department of 
Education, that would not be cosr~emcient, given the size of the bonus pool. However, Secretary 
Riley thinks the bonus pool is an acceptable option ifneeded to assist in making clear the 
leveraged nature of the program. Secretary Rubin thinks a competitive program is better as a 
matter of policy, but acquicscs in Secretary Riley's political and administrative judgment Others 
at the Treasury Department are deeply concerned that this program. even with its competitive 
design. will be viewed as simply a grant program thai will not generate incrcmemnl spending, 

I understand that risk. particularly since it will be impossible to provide mathematical proof that 
this program, by itself, actually has resulted in incremental spending that would not have 
occurred othef\vlsc. However, ( also believe that, by c!lallcnging states .and localities. though the 
bonus pools. to dcnlOnstrate how they will leverage the limited federal funds to generale a grealcl' 
quanitlty of new spending for construction and rehabilitation, we will be able to demonstrate the 



- 4 ­

incremental impact of the program on an anecdotal, but wide-spread. basis. I therefore 
. recommend the bonus pool option. 

CONCLUSION 

We are poised to complete work on a well-constructed program to jump start school construction 
and rehabilitation through leverage of federal funds with state, local and private money, OUf 

con'sultations have led us toward a more flexible program that can be benefici~l to a wider range 
ofschool districts, Ifyou approve the recommendations in this memo. we will be prepared to 
complete drafting quickly and start vetting on the Hill. 

DECISION 

_ Complete drafting of program with state share behi.g distributed by formula 


Complete drafting of program witb stale bonus pool 


See me for further discussIons 




• MEMORANDUM 

To: Gene Sperling 
From: Bob Shireman 
Date: September 17, 1997 
Subject: Daschle-Gephardt School Construction 

At a meeting this evening with Bruce Reed, Ann Lewis. Mickey Ibarra, and others. it was 
suggested that our embracing the new school construction proposal might be a part ofa stratcb'Y 
for winning over the eBC on the testing issue, In addition, the VP's office has expressed interest 
in an event, where he could announce the Administration's support for the bill. 

" You may want to raise this at the senior stan-meeting, ifBruce doesn't. 

Raines apparently has a memo about Daschle-Gephardt on his desk, but has not taken any action. 

There are two issues: Whether to support Daschle-Gephardl. and when. On the first question, I 
think the answer is that we should absolutely support it (with only minor modifications). Given 
our continued commitment on the issue, we should take the opponunity to be praised for a $1.9 

• 

billion proposal rather than pilloried for moving away from our $5 billion plan. On liming, 

however, we need to cons.ider how an endorsement might affect our negotiations. on the 
appropriations bills over the next few weeks. 

Qverview of Dascble-Gepbardt 

This $1.9 billion proposal is based on the Administration's proposal. One-third ofit is 
competitive to 'tbe 100 school districts with the largest number of poor children and 25 other 
districts with extraordinary needs. The other two· thirds is distributed hy formula to States, which 
would provide it competitively to school districts. . 

The amount of $1.9 billion is based on the savings from the offset that is being used .~ closing a 
tax loophole (restructuririg tbe foreign tax credit carryover rules). The Administration is on 
record supporting closing that tax loophole. 

This bill could come up as a second-degree to the Coverdell amendment wheoever [he next 
revenue bill moves in the Senate. The Superfund legislation is one possibility. 

• 
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December 6, 1997 

MEMORAKDUM 1'01, TlIE I'RESWENT 

FllOM: 	 GENE Sl'lmLiNG 

llOll SHI REMAN 


SUBJECT: 	 School Construction 

• 

You have publicly made it clear on a number of occasions -- most recently in Chicago 
with Sen. Moseley-Braun -- thtlt you will continue to fight to get Congress to address the 
problem of lhe crumbling school infrastructure. There arc two issues on school construction that 
Heed to be considered in the context of FY 1999 Budget d~cisions: size and de~ign (spending 
versus tax), This 11lcmorandum briefly describes some of the policy and political dynamics 
around {ile question ofsize. then Inys out the pros and cons on the design issue . 

As with all of the new initiatives, we arc not asking YOll decide at this time the amount of 
money that should be dedicated to the School Construction initiative, You should keep in mind, 
however, that because of the history of this proposal. its size in the FY 1999 Budget will be a 
substantive and political decision tha.t will draw a great deal of attention, 

The OMB .passback funds the School Construction initiative at $1.9 billion -; down from 
the $5 billion th.-it was pr<;lposed last year. That matches a Daschle-Gephardt proposal developed 
in the late summer as a last-ditch effort to get a down payment on the school COl1stnlciion issue. 
The anlOllf!t W;]S based on the size of the ofTset they were ahlc 10 agree on (closing a tax 
loophoh.:). Tllere is: no question that nn initiative of thai :)i%~ wOllld not h~ Illet warmly 11)' 
supporters of a Federal investment in this aren. 

Pressures for us to re-propose a school construction initiative of aI {Ctl5t $5 billion arc 
C{l1Hlllg fron11l numhcr of quarters: 

• 	 Defining issue for 1)f'lllocrnts. Democrats see this as.: popular iniliative thal sets Ihem 
clearly apart from Republicans. Some have argued ih<lt the funding should be increased 

• 




• 

above $5 billion in order to provide morc help to suburbs. 


• 	 Urban needs. In the context ofnegotiatiolls over the voluntary national tests, School 
. Construction came up a number of times with the Black Caucus as one item that would 
demonstrate the Administration's cummitmcnt to the needs ofurixm schools. 

.. 	 Class: ,Size. Some have suggested that n school construction initiative could be tied to the 
idea of smaller chlss Si7£S. 

Obviously, a funding decision needs to be made in the context of the \.vhore budget, 
taking'into consideration proposals for child cure, smaller class size, health care, etc. If we lirc 
constmined by funds available in the five year budget window, you should keep in mind thut one 
way to accommoda1e school construction might he to strctcb it ovc)' it longer period (such as S~ 
billion over 10 years, with $3.5 bil!ion in the first live years). 

Design 

You need to decide whether we should continue to propose our School Construction 
initiative as a mandatory spending proposal or shift it to a tax credit 

• 
Spending proposal. The bill you proposed, the Partnership 10 Rebuild America's 

Schools, provided a onc-time appropriation of $5 billion for grants to States and localities to pay 
for up to one-half the interest cost ofrcpaymcnt of school conslmctlon bOllds (or an equivalent 
amount in cases whcre an alternative financing mechanism is used), One-halfof the funding 
was reserved for the 100 largest schoof districts. We estimated that the $5 billion would 
leverage $20 billion in new construction/renovalion over four years. 

• 	 The Administration biil in the House gained 116 cosponsors, including_ 
RepUblicans. A letter signed by 112 of them urges you to include the same, $5 
billion proposal in the FY 1999 Budget. 

• 	 The bill was designed to spur additional State and local effort (through a 
competitive portion of the funds) and to leverage the federal funds. It is more 
difficull to design a tax cred:t that accomplishes those goals. 

• 	 This approach is more cfficicn1 at addressing our speci fie goals than a {ax crcdil 
(tax incentives ~$socbted with bonds incvitnbly l:avc son1\: inefficiencies 
associated with them). 

• 	 The bill is. flexible, allowing for creative fundIng mechanisms such as.lcasc~ 
buybncks, helping districts that arc 110t able to floal additional bonds. 

• 	 2 
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• 	 To propose $5 billion or more, we probably will need 10 rely on closing tax 
loopholes as the offset, creating.it Htax-and~spend" scenario. 

• 	 With H tnx-sldc offset, the spcndi!~g proposal Hud the oft:~c! would IHlve to tnove 
through different commiltcc"<;, milking the plan more difficllit [0 achieve 
{cgisl<llivcl>' -- unless there is a reconciliation bilL 

• 	 While the education groups prefer the spending program in the abst,ract, they 
would prefer a tax-side approach if if means more muney could be dedicated to 
(he purpose. 

T ax proposal. As part of (he Taxpayer Relief Act of 1997, Congress. enacted a tax 
credit proposal by Rep, Rangel that includes schoo; renovallon (but not construction). The 
provision allows State and local governments to issue bonds totaling $800 million over two 
years. The Federal government essentially covers the interest on the bonds through a tax credit, 
providing the schools with an interest-free form of financing. These bonds can be used to C(Jver 
certain co~;ts of"acadcmies" that link businesses with the schools to develop a curriculum that is 
cmploymerH~orientcd (the description is'not unlike your School-to-Work program). The bond 
proceeds can be used for a variety of expenses: rehabilitation, repairs, technology, equipment, 
curriculum dcvelopment~ and teacher training. 

While supporters ofSChl101 coustmetion were pleased 10 sec Congress ratify a proposal 
Ihal. incl:Jdcd school tcllovalion, they do not sec the Rangel plan as a sufficient approach for two 
reasons: (1) its narrow focus on these school-business academies~ and (2) the broad usc of funds, 

This bond/tax credit design C(Juld be expanded 10 focus more squarely on school 
construction and renovation. and beyond the academics in the Rangel provision. For example, 
Rep, Loretta Sanchez introduced legislation in October that would use the bond mechanism to 
support school construction in overcrowded districts. We would not need to provide detailed 
specifics in the budget. We could simply say that the bond/taX credit would be extended and 
expanded to assist school districts with their school construction and renovation needs. Then we 
could work with Mr. Rangel and others on the details. 

• 	 \Ve can more casily propose a larger initiative on the lax side. 

• 	 A lax~$idc initiative will be rcvcnuc*flcutrnl, and both the program und the offsCl 
would hI; llillldlcd by the sam:.: coml1:it1ces i:1 COl!g~¢$s. 

• 	 The Senate sponsor of our School Constmction legislation -- Sen" Mose!cy~BraU:l 
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• 
-- is on the Finance Committee and would support the idea of a lUx-side arpro~lch 
that she could push there. 

• 	 We might be able 10 develop a proposal that would have the strong support ortbe 
ranking member ill the House (Mr. Rangel). 

• 	 The contentious issue ofDavls~Bacoa> which has causl.:d some rrohlc!~lS CV;,;;;) 

with some members orlllc pro-school construction cualition, hUf; not been.m 
isstle on the (ax side. 

.. 	 'fbe bondltax-credit approach is unprecedented, so we do not yet know how weI! 
it will work. 

.. 	 TIle bells and whistles that we built tnto our School Construction proposul - ­
leveraging, rewarding State investments, etc. -~ would be more difficult if not 
impossible to design and enforce in u tax-side approach. 

.. 	 TIle House sponsor of our School Constmction legislation Wv Rep. Lowey ~~ 
prefers the spending bill {hat we proposed lhil' year. 

• • Rep. Rangel is very committed to his design, and may not be willing to make the 
changes that we would want to steer this toward scbool construction and 
renovation and away from his "academics" upp:oach. There is a chance wc 
would have to part ways with him, or accept something that we do not like and 
docs not satisfy tbe constituency groups. 

views and RecQmmendations 

Treasury strongly supports a spendlng~side strategy. The tax credit approach is awkward 
and inefficient. While Treasury is making every effort to implement the RangeJ provision 
effectively. it is an unprecedented approach ~~ as would be any tax·side approach to subsidi7ing 
school construction. 

S:::crctary Riley also prefers tilt.: direct spending .aml!"();!ch. 

Secretary I-lerman heard from tbe Congressional Black Caucu:< On this issue i:) her efforts 
on F:lst Trnck. She would prefer the tax SIde hC;':~Hl:;e it would <Illow Sell. Mosdey-BnH.:n il:ld 
Rep. Rangci to champion the legislation. 

"Sperling <lnd l\.cIJd w(luld ideally prefer 10 ~tick with the your cllP';(lllly-(;c~igned 
spending proposal, but believe that we should be willing to propose a tc\,cnUe-llClItwl $7 hLliilll. 
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• 
lO~ycar ~\pproach on the lax side if necessary 10 make room for child care, health care or other 
proposals. 

Judy Winston considers either approach to be consistent with the President's lnitiative on 
Race, and with the ugcnda for the December 17 Advisory Board meeting which will include a 
discussion of raeird disparities til educational resources including fiIcilitics. 

• 
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THE WHITEHOUSE 

WASHINGTON 

February 20. 1998 

U-(l",J 
MEMORANDUM FOR TH~SIDENT ,_'i{l".,l;.~ ':t­

. 'S.!'VWL& 
FROM: GENE SPERLING {~o.s.. 

RE: NEC WEEKLY REPORT 

cc: ERSKINE Ili)WLES 

Employability COIl/ereftce in London: This weekend, I will be anending the G~7 Ministerial on 
Employability along with Secrciaries"Rubin and Herman. While the Asia crisis is expected to be 
topic number one, we expect the discussion to focus on the rigidities in the European labor 
markets and the attempts of the U.S. and England to push other countries toward more flexible 
market policies. We will stress our increases in the EITe and mimmum wnge and other ways \.\'e 
have increased incomes while stili keeping Ollr labor markets flexibte, 

Electricity Restructurinlf: The NEC has worked closely with the CEQ, EPA. and DOE this 
week to finalize options on electricity restructuring, An options memorandum is being submitted 
10 you shortly. 

Student Loan Interest Rate: Under current law, the interest rate on student loans is scheduled [0 

go dqwn by roughly one full percentage point on July I, as a result of changes made in the 1993 
budget deal. Banks and Sallie Mae have been warning for the past yenf that the loans are no: 
profitable at the lower rate (partly because it uses a 10ngeHenn instrument to Set the rate). They 
ha~ialled this a '''ticking time bomb" that will threaten student access to loans. At my request. 
Treasury has been analyzing the lenders' -claims, and will soon be rendy to issue a report, 

Treasury's anaJysis finds that the Juty 1 situation is untenable for banks over :he long tenn; 
hOll/evef', Treasury also finds that giving students an equivalent rate (but based on a short-tenn 

~ instrument) is inside the range of adequate lender returns. We ate looking into whether we can 
If hold the report until a day next week when you or the Vice President could make a brief

(' I; comment that lays out that position. (The Hill and groups are anxious to see the report, so we 

~ can't hold it very long). . 


q, - ~\ 
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School Cons/rue/ion: The Rangel legislation will be reildy for Rep. Range! to introduce next 
week. We are working clQsely with bim so that it reflects the proposal that you [;;lid out in the 
budget' He has: kindly offered 10 add Rep_ Lo\vey us his chief cosponsor, since she led the effort 

" for our bill last year. [Ii the Senate. \'-;e expect the bill !o be introduced by Sen. ;\1oseley~8raun, 
< "~\,hO is on the Finance Committee. We may .lsI.: h:rn [0 introcuce the legisla~i!Jn cn a day when 

~ ~ ou would be able to make a statement. We nrc working on bringing in a number of 
rganizations 10 broaden the groups who nrc endorSing the initiative. 

~" £tlucatlonai Tt!cllltoJogy~ This week, Tom Kalil, on our staff and sluff from the Vice 
President's office briefed over 30 Congressional s.taff(both Democrats and Republicans) on your 
FY 1999 educational technology investments and the "e~rate." Congress se"ems to be s.upportive 
of your focus on making sure that teachers can use technology effectively in the classroom, Over 
15,000 applications for the !Ie-rate" ~~ which will provide discounts of 20-90 percent to connect 
schools and libraries (0 the Internet -- have been filed from every state in the Nation. We want to 

cominue to strengthen Congressional support for the "e·rate" since long distance companies may 
add a line item to phone bills to pay for it 

Cox~Wydelt Internet Tax Freedom Act: Next week, you may be announcing your support for 
this legislation. which would put a 5-year mo.ratoriurn on new taxes that discriminate against the 
Internet and electronic COmmerce, A possible venue for this announcement could be.:u a 
conference in California organized by Robertson Stephens on information technology ~~ which 
attracts over 3,000 high-tech CEOs, venture capitalists, and financial analysts. 

Japan Economic Package: The LDP today announced economic measures that do not include 
any additional fiscal stimulus. The package consists primarily of financial stabilizati0t1 and 
deregulation measures of limited value. We are stating publicly that it is critical for Japan to take 
additional policy steps to strengthen domestic demand, and that demand-led growth in Japan 
would be an important contribution towards the economic nx:overy of other Asian nations. Bob 
Rubin will urge early, significant fiscal action in his meetings with the new Japanese Finance 
Minis~er at the London G~7 Finance Ministerial. I will reinforce that message in my meetings in 
London, as welL Our target is a possible supplemental stimulus package that Hashimoto may 
ann~ce alter the passage of his 98 budget in late March or early April. 

Looklng Ahead on Ihe IRS: Next week, Treasury and the IRS wiil begin the launch of our first 
Citizen Advocacy Panels. In total, there will be 33 citizen panets to provide taxpayers with an 
independent source -of help to resolve their problems and to monitor the practices of IRS offices. 
Bob Rubin will issue a written statement to generate print coverage and the IRS will place 
a notice in the Federal Register seeking members for the first panel, which will be in. Florida. 

On March 7th. the IRS ~11 open its offices on Saturday- for the first time during filing season. 
The Vice President may conduct an event around this first Saturday of "problem prevention 
days," in conjunction with the-release of the final NPR report on IRS customer service. 
We will initiate a renewed push that week for the Senate 10 pass iRS refonTI, 
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Budget Response: Frank Raines and I arc placing a letter to the editor in the New York Times in 
response to an op-cd this week by John Cogan, a former Republican OMS official. Cogan made 
several false assertions about our budget. Their main assertion we are rebutting is that we spend 
some of the surplus. But we point out. that over 5 years. "Ye are actually adding $800 miHion in 
budget savings to the surplus. 

Kelly Air Force Base: Boeing today announced plans to establish a major center for lhe 
r.:aintenance of large aircraft at Kelly Air Force Base in San Antonio. Boeing expects to hire 850 
tel1y workers over the first 18 months ofoptl'ation. and as many as 1,500 workers eventuaHy, 

oday's announcement came after weeks ofnegotiation between Boeing and the community, and 
ef1ectcd considerable effort by DoD and other federal agencies. At the NEe's request, Phil 
!ngerman, the head of Commerce's Economic Development Administration. participated in the 

event and lite Vice President and the Acting Secretary of the Air Force both issued statements. 

Reg Reform Legislation: Once again, there is interest on the Hill in regulatory reform 
legislation. Senators Levin and Thompson have coauthored a bill that is somewhat responsive to 
many of our concerns with earlier reg refonn efforts. but there are important issues that are still 
unresolved to the agen"cics' satisfaction. Sally Katzen convened a deputies~ievel meeting this 
week to sort out the substance and the politics, and we -will have a recommendation for an 
Administration position shortly. We. have prepared Qs and As for you in case you are asked 
about this by the Governors this weekend. 


