June 26, 1996

MEMORANDUM FOR THE PRESIDENT
FROM: LAURA D’ANDREA TYSON

SUBJECT: Potential Administration schosl constructien/repair initiative

In response to your request to consider ways in which the Administration might respond to the
signtficant need across the country for school repair and construction, your economic team
digcussed 2 wide range of alternatives and has developed five options for your consideration:

1. No Action oo School Construction. Take no action directly on school construction or
repair, continuing instead to emphasize cuwrriculum reform and suppert for educational
technology.

2. Cha]ienge Grants. Make challenge grants to state bond banks or revelving loan funds to
provide insurance or a credit subsidy to state or local bonds for school censtruczmn or
renovation,

3. Credit Subsidy for Specified Purposes. 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 subsxiy for
incremental expenditures on school construction or repair.

5. Technical Assistance. Provide a range of federal technical assistance services io enable
local jurisdictions to more efficiently meet their school construction and repair needs.

Nafure of the Problem:

According to the General Accounting Office, roughly one-third of the nation’s 80,000
clementary and secondary public schools need extensive repair or replacement. The GAQ
estimates that bringing the nation’s schools into "good overall condition” -- after which they
would require only routine maintenance or minor repair -- would cost 3112 bilijon.  Of this
amount, roughly %511 billion would he needed to comply with Federal mandates (principaily 1o
remove hazardous substances ‘such a3 asbestos and to make schools accessible to all students).
While schools 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 prnimary and secondary
school structures averages about $20 billion per year. -



in addition to demands for repair and replacement. public schools will need to accommodate
sharp growth in primary and secondary school enroliment over the next decade. Between 1993
and 2006, for example, public K-8 envollment in New Mexico, Arizona, California, Nevada,
Washington, and Oregon is expected to increase between 15 and 30 percent.  For grades 9-12,
enroliment is gxpected 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 cstimates 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 1o questions about school "needs.” 1n addition, they
fail to consider the extent to which those schools that are in bad condition are still needed;
some deterforating schools have enrollments far below capacity and should be closed through
district consolidations, In addition, the data refleet the problem at a single point 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 school buildings are
necessary to create an environment for leamning, the academic evidence linking educational
infrastructure to student performance 18 tenuous at best.

Historically, the Federal government has provided only limited funding for schoal infrastructure
expenditures, and then mostly to defray part of the costs imposed by Federal regulations. In
1994, Congrass broadened the federal role and appropriated $100 million for repair, renovation,
alteration, or construction of local schools in FY93, The Administration’s FY% Budget in
February proposed rescinding these funds, arguing that "current fiscal constrainis 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 $35
million for FY95 and FY96 for schools in EZ/ECs. The final appropriations bill rescinded the
entire FY93 funding, and no funds were appropriated for FY96,

To date, your call 1o 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 choice among public schools.
These initiatives have included the defining of higher standards, Goals 2000, and Title 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 school construction might make it
more difficult to fund your existing education priorities,

Below are the five opticns developed by an interagency working group and considered by the
NEC principals.



QOption 1. Take no action on school construction or repair, continuing instead to

emphasize currieulum reform and support for educational technology.

Pros:

L]

School construction has traditionally been z local issue, as well as the subject of difficult
statelocal 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 “solve,” or even make a major dent In; taking it on could mauke it
our problem, rather than that of the states and localities,

Taking on the issue could reduce local incentives 1o ke action if local school districts
and voters think the federal government will come to the rescue,

To spend limited federal dollars while taking credit for large local expenditures requires
using a credit subsidy. Some feel that credit subsidies are inherently difficult 1o target
toward ineremental expenditures rather than on bond issues that either (i) wonld have
been made anyway or (ii} substitute for other expenditures.

Federal involvement might increase local costs, for exampie by subjecting school
construction to Davis-Bacon.

Some might criticize us for taking on another infrastructure issue when there are unmet
infrastructure needs in areas more traditionally the province of the federal government,
Some might 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 districts, It would likely receive significant national and
local attention -- based on coverage of the GAQ report.

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

While local choice in the sense of voting down bond issues may be the reason for some
of the shortfall, in many other cases -~ particularly in central cities and poor rural
communities - cashestrapped communities have been forced to spend money on mate
immediate priorities, including teachers and books,

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

As funds for infrastructure are tight, it is logical to target expenditures to our highest
priority -- education.

Option 2. Make chalienge grants to state bond banks fe be used to provide insurance

or credit subsidy to state or local bonds for schosl construction or
renovation.

Under this option, the federal government would challenge states to establish or use state bond
banks and revolving loan funds to assist localities in consiruction, renovation and repair of
elementary and secondary school facilities. States would be expected to use the money o
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movide credit assistance to local 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.

Pras:

Builds on our successful experience with the Clean Water State Revolving Fund and the
pilot state infrastructure banks, ‘

Maintains central role of slate 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 local level,
Challenge gramt structure encourages states and localities to focus on our priorities, and
may have positive impact ¢ven in states that do not get grants.

S;{.)!}Si
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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 states have appropriate bodies, and many of the others will not
create them for philosophical reasons: they believe this is a local function.

Makes federal initiative totally dependent on states for implementation, which (i} may
not please local governments, (i} may mean the needigst districts wiil not benefit; and
(itf) 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 full costs of these "mandates.”

Potential Cost: One model of this proposal would cost $200 million per yzar, leveraging
$800 million of construction. This is based on 20 grants of $10 million per year for 10
vears, costing $200 miilion s vear and $1.2 billion over six years, We estimate the
maximum state leverage to be 4:1, or $800 million of construction annually, $4.8 billion
OVer $iX vears.

Option 3.  Provide a federal credit subsidy for bends issued for a specified and limited

set of school renovation purposes,

Uinder 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; (3) impact on pupil performance (e.g., technology);, (i)
particular federal interest, such as environmental protection, energy efficiency or security; or
{111} reducing hurdles to local financing atiributable to items such as asbestos removal or
disability access.



Pras:

«  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 schoo! 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 for 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-first-served, state choice, need?

» The entire 10-year subsidy siream must be scored in the year of commitment on the
mandlatory side of the budget.

Potential Cost: One maodel of this proposal would cost 3400 million per year, subsidizing
$8.5 billion in bonds. This is based on a 4.7% credit subsidy rate for a 10-year bond at 100
basis points.

Option 4, Provide a federal credit subsidy for incremental expenditures on
school construction or repsir.

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

Pros:

+  Subsidy would be broadly availahie for a full range of needs -- including new
construction.

»  Program’s cost is reduced by not subsidizing the approximately 320 billion in bonds
currently issued annually for school construction and renovation.

«  Avopids charge of federal interference in local school priorities.

= Allows Administration to state that spending would only cceur to the extent that
additional school construction would oceur,

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. {Ilinois and
Florida, and possibly California, would be disadvantaged under an incremental proposal.)

i
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+  After-the-fact state pass-through to localities could be very difficult to relate to any
federal priarity; large cities in panticular are likely to assert they wilt be short-changed.

*  Unless the program is capped, the expense may far outstrip estimates.

+  Some portion of the increase above the base level of expenditures is likely to be related
to increases that would have occurred without the federal subsidy.

Potential Cost: One model of this proposal would cost approxintately $460 million, :
subsidizing $5 billion of incremental bonds annually. This is based on a credit subsidy rate
of approximately 10.4% for 30-yvear bonds, and 7.9% for 20~year bonds, and assumes that
the incremental $5 billion is split event between the two maturitics, One could provide a
higher interest subsidy -- 200 basis points or more -- to fund $5 billion a year for a specific
four-year period, but it would require significamt offsets during this four-vear period,

Option 8. Provide a range of federal technical assistance services to enable local
jorisdictions te more efficiently meet their school construction and repair
needs.

Forms of technical assistance could include:

»  Conducting a targeted information campaign that focuses on how the Administration’s
Technology Literacy Challenge effort is assisting schools to defray some of the costs
assoctated with introducing technology into their buildings;

+  Using the buliy pulpit to promote voluntary efforts {e.g., Netlhays, nationwide national
school repair days, working with the National Guard, promoting local
school/community/business partnerships) to build community support for and
involvement in schoo!l renovation and comstruction;

« Establishing a Technical Support Clearinghouse to provide information about how other
schools and school districts have met their infrastructure needs, including assistance in
areas such as architecture, multiple use, financing, cnergy efficiency, and using pollution
sontrof markets,  This could also include an excess property information service.
Caliing a national meeting of local and state officials to look for ideas 1o deal with this
emerging national challenge.

*

o
&

5
Gives additional impetus to the Technology Literacy Challenge and ties state and local
infrastructure sfforts to the broader education agenda.
Consistent with other Administration education and reinvention efforts in that it focuses
on (1) lowering the cost of geding good information so communities can help themselves
and {it) building community partnerships.

» If real 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 matiers.
»  Should be relatively inexpensive.

*

-



{.ons:

«  Might be viewed #s a very small response to what we will be agreeing is a maior
problem.

= Particularly with respect to school construction and financing, involves areas in which
the federal government traditionally has had limited experience; our ability to provide
high quality, credible technical assistance may be limited.

»  We may be spreading both our own organizational capabilities and the interest of pur
partners in educational technology too thin by adding this component {0 our NetDay and

21st Century Teacher Training kickoff,

Cost: Negligible,



June 28, 1996

MEMORANDUM TO LAURA TYSON

Gene Sperling

School Construction Options

Below is a quick summary of the thuee 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 willing (o spend, Attached is a more detailed explanation of the
three options that Ellen Seidman drafted and Peter Orszag contributed to along with the
Department of Education,

All three models assume the following characteristics:

® Leverage Additional School Construction: Regardiess 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,

o Ensure Large Cities are Not Exciuded: Each model is designed to ensure
that the large citics where some of the greatest need arises are not excluded
either by the selection process or a Governor of a different political party,

® Ope-Time Jump Start: All of the proposals assume a four to five year
ene~time expenditure 1o help states and localitics begin to face their
construction needs. In each proposal, there would be a limited amount of
funds that wouid be drawn down by states or appiicants who met the set
criteria,

o Credit Subsidy: All three of the options assume that a ¢redit subsidy will be
the vehicle for lcveraging new construction. A credit subsidy ensures that the
applicant is taking responsibility; they must vote to borrow and repay funds,
and we help make doemg the right thing eagier. Rather than voters being
encouraged 0 vole against a bond 1ssuc because the federal government is
providing funds, the federal assistance provides an incentive to pass a school
construction bond issue,



WHO IS THE DIRECT RECIFIENT OF FEDERAL DOLLARS? THREE MODELS:

The main issue still in question is who the federal government should directly provide the
assistance 10: the states, local cducation disiricts, or a2 hybrid.

Model 1. STATE 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 allews for staic and local control of the
allocation of school construction dollars. [t also avoids criticism —~ however unfair ——
that the Department of Education would not be able to administer such a complicated
program with thousands of individual applicants. 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 formula it puts most of the program in the hands of govemors
who may be hostile to the program simply because it is proposed by the President.

Model 2. DIRECT APPLICATION TO THE FEDERAL GOVERNMENT: Under
this model, thousands of applicants would be able to apply directly to the Department
of Education for funding. The advantage here iz that the Mayors and superintendents
who wouid 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
official went they could speak directly to the people of that town and say that if you
do the right thing on school construction, we will be vour partner. The downside as
mentioned above, s thai this might look 1o 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
Eduecation a greater target -~ though they strongly support this option if we are going
to do a proposal. Direct applications would allow closer review of individual

meritorious projects, but would make an overall incremental standard very difficalt to
gevelop.

Model 3. HYBRID: Under this proposal, the top 100 largest school districts
{enrollment over 40,000} would apply to the federal Department of Bducation for
credit subsidy asgistance. The Department of Education would set sside some amount
of funds (perbaps about 25%~35% of the funds) for large city applicants; these cities
make up about 25% of national enrollment. The rest of the funds would go 1o states
who would then have the discretion 10 give out oredit subsidics to smaller
communities who met the given criteria. The advantage of this proposal is that big~
city mayors would not feel dependent on potentiaily hostile governors o gel their
funds, while the overall program would still 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.



SCHOOL CONSTRUCTION OPTIONS

Option 1. Challenge grants te states with limited reguired pass-through.

For a three-to-five year period, states would be eligible 10 receive fands 1o provide credit
enhancement for state or Jocal bond issues whose proceeds are (¢ be used for school
construction of major renovation in an average annual amount in excess of the aver
amount spent by the state and by loeal jurisdictions in that state for construction or mazcr
renovation during the prior five vears, At the beginning of the program, an amount
determined by the proportion of the nation’s K«12 public school enroliment in each state
would be set aside for that state. A state could apply 1o the Department of Education to draw
down the money at any {ime during the period, and could draw it down over a number of
years or all at once.

To receive the funds ser aside for the state, the state would have o demongstrate that:

* The funds received would be used to credit-enbance state and local bonds for
incremental school construction and renovation financing; and

. No fess than an amount determined by 1.25' times the proportion of students in
the three urban distriets 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 mcrcmenia} expcndtmms for schoo! construction and

renovation, if those dis e the funds for that purpose.

If by the third vear 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 number of enrolled students from
familics below the poverty level and the three non-metro school districts with the highest
poverty level could apply directly to the Department of Education for funds.

Pros:

» Using the states as the primary vehitle to decide how to allocate funds, (i)
mintmizes federal interference in what bhas traditionally been a state and local
function; (ii) places responsibility for choosing among school districts on the
state; and {i1) reduces federal administrative burden. Currently, the 40 states
involved in school construction and renovation financing provide only about
20% of funds spent for this purpose. Providing federal funds through states
may encourage them to do more,

. The pass-through ensures that areas with greatest need, including in panicular
farge cities, will be funded.
* The focus on incremental expenditures increases the likelihood that the funds

will in fact reduce the backlog of needs.

' This multipie s illustrative. It is meant to deal with the fact -- recognized by GAD -- that poor

schooi districts are ofien more needy than would be tndicated simply by their proportion of earclled stadents,
even enyoiled poor students. This is in pant beesuse cash flow problems over many years have generated
large deferred maintenance backlogs. However, the choice of 1.25 in this memo is illustrative and the multiple
ultimately chosen wouid have w be justified.



Cons:

Optien 2.

Particularly for jurisdictions not benefitting from the pass-through, there might
be serious concemn whether states would distribute money o districts most in
need, (For example, in Ohio, Cleveland, Cincinnati, and Columbus would
probably benefit from the pass-through, but Toledo, Dayvion and Youngstown
would not.}

This pass-through is quite prescriptive, and its intent obvious,

Between & and 10 states, including Hlinots and Oregon, are not involved in
school comstruction financing at all.  An additional 10 states do not have bond
banks which is probably the most efficient way of accessing this program.

It will be very hard to construct a grant program in which the graniee 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 by a non-education
program cut to avoid a major hit to an already tight education appropriation.

Capped credit enhaae;:mmg to siates and to school districts.

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 amount in excess of the annual average
expenditure of the state or district for these functions in the prior five yewrs. A state or district
could apply to receive the fumds over a period of years, or in a single vear. 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 determined by the applicants’
need and financtal capacity.

School districts and states applying to receive funds would be evaluated on the {ollowing

criteria

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

Limited financial capacity 1o respond to the needs; and
A showing that the funds would be efficiently used to raise additional funds to
make incremental expenditurgs on construction and major renovation.

Makes it much more likely that the program will get funds o neediest districts
and that 1t will be perceived, ex ante, as doing so.

Focuses on incremental expenditures, increasing the likelihood that funds will in
fact roduce the backlog of needs.

Regquiring use of credit enhancement ensures the funds will be leveraged and
applying jurisdictions will be required to show interest. including voting for
bond issues, fo get the funds.

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

Easier 1o put this type of program on the mandatory side of the budget, reducing
pressure on educalion appropriations.



{ons:

. May be perceived as undue federal interference in a local funciion, and criteria
may be challenged as "more federal red tape.”
. Makes the federal government responsible for choosing winners and losers.

. May be difficuit -~ especially in small districts - to determine if local
spending on school construction and renovation is inctemental, 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
cap.

» Some digiricts, particularly those who are severely cash- or bonding capacity-

strapped, would find it difficult to use a credit subsidy rather than a direct
construction prant.

. 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
assigtance being provided directly to localities. However, it differs from the
rescinded program because it is a credit program and not & grant program.

Option 3. A hvbrid program of direct funding for credit enhancements for large
school districts and state administration of program for small districts,

For a thres-to-five vear 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 expenditires. The total amount available for these districts would be capped
at an amount determined by 1.23 times the proportion of students enrolied in public schogls In
those districts compared to all students enrolled nationwide. Remaining funds for the program
would be set aside for states to use for credit enhancement of smaller school districts’
incremenial school construction andfor major renovation expenditures. States would be
gligible to receive the funds in proportion to public school enrollment in each state {outside
the {00 largest national districts) compared to nationwide enrollment, The criteria for district
receipt of funds would be as described in option 2; the criteria for state receipt of funds weuld
be as described n option 1 {although the large district pass-through would not be required).

Pros;

. 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 jess
likely to be a problem, and Department of Education admunistrative burden.

. Keeps program for small communities at state level, where they are better
known and more comfortable.

» Bifurcation similar 1o 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.



May appear excessively complicated and designed 1o 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 communities in the 8 to {0 states which do not participate in
school financing. These include states with a large number of rural districts,
such as lowa, Louisiana and Nebraska.



THE WHITE HOUSE
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 government 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
homeowners, 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,
[ 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 concemns 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.

[. CONCERNS ABOUT EFFECTIVENESS

L 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 Start, or on
student loans, or on teacher computer training? One possibility, described in the
attached preliminary proposai. would be a federal commitment to set a new standard
of two vears of preschool for all children, starting with adequate funding so that all
eligible children could attend at least one full year of Head Start, a program with a



proven track record. Your advisers would be happy to develop this proposal further
if you are interested.

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 responstbility for financing school
construction by voting to borrow and repay funds. Several of your advisers are
concerned, however, that federal support for educational infrastructure would simply
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 if it is applied at the state level,
Al this level, we can try to focus on a federal subsidy for incremental expenditures
aver and above the average annual amount spent on school construction in the state
dunng some previous period. Bul it is nearly impossible 1o apply an incremental
approsch at the local level because it would simply disadvantage districts that have
financed high leveis of construction in recent years and because the timing and
amount of school bond issues can be guite 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 o take the form
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 with any certainty how much construction would occur anyway,
and very difficull 0 design an incremental plan 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 additiomal construction financing rather than
substituting for state/local financing that would have otherwise ccourred. At the
very least, a federal program to subsidize educational infrastructive will be subject to
a fair amount of criticism on this ground.

How To Target and Who Should Do it? States and local school districts have
very differemt school construction needs and financing capabilities. [deally, one
would want to concentrate scarce federal dollars on where the needs are greatest, the
capabilities are the meost restricted, and the additional infrastructure spending would
have the greatest impact on educational performance. Targeting federal dollars to
districts on the basis of incomie and demographic characteristics and/or mrgeting
federal dollars for repair rather than construction or for classroom space rather than
gymnasium space might be reasonable approaches. But this kind of detiled targeting
would require that the federal government have the ability to evsluate and adjudicate
among requests from thousands of local school districts,  Moreover, it 15 by ne

[



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

In light of these difficuities, your advisers have developed a hybrid approach that
would channei some of the federal suppart to the states, which in tum would have
the task of dividing it among local school districts, and would channef the remainder
of the funds for allocation by the Departmment of Education to the largest--and most
of the neediest--school districts in the country. An alternative approach, favored by
the Department of Education, would have all of the federal money allocated by the

+ Department but would limit such money 0 school repair projects or projects
necessary to meet environmental or technology goals or other federal priorities. The
third option would be, as mentioned above, to simply give the funding to the siates
to allocate -- either at their discretion or consistent with federal targets.

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

1. School construction has traditionally been a local government issue in which
the federal government has not been invelved, [t is also often an intensely
charged political issue at the focal level. As the Secretary of Education said
at one of our meetings, the federal government shouid avoid being thrown
into the briar patch of local politics over school construction.

2. A mew federal program in this area, especially one which is financed by
revenue-raisers, could be fairly characterized as a traditional big.-government,
tax and spend approach.

3 In 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 infrastrueture program could be seen as
aking a more targeted approach to meeting vour infrastructure goals. On the
other hand, z new infrastructure initiative in a new area might focus criticism
on our failure 1o deliver on an earlier commitment and could be greeted with
skepticism.

4, While a $5 billion program could increase yearly spending on construction by
a sizable percentage for a year or two - if we are actually able to leverage
et incremental spending - a federal infrastructure program of about 35
billion is not likely to sound like much compared to an estimated price tag of
$112 billion o bring the nation’s schools imo goad overall conditions. Will
a new program make the federal government responsible for the solution o a2
problem which it cannot solve because it does not have adequate resources?



5. A federal program to support local school construction could raise concerns
about federal government interference in local school decision-making, which
‘is a hot-button issue with many right-wing groups. Targeting federal support
would likely apggravate such concerns.

Twao Afiscﬁmmts:

Two Years of Pre-Schesl:  This is an alternative proposal to spur two years of pre-
schiool -- with the federal contribution coming through expanded Head Start and
possibly parenting education.

Offset 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 announce over the summer. Leon and the economic team both feel
that it is important for you need to review the entire list of options so that you have
a sense of the difficulties 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 the other
options, Bob Rubin feels we must also calculate the degree to which 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,
vet Leon fears that this might trigger the type of reaction that took place with the
fuxury boat tax. There is also an apparently painiess Federal Reserve option, but it
is not clear it would score, and many feel that 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 national standard: all young children wouid go
to quality pre-school for two years.

The President's vision for the nation: every child should have two years of pre-
schooi: every young person two years of college.

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

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

Chalienge parents to use their $500 tax credit to heip them ger their children
quality pre-school education. |

Challenge 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 Inpitiative: 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 be two
years of pre-school for all children, we could take a huge step by ensuing that
ali children get at least one year of Head Start —— by doubling the number of
Head Start recipients from 750,000 to 1.5 million by the year 2002.

Head Start 0-3: A new Clinton initiative has been Head Start for 0-3.
Currently, we spend only $140 miilion 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 start, and more poor working mothers will find it
easier to be both parents and workers.



Offsets:

Parents as First Teachers: Building off the bipartisan efforts of Hilary
Clinton, 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 first teacher —
a concept Barbara Bush also promoted.

No Trade-off Beiween Young and Old: Many have stated that the only way
we can properly invest in the young is by forcing a trade—off between childrens
programs and harsh cuts to Medicare, That is not 5o, This proposal shows that
by cufting unnecessary subsidies in the budget we can heip make two years of
pre-school education 2 new national norm without gutting Medicare or Social
Security.
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POTENTIAL OFFSETS - SUMMARY
{in billions of dollars)
B-Year
Category. 1 Savings
‘;J

Limit avaliability of tax deferral for controlled foreign corporations (CFCS).......oiimivinnine 5.0
Replace sales source rules with activity based Tule . ... e e 4.0
Tighten the substantial understatement penaiiy 0.2
Deny dividends-received deduction (DRD} for portfolio preferred S0CK. .o g2
Impase aviation fees on COrPOrate OWNE JEIS. ...t et a e anaa e 1.8
Limit annual investment in annuities with tax deferrals...........coovv 1.3
Require 1he Federal Reserve o transfer surplus reserve holdings to Treasuny. ..o, 1.7
Frorate reduction in percentage depletion benellls. ..t 3.0
Repeal tax exemption for large credit URHOMIS .o ovoese e oo se s eeme s eees oo 2.4

TOIAL, CBIBOOIY Tt iiiiiiriereriiurerarare e cere e e aearersrsraabesesars e st runmeresesabresan 15.6
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offsetsu

POTENTIAL OFFSETS - SUMMARY
{in billions of doliars)

§-Year

Category 2 Savings
Auction digital BroadCast SPEOIIUM ... ..o it a e taae raeasescacesreeavearserrvsssevsaavssranas 12.6
REAUCE F OO DEMEIIS. .. e et ettt e ee et ne et e r e bt ataaan 2.5
Apply the lower tax brackels {0 income excluded by Americans working abroad (secton 811)......... 1.2
Disaliow deduction for certain enlertainment expensgs. ..t 1.3
Impose & cost of capitail offset fee for Fannie Mae and Freddie Mac........ooiiimnnnnc... 4.2
Double flood INSUrANCE PIEIMIUITIS. .. ... et ba i creereirbereae it ns 2 2 asaeesmsaann e eeeeasesseees 1.1
Repeal deductibility of advertising costs for fobacco and hard BQUOr...........c.ooovoviriivoveneie e, 3.0
Sell three power markeling adminiSlalION. ... ettt v va v vn vt e e aaaean 1.8

TOIBL CBIEGOIY 2. e iiiiie i s e e tin e es o ees e e va st s s amas e e ns et e ssneebes 27.7

Category 3

Begin deeming sponsor's income to determine eligibility for Medicaid for legal immigranis. ... 1.5
Require amortization of exploration and development costs............... ST R O UUUPRIOUOUOTOPTORUUURPRIN 3.0
Require capitalization of multi-period fimber growing Costs...........ov v 3.6
&%paaﬁ current .25 percent gambling excise {ax to casino games, bingo, Keno, eft...........coconn 4.0
Phase-out the dependent care credit for AGE$80,000-3100,000...........oiivivorin e rnnanrenenes 1.0
IMPOse INlANG WALEIWAYS USET 8BS, ...t er et avs e e e araerses e eamsnestenseererenrnssentns 2.5

LG L 4- 1 T=Ys T AV SO SRRSO RSOOSR SRURUUSRURRRURSINN 158
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Potential Offsets 07/05/98
(in billions of dollars) {18:40 PM
6-year
sayings
Category |
Limit availability of tax deferral for controlled foreign corporalions............coo i i e 5.0

Under the conlrolied foreign corporation {"LEC”) rules of the Internal Revenue Code, U.S8. shareholders of
CFCs are treated as receiving an annual distribution of their pro rata share of the 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 services activities.

Under current law, shareholders of a CFC are permitied 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 £ earnings and profits.  This proposal would reduce the extent o which foreign tax holidays or -
other incentives could diston the allccation of capital between 11.8. and {foreign investment.

The proposal will be strenucusly opposed by U.5.-based mullinationals on the grounds that it would harm
their ability to compete against foreign-based multinationals conducting the same operations in the same
foreign countries. International competitiveness, however, is based less on the applicable rules of
international taxation than it is on non-ax issues such as the cost of capital, the use of advanced
technology, and the level of education and training in the labor force. -

Replace sales source rules with 8CHVIY-DASEA TUIB.... ......ocoiie oo e se st ebaecreesmrastrar e vee oo asssesn s rereee 4.0

Currently, exporters that have excess foreign tax credits can take advantage of a safe harbor rule that
parmits themn to treat 50 percent of their foreign sales as foreign source income, when in fact the actual
percentage of foreign source income is much fower. In proposing the tuition {ax credit, the Administration
proposed reducing this safe harbor from 50 percent {0 25 percent. '

in fact, no sale harbor is appropriate; rather, the sales income should be sourced according to where the
gconemic activity ocours that produces the income. Accordingly, this proposat would completely eliminate
the fixed-percentage safe harbor with an aclivity-based test.

This proposal will be opposed by .8 -based multinationals that both conduct high-taxed foreign operations
and export preducts from the United States. The Administration believes ihat export benefits should apply
in a neutral manner to all exporers, ralher than provide special benefits to only those exporters that also
have excess foreign tax credits generajed by other foreign operations.



Impose aviation fees On COTPOTatE-OWITET JBES. ... .o eriaese s ot ttassaar s e s s e e mra bt nassarasesabsr s asnensan sese o s iead 1.8

Currently, mosi of the reveénues derived from aviation i3 from the licke! tax. In addition to fuel excise faxes
of 15-17.5 cents per gallon, fees of § 5 per aircraft are paid by general aviation {(small private aircrafl). To
better reflect the cost of the services provided by the FAA {as well as air traffic control services provided by
the Defense Depanment) to these users, the fees paid currently could be expanded or increased. In
particular, additional fees should be imposed on corporale-owned jels.

The proposal targels principally large businesses, who rmight argue that they are being unfairly singlad.out
for additional charges. Opponents would fikely describe it as a job killer.

LMl annual Investmen By SnNLIES Wilh X Q@I aIS L it e et cr e ees s s o ee e e me bt re e esrsrera e re e renenrs 1.3

Deferred annuities are a tax-favored invesiment because the "inside buildup” of investment earaings 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 contributions of more than $50,000 ($100,000 for rarried
taxpayers filing jointly) made to tax-deferred annuities during the taxable year. (A similar tax already
apphies 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 this p{égasal would
make inroads into taxing currently exempt inside buildup in insurance products generally.

Require the Federal Reserve fo transfer its surplus reserve account holdings to the Treasuny .. 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 account™ to insulate it from risk of loss in intemational currency and other monetary transactions.

Congress has directed CBO, in recent budget resclutions, not to score any savings from legislation that
required fransfer of these surplus eamings.  In addition, the proposal wouk! be viewed as a girmmick
because additional Fed payments now would be offset by lower Fed payments later.

Prorate reductions in percentage depletion allOWANCE. . ... reicertin e e s s cvsssbnesseasssararvornsseos 3.0

Currently, certain producers of natural resources may deduct a portion of their sales proceeds, regardless
of their invesimen! in the property. The proposal would reduce this fax subsidy. Producers, particularly
independent il and gas producers, will be hit hardes!. They will argue that this subsidy is an imporant
‘inr;enti;re for domestic exploration and development, enhancing our energy security and keeping product
prices low,



Repeal tax exempion for JArGE Credif UnlONS ... o ettty rav e e reesar e e sesnsaeaat tatss s en e renaenenn s 2.4

Currently, credit unions are exempt from tax, even though they are virtually indistinguishable from a bank or
thrift. The tax exemption for credit unions with assets of more than $100 million would be repealed. The
proposal would subject such credit unions o {ax under the rules that apply to large commercial banks.,

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

Tighten the substantial BnderstatemMeEnd PENARY........... i ot ie v os o st v etestsemsmrn o enasamneasnsnsnssesesmaneyanes 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
relurn. For this purpose, substantial is defined as 10 percent of the taxpayer's total current tax liability,
which for very large corporate 1axpayers can be a very sizable amount,

This ability to comiortably avoid any penalties on aggressive positions with quite substantial potential
hiabilities at risk has led many large corporations o take very aggressive positions with large amounts at
stake, in effec! playing the audit loflery 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 subsiandial.

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

Deny dividends-received deduction (2RD) for portfolio prefermed s1oek....ooiivovc e s e 02

Currently, corporate halders of stock in other corporations generally are entitied to deduct at least 70
percent of any dividends received on that stock. The Administration's FY 1997 Budget proposed to reduce
this deduction {0 &0 percent in the case of portflio stock. Passive siock invesiments that have priority

over the common shareholders, however, arguably are indistinguishable from other passive, non-stock
invesiments (for example, corporate debt). Accordingly, the praposal would eliminate the DRD 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 dividends are not deductible by the paying
corporation, the proposal results in multiple taxation of the same income.



Category Ul
ALCHON CGH A DIOAUCBSE SPBCIIUIT . . oo e et st e e ee e s i i as s mae s s s nam s e o nenate ks s 2o n s marmamm emene ey nn s e s arannnr 12.5

This proposal would auction the portion of the spectrum that was to be used for broadcasting digital TV,
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 nex( two years.

While this proposai makes broadcasters pay for a very valuable public resource, there wouid be vehement
opposition from many members of Congress - especially those from rural areas, the broadcasters |, the

public and the companies developing technology for digital TV.

While this proposal makes broadcasters pay for a very vaiuable Pubiie resource, there would be vehement
opposition from many members of Congress - especially those from rural areas, the broadcasters |, the
public and the companies developing technology for digital TV. The American firms spending billions on
digital TV R&D would feel that they no longer have a guaranteed market for their product,

UG T BN IS, o ittt et et ettt s ot tas st me e e e e e et e o e e et e e o2 st e e e r ey er et e ey 2.5

There are two p:incfgai export tax incentives, the foreign sales corporation (FSC) provisions and the "sales
source” rules. The Administration 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 1o the amount of
additional exports created. Accordingly, the FSC benefits would be reduced by 20 percent. However, we
recently proposed expanding FSC to cover software. 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 present law applies to income that otherwise wouid be taxed at
the taxpayer's highest marginal rate. Thus, taxable {non-excluded) income drops into the lowest brackets
and is taxed at lower rales.

To more equitably {ax U.S. persons who elect the foreigh earned income exclusion, one could apply the
lower brackets (o currently excluded income and tax any additional income beyond the income eligible for
the exclusion at the higher rate brackets thal would apply if the excluded income were not excluded. A
similar proposal was floated in early January during the budget negotiations and was met with strong
opposition, including direct responses from affected workers.



They argue the incentive is necessary 1o allow America te compete in overseas hardship ports. The main
affect is on the wages the multi-nationals have to pay their workers, which would increase without the tax
exemplion,

Disallow deduction for centain enterlainment @XDeNBES ... .t ee e e e e ne s e neer s rnaborree 1.3

Na deduction would be allowed for the cost of lickels o enterfainment events, including sporting events,
concerts, theater, and other gerfarmarzms, or for the cost of renting a skybox or other private juxury box
(regardless of the period of the rental). The current exception for certain charitable sporls events would still
apply {so those costs would remain fully deductible).

The proposal will likely be strangly opposed by a wide range of constituencies, since it affects performing
arts, sporting events, and other entertainment. The opposition likely will argue that the premise is incorrect
that business-related activilies do not occur at these events. However, while there is the ability to conduct
some amount of business aclivity at these events, it is generally nominal.

tmpose a cost of capital offsel fee for Fannie Mae and Freddie MaC. ... e aes e rene s 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 Government
sponscred enderprises (CSEs) probably saves them more than 30 basis points on the long-term debt that
they issue, and about § basis poinis on the morigage-backed securities they guaraniee. Yet they do not
pay the Government a fee or any other compensation for the reduced cost of capital they enjoy because

of their status as GSEs.

imposing an offset fee equal o one-half of the savings they derive from their Federai affiliation would raise
$4.2 billion over 6 years. initiadly the fee would reduce the GSEs' earnings, but the fee could also raise
interesl rates on mortgages with a face value below §200,000. {f the entire fee were passed on, home
buyers could face interest rates that were up {o 0.1 percentage points higher.

Critics would call this a tax on homeownership, although CBO would likely score it as a fee rather than a
revenue increase. HUL and Treasury are currently considering whether to recommend privalizing these
GSEs or imposing these types of fees. If they were privatized one could no longer apply the fee. i
appears likely their reports will recommend against grivalizing or imposing these fees.



Do!:e flood INSUTANCE PIEMILUMIS......coi et e et e nen [ USROS OO RR SO SUNUUPON

Doubling flond insurance premiums would reduce the Federal Subsidy by 50%. This proposal, which is
assumed in the FY 1097 Budget Resolution, will be opposed by FEMA, Congressional delegations from
TX, LA, FL and elsewhere, plus the policyhoiders and insurance companies. In addition, nonscorable
disaster costs would increase as policyholders cancel policies.

Repeal deductibility of advertising costs for tobacco and hard iquor................

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

The tobacco companies, in particular, will vehemently oppose this proposal, citing loss in output and jobs.
Other industries may also oppose this proposal based on the concern that they miay be next to be viewed
as socially undesirabie.

Sell three power marketing atmirS AtONS. . e vt ee v e e e e st b vty ar e aaean

The Administration proposed sale of three PMA's (Southeastern, Scuthwestern, and Western} in the 1996
but not in the 1987 Budget. There was broad opposition o the FY 1086 Budget proposal, particularly in the
Senate, including Senators Daschie, Baucus and Hatfield. Their claim will ba in part that it will raise utility
. bills. The net proceeds shown above assume that Southeastern is sold at the end of FY87, Scuthwestern
at the end of FY88 and Western at the end of FY99.

1.1

3.0

1.8



Category Il .

For legal immigrants begin deeming sponsor's income to determine eligibility for Medicaid. ...

S8, Food Stamps and AFDC now count ("deem”) a portion of sponsar’'s income o the immigrant (o

determine eligibflity. This oplion would begin deeming in Medicaid, with the same exemptions as in current

;)aw. Ti’;i&; polcy is included in the immigration bills passed by the House and Senate and will most likely
ecome law.

This is a more desirable policy than is in Congressional welfare refarm bills, which would ban legal
immigranis from key safety net programs. Howaever, the Administration has opposed deeming in Medicaid.
Strong cf)pesition can be expected fror the Hispanic Caucus and many in the Democratic party. itis very
hard for fow income immigrants to get health care coverage on their own. This policy could ieave many
indigent elderly and children without heaith coverage and could shift costs to public hospitals.

Require amortization of exploration and development ¢osts for all minarals...........o i e

An independent oif company can expense 100 percent of intangible drilling and development costs (iDCs).
An integrated ol compaﬁg can expense only 70 percent of its IDCs, with the remaining 30 percent
recoverable ratably over 80 months. In addition, to avold tax preference treatment for alternative minimurn
tax purposes, taxpayers may elect to amortize 1DCs paid or incurred after 1989 over § years.

Non-corporate mindng companies can deduct all domestic exploration and development costs. Corporate
mining companies ¢an 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 minimuny tax
purposes, all muning companies may elect 10 amortize these expenses over 10 years.

The propasal would require capitalization and amortization of exploration and development expenditure for
all minerals over 10 years. Alternatively, the proposal could be limited to non-fuel minerals oniy ($100
milfion).

The proposal will be strongly opposed by virtually all natural-resource companies, who will argue that these
provisions are appropriate ncentives to stimulale exploration and development, espegially of domestic
properties. .



Require capitalization of multi-period imber growing COSIS. .......oovvvverieeeree e,

Currently, the costs of raising timber and evergreen frees generally are excepted from the application of the
uniform capitalization rules. Thus, the indirect costs of growing these trees, such as for fertilizer, pest
contrel and other maintenance, may be deducied as incurred. The proposat would repeal %?‘;;s excepétoa for
large C corporalions.

As a resuit, both direct and indirect costs incurred duiing the pre-productive period would be required to be
capatahzad and could not be recovered until the trees are harvested or otherwise 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 ikely describe it as a job killer.

in addition, they will likely argue thatl these costs are properly viewed as period costs that are deductible
when paid, However, that argument has litlle technical merit.

Expand current .25 percent excise fax on gambling fo casino games, bingo, kenc elc..,

Currently, a .28 percent excise tax is imposed on most state authorized wagers. Th& t:;zx muid he

expanded or increased in a number of ways.

The proposal weuld be strongly oppoesed by Nevada and New Jersey, as well as by Indian Nations that
have casinos, bingo, keno, elc. They will describe if as a job killer. 1t likely will also be viewed warily by the
states that have, or are contemplating, a state-run lottery.

Phase out dependent care benefits through cafeteria plans for AGH, $80,0600-100,000...

Currently, the dependent care credit is never iess than 20 percent of qualifying casis mga{diess Gf ﬂ’ie
taxpayer's income. The credit could be reduced or eliminated above cerfain high-income thresholds.

Al centain income levels, however, it is unnecessary for the Federal government 1o subsidize the taxpayers'
child care costs. Thus, the proposal would phase out the credit for taxpayers whose adjusted gross income
is $8G.000-§100,000.

Impose inland watenway user fees. .

The Admunistration proposed a;;f)iyz:zg an inland waterways user fee in 1883 but received little support.
Charging $1.75 per 1000 fon-miles would raise $2.3 billion over 8 years, and would cover the Federal cost
of inland waterway operations, maintenance, and construction. CBO could count it as a spending cut - an
offsetting receipt — rather than a tax,

The barge industry would strongly oppose it, arguing that it is a job killer, But their true power is the
agricuiture industry behind them. In addition, it affects some key states like ltlinois and Missouri - and
anyong on the Mississippi.

3.5

4.0

1.0

2.5
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MEMORANDUM FOR THE PRESIDENT

CC:

FROM:

SUBJECT:

LEON PANETTA

LAURA TYSON
GENE SPERLING

Decisions on the substance of the school construction initiative

In order to move forward on school construction, we need guidance on six key issves,
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 (8) 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 specific city would be shallow in comparison to the proposals we have been
working on. This new proposal is also atached,

DEGREE OF TARGETING. Any initistive will have a mechanism to ensure that the largest
cities will get a fair share of funding because they have the grestest need. Beyond the issue of
large cities, the degres of targeting will affect how we describe the proposal, the breadth of s
appeal, how it could be administered, and the depth of the subsidy provided 1o gach recipient.

1. Eligibility: Should the asuistance be targeted based on some measure of need and past
effort, or should it be available to all school districts? If eligibility is Hmited, one
visble measure of need Is income-based, such as the number of children in povery or
eligibility for Title | funding.

a, Targeted {6 Poorest Districts: This proposal would target the neediest school

c.

districts. It would address sohoolz in the worst conditions in the areas which could
least afford to improve them,

Universal: Allow all schools districts to apply. Funds could still be targeted - so
that the neediost wore given the Jargest subsidies -- but all achoois could apply.

95% of All School Districts: This would be the same as the proposal listed above
except it would exclude those school districts like Bloomficld Hills, Beverley Hills
and other well-off school districts that do not need a federal subsidy.

CORY
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Use an Existing GGovernment Corporation, Connie Lee, to Support
Elementary & Secondary Scheol Construction Loans

Another altamative would be to use the existing College Construction Loan
Insarance Association ("Connie Lee®) » which alyeady insures bonds for constraction
of collegas « and expand its mission to inclode elomentary and secondary schoaols.
This wonld require kecping Corie Lee 45 a gavernment sponsared corporation. (the
Administration and Congress have already praposed to privatize it). Howevey, it
could help subsidize billions of dollars of bonds on a relatively small US
government contribution. For example, we estimate that a contrihution of 5500
million tofal over five years would permit Connie Lee to ingsure almost $30 billion of

- school constraction bonds. Boad insurance provides a relatively smaller subsidy,
say 1% (30 basis points) off the borrowing vate, but it could be made availableto a
much wider base at 2 mach lower cost in Federal resowtsces. This approach wardd,
howeves, represent x change in Administration polley and would be opposed by
private bond insurance companies.

To provide additional support for needier school districts, the program could
be expanded to include actmal interest subsidy paywents by Connle Lee. An
additiopal program of $500 million over five years could provide deeper ani:pnxt to
these sthools.

Background

The Coillege Construction Loan Insurance Association {and its subsidiary "Connie Lee”)
was Created by statude in 1985, to insurc and reinsure bonds and loans of colleges,
universities and taching hospitals.

Conniz Lee, though created by Federal statute, has a Wisconsin state charter as an
insurance company. Itis halfowned by Sallie Mae and the U3 Government and half by
private shareholders, largely educational institutions, Sallie Mse appears to e the
largest shareholder, with a total investment of $83 millien. The Secretary of Edumation
{nvested $19 million, ‘

o e
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Connie Lee Suppart for Schoeol Constvection

Connie Lee operates by insuring bonds in exchange for a fee. In 1995, the agency
insured $913 million of debt and provided reinsurance on an additional $43 milliozn
Revenaes were $19 million, with net income of 58 million. :

Many, perhaps most, school districts purchase private bond insurance to reduce their
borrowing costs. Connde Lee competes with thres much larger private bond insurence
companies, MBIA, AMBAC and FGIC. GSE status does not appear to have provided
Connie Lee any substantial competitive advantsge, because Connde Lee is requived by
{ta charters fo focus on riskier (BBB) credits,

Proposed Privptization Legisiation

In May 1995, the Administration proposad legislation o privatize Connle Lee by selling
the Govermanent's shareholding. This proposal was introduced by Senator Dodd as 5.
941}, No action kas been taken on 5. 941,

However, the House passed Cennje Lee privatization provisions in the 1995
RBeconcilistion bill and in FLR. 1617, the "Consolidated and Reformed Education,
Employment, and Rehabilitation Systems (CAREERS) Act”. These differ substantially
from the Administration’s propasal with regard to the proposed sale of the Connde Lee
stock owned by the US Government. The CAREERS Act s in conference, and the
Admindstration has been negotlating with the Cengress over these provisions.

Connie Lee as a Possible Insirer of Elementary & Secondary School Debt

The Adnundstration's original privatization proposal woudd have allowad Connie Lee
to guarantee bonds for seconddary schoal construction on a transitional basis. After theee
years, Connie Lee's activities wounld have been entirely unrestrained.

The Administration might instead giwpme that Connde Lee underétake insurance of
elementary and secondary school construction bonds, Like the affordable housing
goals imposed upon Fannie Mae and Freddie Mac, these could be reviewed and
medifiéd over time, to ensure the appropriate focus.

In sxchange for Connie Lee undertaking this obligation, the Paderal government-would
“agree to 2 fixed subsidy of the business (either of the entire company or of a special
GBSE subsidiary). This subsidy initlally could be made by contributing the
government's existing 320 million equuty, rather than selling it to 2 thixd partyz.
- Thereafter, it could take the form of an annual contribution of $100 million to the

Senster Dodd is a supporter of Connie Leg privatization in part beenwes the three private bond
insrers are based in Connecticut.

This contribution would not be scored x5 a budget outlay. Future conteibutions would b scored,
Put the (far larger ssnounts of) borrowing that Connie Loo insures would not be seored,
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Conuiin Lew Buppaert for School Construction
venture for flve years, At current loverage rates, $500 million could support bond
insurance for almost 530 Milion inschool construction bonds®.
Pro's

» Could provide credit enhancement to marginal school districts for construction
bonds.

o Could leverage limited Federal outlays, yet permit insurance of $30 billien in school
bonds,

» Builds upon an exdsting organization that has both public sponsorship and privata
shageholders.

Con’s

= Since bond insurance generally reduces béﬁewmg costs ondy by about 50 basis
points, this ayproach provides only & limited amount of subsidy.

v Would reverse one of the Administration's likeliest GSE privatization proposais.

» Would require 2 substantial expansion of Connie Lee activities to insure a large
volume of borrowing.

+ Would genarate opposition from private bond Insuranca companies and their
. Congressional supporiers (e.g., Senator Dodd}.

» May be difficult to ensure that cost savings are pessed through to bord issuars,

’ This assumes otedndge? scoring ondy of the Federal equity conteibution. As & GSE, Connde Lee's
borrewing would ot be aceountad for as & Fedarat badget outiay.
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" SUMMARY OF PRESIDENT CLINTON’S SCHOOL CONSTRUCTION INITIATIVE

July 11, 18596

PRESIDENT CLINTON PROPOSES A NEW INITIATIVE TO HELP LOCAL COMMUNITIES
AND STATES REBUILD THE NATION'S SCHOOLS. As America moves into the 21st 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 Al Schools ~ Serving 14 Million Studcnts — Need Extensive Repair Or
Replacement.  According to a recent (ieneral Accounting Office report, about 60 percent of schools
have at least one major building feature in disrepair, such as leaky roofs and erumbling walls. Over 30

percent have ot least one environmental problem, such as poor indoor air quality. {Source: General Accnunting
Office Report: * School Facilities:  America’s Sthooks Report Differing Conditions,” June 14, 1996}

Schools Do Not Have The Physical Inlrastructure To Allow Our Students To Meet the Challenges
of the 21st Century. Many schoals do not have the physical infrastructure to make the 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 (32 percent) of
schools report six or more insufficient technology elements {such as fiber optics cabling, phone lines

for modems, and Wi{iﬁg for Cém;‘?ﬁiﬁm)x {Sourge: Generaf Accounting Offize, “"School Facilities:  America’s Schools Not
Designed o Eqapped for 2ig Conture” Agrll 4, 1998

Expected Enrollment Growth Imposcs Additional Burdens. Many school districts also face the
need 1o build new schools fo accommuodate enroliment growth., Public school earollment in grades K-
12 is expected torise 20% between 1990 and 2004, Source: 1S Depanment of Commerce, Stvistival Absiracy of the
Umipd Srawes, {925, 9. 151}

KEY ELEMENTS OF PRESIDENT CLINTON'S NEW
SCHOOL CONSTRUCTION INITIATIVE

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

$20 Billion in School Construction Spurred by 85 Billion in Federal Jump-Start Funding Over
4 Years. The interest reduction is equivalent to subsidizing $1 out of every $4 in conswruction and
repovation spending. 35 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.

Goal of 25% Inerease in School Construction Over 4 Years, Natiopal 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 initiasive aims 1o ensure that at
feast half of the $20 billion supported by federal subsidies would not have otherwise occurred, This
would increase school construction by at least $10 billion to a wtal of $50 billion over 4 years --
increasing school construction by 23%.

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 will fully fund this jump-start proposal,

State and Local Governments Maintain Respouasibilifty and Ceontrel, States would administer the
bulk of the subsidies, while the largest school districts would apply directly 10 the U.8. Department
of Education, State participation would be voluntary.
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BACKGROUND ON PRESIDENT CLINTON’S SCHOOL CONSTRUCTION INITIATIVE
July 11, 1996

5% INTEREST SUBSIDY FOR NEW CONSTRUCTION AND RENOVATION: President -
Clinton’s new School Construction Initiative provides up to a 30% interest subsidy to school

districts repairing existing K-12 schools or building new schools to replace old ones or 1o
accommodate increased enrollments. Subsidies would be awarded according w0 several critenia,
including need and evidence that the funding will support construction or renovation I%lai 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 z sliding-scale
with the communities most in need receiving the full 50% interest subsidy and
communities with less need receiving 2 smalier subsidy.

820 BILLION IN STATE AND LOCAL SCHOOL CONSTRUCTION SPURRED BY
$5 BILLION FEDERAL JUMP-START:
. The President’s plan provides §5 billion in federal subsidies over the next four years.

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

. (Given the subgidy 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
districts wouid have an incentive to act within the 4-year window.

GOAL OF 28% INCREASE IN SCHOOL CONSTRUCTION OVER NEXT FOUR YEARS:

¢ Currently, about $10 billion a year is spent on school constz‘m:zzon each year -- or roughly
$40 billion over 4 years.

. With up 10 a 530% interest subsidy, $5 billion in federal funding over 4 years should
support a total of 320 billion in school construction.

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

(‘!)



STATE AND LOCIAL GOVERNMENTS MAINTAIN CONTROL AND RESPONSIBILITY: The
President’s initiative secks 1o 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 will make it easier for state and local governments to do the right thing by cutting
their interest costs in halfl

. States would administer the bulk of the credit subsidies 1o local communities. States would need
1o show that they have an overall plan to encourage net additional construction hased on h1st<mca‘
averages and past effort, and 1o 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 10 the Department
of Education for credit subsidies to ensure that major cities which have the most significant needs
and which actually 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
fully paid for through g new proposal o auction a portion of the spectrum between channels 60-69 that is
not currently being used for TV broadeasting. This one-time auction 15 expected to raise the $5 billion
needed to fully pay for this schoo] construction kick-start,

. For several years the FCC has been studying the possibility of auctioning unused or underytilized
portions of the broadcast spectrum in betwegn 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 withour disturbing these broadcast stations.

* Therefore, this new proposal -- not contained in any previous Administration budget ~ would
auction a portion of the spectrum around the TV stations using channels 60-69. This spectrum is
not currently being used for TV broadeasting, 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 10 provide local and staie government officials and other interested partles with information to
assisi them with school construction and renovation.

, States and localities will be provided with information and referrals relating 1o issues such as how
to survey building needs, to accurately project enrollment, innovative financing strategics, and
effective preventive maintenance strategies.

PURPOSES OF SUBSIDIZED PROJECTS: The credit suhsidy will be used to Tower the cost of
additional construction or renovation projects with one of the following purposes:

1} Fixing or upgrading classrooms or structures related to academic learning, including fixing leaking
roofs, crumbling walls, inadequate plumbing, poor ventilation, and heating or light problems

2} Increasing physical safety at the school

3 Enhancing access for students, teachers, and other people with disabilities

4) Improving energy efficiency

3} Addressing environmental hazards, such as poor ventilation, indoor air quality, or lighting

6) . Providing the basic infrastructure that facilitates educational technology, such as
commusnications outlets, electrical systems, power cutlets, or a communication closet

N Constructing new schools to meet the needs imposed by enrolimens growth, and 1o ¢reate

cormmunity schools and charter schools.

(2)



HOW TYPICAL COMMUNITIES WILL BENEFIT FROM
PRESIDENT CLINTON’S SCHOOL CONSTRUCTION INITIATIVE

TYPICAL PROBLEMS:

TYPICAL COSTS:

TYPICAL OBSTACLES:

IMPACT OF
PRESIDENT CLINTON'S
SCHOOL CONSTRUCTION
INITIATIVE

TYPICAL PROBLEMS:

TYPICAL COSTS:

TYPICAL OBSTACLES:

IMPACT OF

PRESIDENT CLINTON'S
SCHOOL CONSTRUCTION
INITIATIVE

CITY OF METROPOLIS

Like cities across the nation, Metropolis has large school constructton
and renovation needs. Two of its schools need major renovations.

including plumbing and new roofs, and an additional elementary school
is needed to accommodate a rapidly growing school age population.

The repairs and twe new school buildings are expected to cost §10
million {82 million each for the major renovations o the two existing
schools, and %6 million for the 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 rejecied as too costly. As 2 result, only emergency repairs
-- funded out of an operations account -- hive been undertaken.

Reduces Local Cost of Schoel Construction. The President’s
proposal could cut interest payments in half, saving Metropolis

$5 million in interest costs over the life of their $10 million bond.
This is eguivalent 1o saving $2.9 million immediately -- savings of
29% off of face value:

TOWN OF RURALTOWN

The town of Ruraltown has three schools in need of major
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. Ifs tax
base is too small to pay for the necessary renovations, and bond
financing 1s 0o ¢xpensive.

Reduces Local Cost of School Construction. The President’s
proposal could cut the inferest rate paid by Ruraltown in half. This
would save Ruraltown more than $1.7 million in interest costs over
the life of their 35 million bond. This is equivalent to saving $1.2
million immediately -- savings of 23% off of face value.

[SEE ATTACHED TABLES FOR SPECIFIC SAVINGS UNDER PRESIDENT CLINTON’S INITIATIVE]
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COST OF CONSTRUCTION

Clinten Initiative Saves City 29% of Construction Cost

AND RENOVATION:

$10 million (32 million each for the major renovations to
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 afier second year,
CURRENT CLINTON SAVINGS
LAW INITIATIVE

INTEREST 6% 3% 3%

RATE

AVERAGE

ANNUAL $330,000 5165,000 $165,000

INTEREST

PAYMENT

TOTAL

ANNUAL

INTEREST $9.9 million | $4.95 million $4.95 million

PAYMENTS

OVER 39

YEARS

SAVINGS AS A PERCENTAGE
OF FACE VALUE

Face Value

Construction

of School S1) miliion

Present Value of Interest
Subsidy Under Clinton

Initiative

$2.9 million

Clinton Initiative Savings
as a Percentage of
Face Value

29%




H

CASE OF THE TOWN OF RURALTOWN

Clinton Initiative Saves City 23% of Renavation Cost

- COST OF CONSTRUCTION

i
- AND RENOVATION:

$5 million (1.7 ‘million each for the major
renovalions 1o
the three existing schools).

(<)

FINANCING: Financed with 20-year bond with interest rate of 6%.
Principal repayments begin alter second year,

CURRENT | CLINTON SAVINGS
I LAW INITIATIVE

INTEREST 6% 3% 3%

RATE

AVERAGE

ANNUAL $172,500 386,250 $86,250

INTEREST

PAYMENT

TOTAL

ANNUAL

INTEREST $3.45 million | $1.73 million $1.73 million
PAYMENTS

OVER 30 i
YEARS

Face Vsalue of School
Renovation

SAVINGS AS A PERCENTAGE
OF FACE VALUE ~

$5 million

Present Value of Interest
Subsidy Under Clinton
Initiative

$1.2 million

==

Clinton  Initiative Savings
as a Percentage of
Face Value

23%




PAYING FOR PRESiﬁENTﬁ CLINTON’S SCHOOL, CONSTRUCTION INITIATIVE
Speetrum Auctions

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

Background on Spectrum Anctions: The Omnibus Reconciliation Act of 1993 gave the Federal
Communications Commission {FCC) authority to auction spectrum licenses, instead of giving them away.
The subsequent auctions have been very successful, efficiently allocating a scarce resource and raising
$20 billion to date -- moare 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 communicalions services {&.82.,
two-way paging, digital cellular phones, and wireless connections o the Internet), which were not even
imagined a few decades ago.

Spectrum Auctions Already in The President’s FY 1997 Balanced Budget: The President’s budget
includes further auctions of broadcast and non-broadeast 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
the Republican reconciliaion bills and is expected to raise 319 billion,

2. Auction of *Analog" Spectrum: This proposal auctions the unneeded analog spectrum the FCC
will reclaim after broadcasters have migrated (0 a new digital channel, and is expected to raise $17
billion through an auction of the analog and if necessary alse a digital spectrum fee,

3. Auction of "888Y Toll-Free Numbers: This proposal authorizes the FCC to award through an
auction a new generation of toll-free "§8R" vanity telephone numbers, raising $700 million,

4. Auction of DARS Spectram To Help Pay for $1,500 HOPE Scholarships: This auctions a
portion of the spectrum previously allocated for digital audio radio services {(DARS), but which is
unsuitable for DARS because of interference problems, raising $2.1 billion.

New Proposal: Auction a Portien of Spectrum Between Channels 60-6%9 Which Will Fully Pay for
the New School Construction Initiative. The President’s School Construction Initiative is fully paid for
by o new proposal -- not comtained in any previous Adnynistration budget -~ 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 broadeast stations, Therefore, this new proposal would auction
portions of the spectrum between channels 60-69 that are not being used for TV broadeasting. 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 i, leaving a significant and valuable portion of spectrum between
the stations that could be used for other wireless technologies. This rew proposal would reallocate and
auction these underutilized portions of the spectrum without disrupting the current broadcast stations.
These portions of the spectrum could be used for exciting new PCS applications, such as mobile video,
imaging, and other advanced veice and data services,

(6)


http:underutiHz.ed

Building ln Negd of

NATION

Alshama
Alaska
Arizina
Arkansas
{atiforais
Lolorado
Lennesiicat
Oolaware
Ehswiet of Columbia
Florida
Gigorgia
Hawaii

idaho

Biinuis
Indiann

fows

Kansas
Kentucky
Lowisiana
Maing
Mlaryviand
Massachusetis
Michigan
Minnesota
Misaisaippi
Missomri
Montans
Nebrasks
Nevada

New Himpehire
Rew Jomoy
Rew Moxico
New Yark
Ferth Carolma
MNorth Bakota
Ohio
OKlahoma
Cregon
Pengpylvania
Rhude istand
South Carcling
South Diskoia
Tunneswe
Texay

Uk
Werenont
Virginia
Washington
West Virginia
Wistonsin
Wyoming

School Conditions By State

Share of Schosds
Wilh At Least One

LExtensive Repair

35.19%
448
40%
248
429

2.2
3.0
405 '
46.3
31,2
26:2
2id
R
e
342
iR
333
e
185
LY
3.7
408
21.6
38.%
283
273
M4
352
233
324
195
pL R
3z%
351
234
380
305
R
.0
5.3
385
252
272
2
341
514
214
44.2
419
28
44

Share of Schoals
With Af Least
Cre Unsatisiactory
Enviranmental

Condition*
58%

317
g7
563
h3 e
Fia
332
&0.8
528
683
7.6
395
556
352
57E
556
514
576
334 .
bed
380
63.3
i3
56.6
552
431
512
351
555
335
e
4.}
3.2
564
8.7
549
68.0
534
738
433
&Ll
4.5
445
524
49.5
h3: 9
1.3
48.1
65.5
718
50.5
548

Share of Schosls
That Need To Spend
Over The Nationat Average Skare of Schoals
To Bring Their Faciliies That Lack Telephone
Inte.Good Londition Lines For. Modems

21% 585
208.9% 3% 4%
414 538

%Y 3R}

g3 354

50 68.1

202 $68

Fo 1.9
3.7 B9
458 527
338 631

144 340

187 795

133 L1 93

2832 834
383 354

HE L 438

1332 444

63 8587

i ¥ 654

$1k B3R

34 66,7

tg.4 .5

LR 381

193 410

7.2 358

157 =4

60 s

i34 457
131 267

. X b2 X

164 333

238 583

88 £33

168 62.6

6.7 36.8

228 .S

84 517

isg 639

M AW 443

25 523

R0 563

24 B4

125 &34

138 K4

198 TG

133 &i4

LA 2N

423 611

8.1 51.5

137 46.4

8.5 338

*Environmental cond nices inciude highting, beatmg, vewilation, indoor 2ir quality, sveustics for noise condeel, and physical security.

Somree: fremeral Aveownting (ffive. Jow 19, 1888

(7)



SUMMARY OF FINDINGS OF RECENT STUDIES
ON THE SCHOOL INFRASTRUCTURE PROBLEM

L GAQ 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,

' The GAO studies have some limitations --

they are based on self-reported information from a sampie of local school officials -- but they
provide the best data currently available on the problem.

Scope of the Problem

™

$112 Billion Needed To Bring All Schools Into Good Overall Condition. Based on its
sample, GAQ estimates that $112 billion is needed to bring all schools in the Nation 10
good overall condition (meaning that only routine mamtenance and minor repairs would
be required). ‘

One-Third Of All Schools Need Extensive Repair Or Replacement. GAOQ 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 butlding feature, such 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 the schools reported inadequate electrical wiring for
computers and communications technology, and

» Qver hall (56 pereent) reported insufficient phone lines for modems.

Staree and Regional Variation

»

There Are School Infrastructore Problems Across The Couniry. 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.

e 65 percent of central Gty schools reponed at least one unsatisfactory

* General Accouniing QOffice, “School Facilities: Conditions of America’s Schools," February 1995;

"Technology: Amarics’s Schools Not Designed Or Equipped Tor 21st Century,” April 1995; "School
Facitities: Staies’ Finangial and Technica! Support Varies," November 1995 "School Facilitics: America's
Schools Report Differing Conditions,” June 1996, and "School Facilities: Profiles of School Condition by
Sinte” June 1998,
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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
percentof schools in California,

.- 18 percent of schouls in Georgla reporied inadequate plumbing; 40 percent in
Arizona did,

- At least 70 percemt of the schools n A]asha California, Florida, Massachusetts,
New Hampshire, Oregon, and West Virginia reported at leagt one unsatisfactory
envirgamental condition.

Over 40 percent of schools in which minority students represent more than half the
student body reported needing extensive repair or replacement, relative to 29 percent for
schools with less than 5.5 percent minority enroliment.

- 70 percent of schools with large minority student bodies reported at least one
unsatisfactory environmental condition, relative 1 54 percent for schools with
minimal minority enroliment.

Readiness of Facilities for Technolugy amd Other Reforms

* Schools Do Nat Have The Physical Infrastructure To Take Advantage Of Computers And
Technology. Many schools do tend not have the physical infrastructure 1w make optimum use
of computers, printers, TYS, and other equipment.

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

in central cities, over 60 percent of schools report insufficient networks, modems, phone
lines, conduits and fiber optic cables, Over half reported insufficient electrical wiring for
computer technology.

Factors Contributing to Poor Conditions

. Deferred Maintenance Cited As Reason For Poor Scheol Conditions. While numerous
factors contributed to the poor condition of school facmues many of the GAD 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 grester
portion of their budgets on instruction and less on buildings and equipment than

other schools. [Disparities in Public Ssheo! Diswict Spending 19%9-90. NCES 55.300, Februsry 19981

. Other Causes For Poor Conditions Are Possible. The concentration of facilities
problems in the West and in poor areas suggests that other factors may be at work as well,
such as structural problems ia financing mechanisms, constraints on taxes, or competition
with other community priorities,
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Variation in Siate Support

Almest All States Have Some Role In School Construction and Maintenanece. While
schoo! construction and maintenance have traditionally been a local responsibility, almost
all States now have some role, and 13 States have established comprehénsive facilities
programs.

> States reported providing about $3.5 billion for school capital spending during
fiscal year 1994 -~ about a {ifth 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 than $2,000 per student.

I, OTHER iiii?()ii'!’& CONFIRM GAQ FINDINGS

Recent Study Finds 74 Percent Of All School Buildiegs Have Outlived Their
Predicted Useful Lives. A few years ago, the American Association of School
Adpmunistrators released a swudy - Schoolhouse in the Red: A Guide for Cutting our
Losses. The study reported that 12 percent of all school buildings were "inadequate
places for learning” and that 74 percent of all buildings had "putlived thetr predicied
useful life.” The report also cited a 1991 Schoo/ Business Affairs article which estimated
that deferred maintenance exceeded 3100 billion,

1989 Study Found That 28 Percent OFf The Nation’s Schools Were Inadequate, A
1989 report - Wolves at the Schoothouse Door « by the Education Writers Association
based on a survey covering half of the nation’s schools, found that 25 percent of the
Nation’s schools were shoddy places for learning,

M. CURRENT CONSTRUCTION ACTIVITY

Total School Capital Spending «~~ on Construction, Renovatien, Land, and Equipment
-- Wag 320 hillion in 1994, About half of this was for construction and rencovation.

Spending on Construction and Renovation was $10 Billion in 1995. According to
School Construction Report, schoo! districts completed $10.3 billion worth of construction
in 1995 This figure i¢ based on a survey of current construction activity conducted by
School Planning amd Management magazine and Dun and Bradstreet [School Construction
on the Rise, 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 exigting buildings, rather than building new stuctures. 1n 1993, $5.3 billion
was spent on additiony and upgrades, while $3.0 billion was spent on new schools,
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PRIMER ON FINANCING SCHOOL
CONSTRUCTION AND RENOVATION

What do scheols spend money on?

Capital spending on new buildings and renovation, equipment, and land accounts for abowt
one tenth of annual public elementary and secondary school spending. In 1994, $20 billion
was spent on public school capital projects, $6 billion on interest payments, and $233
billion on currenl expenses, such as teachers’ salaries and adminisirative costs.  Roughly
hatf of total capital spending -- or about $10 billion - is for construction and renovation of

buildings, rather than purchases of equipment and land. {Source: Stnmical gbswact of the US . 1995, rp.
161 & 167]

How do schools finance construction and renaovation?

School districts typically finance thewr 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
supgrmajority is reguired to pass the referendum. Bonds for school construction typically
have 30-year maturities. Bonds issued for other school capital expenses, such as major
renovations, ofien have 20-vear maturities.

Some school districts finance capital expeases out of operating funds rather than bond
issuance. But a recent Department 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 instruciional expenditures per pupil, leaving less
for physical plant. And even in some disiricts with relatively high property assessments,
funds for school construction may be limited.

What is the rele of state governments?

While financing school construction and renovation is predominately a local function,

states provide roughly one-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 ofien provide
funds for local capital expenses through the sale of state bonds. in other states, funding is
channelled through counties or townships, cilies or owns, or special purpose local school
districts,

What is the rele ef the federal governmeni?

The Federal government currently provides a tax-exemption for local and state bonds -~
reducing the interest rate on those bonds by roughly a third. The Federal government offers
limited additional assistance for school consiruction and renovation, for example through
the lmpact Aid program which provides assistance to areas with military installations and
Indian reservations.
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How does tax-exempt status reduce interest costs?

The tax-exempt status of bonds -- often referred to as municipal bonds -- reduces interest
costs for local and state govermnments, since investors care about after-tax returns and are
therefore willing to accept a Jower inferest rate on a tax-exempt bond than on a taxable
bord,  For a taxpayer in the 28 percent tax bracket, a taxable bond paying & 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 s interest rate of 8 percent (with a 5.8 percent after-tax return).  If interest rates
on comparabie taxable bonds are & percent, a tax-exempt municipal bond can therefore be
issued with a interest rate just over 3.8 percent. The current interest rae on a 30-vear tax~
exempt bond is roughly 6 percent, well under the current 30-vear Treasury interest rate.

What is the average size of an education bond issue?

The average amount of the most recently passed bond igsue in the school districts surveyed
by the GAO was 37 mithen. Of this $7 million, 54 percent was spent on school
construction; 38 percent for repairing and modernizing schools; § percent for computers and

telecommunications equipment; and 3 percent for meeting Federal mandates.  sowce: GAO,
“Sehoot Facilities: Cundition of America’s Schoohy” February 1955, . 18]

Special problems faced by small districts.

Small school districts face special problems in bond financing.  First, their low tax bases
often make it difficult to pay financing costs. Second, their bond issues are relatively small
and unfamiliar to investors, making them less atrractive, Staie bond banks can help these
entitics by pooling their needs and issuing 2 single state bond.  Many states, such as
Arkansas and Indiana, have programs that fulfill this role.

How much does it cost to build or fix 2 school?
According to the GAD, the average school in America reported needing $2 million to repair -

and upgrade to good overall condition. The average new elementary school costs about $6

millien to construct, and the average secondary school costs about $15 million.  [Soure:
GAG, "School Fagifitits: Americe’s Schonis Repant Differing Conditions,” June 1995, pp. 3 & 12))
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SCHOOL CONSTRUCTION AND TECHNOLOGY:
Preparing Our Schoels for the Information Era

PRESIDENT CLINTOR'S NEW SCHOOL CONSTRUCTION INITIATIVE 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 10 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 zmd replace dilapidated and unsufe
schools, we must ensure that they are "21st century schools.” This means wires, electrical
capacity, electrical outlets, and cable and telephone lines that will allow students to ke full
advantage of the learning opportunities that mc?zmiagsf offers. -

The School Construction Initiative will support ﬁzc Predident’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 infrasiructure as they repair other problems.
such as leaky roofs, plumbing, wiring, or heating and air conditioning.

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

. New wireless sofutions, 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 already have Internet access report that an insufficiency of telecommunications access
points is & major barrier {0 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 schools (35,700 schools serving 193 million students) lack the electrical wiring
necessary for computers and telecommunications technology. (GAO, School Facilities:
America’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
modems necessary to connect to the Internet, (GAQ)

. In central cities, over 60% of schools repont insufficient networks, modems, phﬁne lines,

conduits, and fiber optic cables; over 50% report insufficient electrical wirlng for
computer technology. (GAQD)
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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 dawn of the 21st century. His initiative rests on four "pillars” that 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 teachers and students; and connect
every school and classroom to the information superhighway.

To heip states 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 Day on March 9, 1996,
more than 20,000 volunteers installed and tested 6 million feet of wire to connect
classrooms in thousands of schoois to the Internet. Since California’s successful
“electronic barnraising,” over 30 states have embarked on their own efforts.
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The Briefing Room
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MR, MCCURRY: Good afterncon. Welcome to the White
House. 1In a very short while, as you know, the President will unveil
a scheool construction 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
education and the environment for education in America's public
schools. You've heard him talk 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 matter much unless the physical infrastructure of the school
campus 1s conducive to a learning environment.

The President, partly in response to a recent General
Accounting Office report that documented the need for further
investment in schoel construction, today will put forth an initiative
that is quite exciting. gt is the result of a lot of hard work by
the National 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 Tysen, who will tell
you about the proposal, how it works. 1T think you've had a chance
now to look through some of the materials we've made available, but
Dr. Tyson will be happy to take gquestions and walk you thrcough the
proposal the President will make shortly.

Laura. Thank you.

DR. TYSOM: Thank you. Well, as you all know, expanding
and improving lifetime educaticnal cpportunities for all Americans
are key components of the President's economic growth strategy.

Teday he is going to anncunce yet another instrument in his campaign
to provide world-class educational opportunities for all Americans.

This is an initiative that focuses on the rebuilding and
improvement cf the nation's K through 12 public scheools. As Mike
mentioned, there's compelling evidence of the need for 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 conditions
for learning. ’

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 c¢lassroom. And we have
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evidence £hat many parts of the nafion arye in nead simply off
additional classroom 'space because we have z proilecied gnrollment
increese naticonwide ¢f 11 percent Detwaen now angd 2005,

Wow, (o help address bhese presgang nesds, the
President’s announcing & 55-billion program. The program will reducs
the intarast costs of new school constouction and repovatlion projects
by up L6 50 percent. The program will span a four-ysar pariod, and
it hos meveral features.

First of all, you have (¢ starp with the informsnion
that school copstruction is typically funded through Lax-axenpl bonds
that currently carry interest ratss of about six pergent. Tha ngw
initiative would provide an interest subsidy of as much as 56
paroent. That would mean, for sxample, instead of paying an intersse
rate ¢f six psrcent, an intarezt rates would ha gffsotivaly reduced o
thres parcent over the life of the proiect. Ang we would propose 2
sliding scale so that communities most in nsed would be eligible for
the full 20 percent interest rabe subsidy, while communitlies with a
smaller need or less needy would get somewhat smaller subsidies. 3o
that’s the firsy general featurs of the program.

Secondiy and importantly, lognl districts would continue
o bake responsibility for developing the projecrs and for providing
most of the financing for the projects. To be eilgible for this
sppport, in other words, the local community would have (o ralse the
bulk of the financing. Federal support should make it sasigr for
state and local governments to 4o the right thing becouss we would be
helging to cut the cost of the bLinanging of the project. & thlsg
should be understood as a partnership -- oneg of shared responsibility
between the state, federal and local governmentcs,

A third characteristic of the program is that the bulk
of the credit subsidies would be allocated and administered by ths
states among the locgal communities. The states would have to have
plans Lo ensure that funding is allocated by the rslevant state
authorities aeoording to need ~- need is certainly an important item
here -- and alsc according to evidence that the interest rate subsidy
is being vsed to suppert construction that otherwise would not have
occurrad. What we're trying te do here is fashion a program to
encourage addirienal incremental fundihg of srodjecis that would
otherwise nol havas ogcurred withoub fhe subsgidy. And 8o, port of the
criterip here will fotus on thal ingsremential nature of Lthe projeck.

A fourth charsuteristic is that the subsidies that would
b made available could be vged for & wide rangs of projacts --
renovatlon, repair, construction of new fagilltvies, flxing
clasargoms; for example, fixing wiring, adding wiring, improving
ensrygy efficiency, improving access for students and others with
disabilities -- so thot we would lssve the proldsct specification
fairiy broad to incorporate sssentially tbhe best information from the
scate and local governments sbout what is the most effective thing to
do and the most pressing nesd 1o address.

Finally, although aost of ths support would he
administered by Lhe states, the 100 largesy school districts by
povarty, and perhaps sg many as 25 or so sddivtional large school
disgrigis, determinegd by the fedsral government o have special
needs, would apply direstly to the Department of Edocation for theilr
cradit subsidy. We Lelleve thsr thls spproach will ensure that these
large distriers, particularly needy districts, particularily extreme
kinds of needs, will recelve adeguabte zttention and approprizte
treatment in the progess of allocating thae funds,

v
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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 breoadcasting.

What's happened here is the technology keeps improving;
the new digital technology has essentially 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 want to emphasize -- and the documentation for this
initiative makes clear -- that this is new funding from the spectrum.
It is in addition to other spectrum propeosals in our budget. So
there's no double-counting here. This is new area on the spectrum
that has been found, and it can be auctioned off for this price of $5
billion. So it is fully consistent with the budget.

Finally, let me just say what we anticipate in terms of
the magnitude of effect from a program of $5 billion of federal
support ovaer a four-year period. Think of this as essentially the
government is doing something to reduce for some period of time the
costs to the local community of trying te finance repair, renovation
and construction. And we anticipate that every dollar that the
federal government puts in will subsidize about $4 bkillion of
construction and renovation. In other words, the $5 billicon that the
federal government is going to put in should support $20 billien in
construction and renovation around the country.

Now, one of the key criteria in allocating these
subsidies will be what I menticned 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 killion
that's supported by the $5 billion the federal government puts in, at
least S10 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 spending on school repair, school renovation and school
construction.

Finally, that estimate may actually be an underestimate.
As 1 said, that's our sort of minimal estimate for the additional A
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 naticnal problem. By having the federal government
invelved in support and having the President invelved 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 2ist 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 Jjust want t¢ introduce them s¢ you know who's
here: Joe Minarik, who is Associate Director for Economic Policy.
Office of Management and Budget has worked hard on this. Mike Smith,
the Under Secretary for Educaticn at the Department of Education.
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Josh Gotbaum, the Assistant Secretary for Economic Policy av the
fiepartment of the Treasury. And Mozelle Thompson, the Deputy
Agsistant Secretary for Domestic Firnance of the Department of the
Traasury.

We have had a very good group work long and hard on this
propoesal, and I think w2 can adeguately answer all of your gquestions.

8o why don't we open it up ko guestions, and I'11 have Gene comg up
ang pither expsyis.

¢ Do you think you're going o he able to ralse aven
more menay by selling wmore space on The spagtrum¥ T mean, is bhisg iy
for now, and how much more is cub thara?

DR. TYSOH: Well, izt me say a couple of things about
this. HNumber one, as I think you know, %0 far the auctioning thiat we
have done on the spectrum hag reised considerabhly more than we had
prefected curselves. Secondly, technolegy is changing rapidly.
#nat we are proposing here ioday is new pretisely becauss the
technology has only racently, and guite regenyly, made this space
avallable., 8o we do what we ¢an in the context of what bechnology
dogs arffoerd us. -

) Bat this is the limit right now, technologioally?

BR. TYBOH: i is my understanding that this iy tha
limit right now, technologically, that's right.

% This has to be approved by Congress?
DR. TYSOH: This has Lo be approved by Jongress.

a

DR. TYSCH: Well, [ tnink that -~ T would ssy two things
in that regard. First of all, this ls & wsllwdocumgnted nesed. Ths
GAO study has besen widely valkad agbout by the prass. It was
menticned, for example, by Fete Peterson. The need for sohosl
construction has been mentioned by PFete Peharson, iv's been menyvionad
by numerous experts in the educagion area. [ think Americans have
shown in their -- in poll after poll and in their own statemants (o
their representatives how impartant they fgel ithe sdugaricnal
challenge confronting the nacion is.

S0 I think there's strong support for this and strong
documentation of the need. I think Congress can be affectad by both
avidence of the need and by evidence that thelr constituents would
care about an initiative like this.

g A different subject? On Cuba, are you ooncerned
about the possibility of retaliation against Americasn business 1f tha
President permits lawsuits?

DR. TYS0H: Well, this is & briefing on the school
construction initiative. What I will say is that, of course, the
President will be making a decision in the next few days on this
issue. As we sald over and over again and when we went to Lyon,
France, we bslisve that in exceptional ciroumstances, and gertainly
Cuba’s actions are excaptional, sometimes ong has to take exceptional
means te try to influence & changs in behavior of a rogue state,

o I'm sorry, az & follow-up, arg you concernsd about

the possibility of retalistion?
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DR. TYSCN: 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 and cons, the costs and benefits of an action are always
considered,

Q With so many schools in such bad shape, as you've
outlined here, why did the administration wait until this particular
mgment to unveil this plan?

DR. TYSON: Well, I think as you kneow, some of this
information is relatively new. The documentation of the need has
been most thoroughly done by the GAQO, and that has been a fairly
recent development. The President has, I would say, a very long
record, as you well know, of commitment in the education area and is, {
I think, always looking for things that 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 documented
need and an ability to move on that need right now. What's I think
important ahout this program is this is a kind of jump-start program;
it would last for a limited period of time, a limited amcunt of
money, and we would hope that that would encourage state and local
governments to take action now to address what 1s documented to be a
major national need.

Q So it has nothing to deo 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 1 think that the President's commitment to education as
a key priority that defines his administration both in terms of
values and .in terms of economic growth strategy and in terms of
economic opportunity 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.

© I understand there's a sliding scale in terms of the
amount of subsidy they would get. Was there any thought of means
testing this so 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 cwn?

DR. TYSOMW: 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,
renovation and construction needs and then applying for federal
asslstance.

Now clearly, there's a limited amocunt of money, and need
is one 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 proporticning the money, while we would tried to make it
propertional, we would try to make the formula targeted more towards
need and poverty. So in dividing up ameng 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 poverty
would apply to the Department of Educatien. 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.

S50 what we chose to do was to make this more of a
universal program, but allow for different types of targeting 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

communities lnside. So it would not necessarily be so easy to just
simply define a school district or exclude a school district, This
way, we're recognizing a national problem.

In fact, what the GAQ 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 the subsidy and in doing the formula proportionally to
allow poverty 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 could do is look at the number of Title I students in each
state as kind of an indicator. But, as you know, in looking at other
areas, formula divisions are relatively controversial and it's
usually better 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.

9 I don't mean to bhelabor this. Can I have just one
follow-up? If-that formula's not done yet, can you answer this
gquestion: What would be the minimum assistance that, say, the
waalthiest 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 weuld be the minimum?

MR. SPERLING: Well, I think the state -- the state
could make a degision. I mean, the state could decide, first of all,
that something -- an application was kind of a standard, normal
amount of repair they were deing, 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 alsc felt there was
something worthy, they could decide to give a 10 percent interest
subsidy. They would have that flexibility.

0 When will you actually send this legislation to
Congress?

MR. SPERLING: T den't think we know at this moment. I
think we have to look at Lhe legislative calendar and what else is
happening right now. Obviously, there's still quite a bit in the
appropriations. So I think that's something we'd have to -~

© Realistically, this is something that you would send
up after -- if the President is reelected to a second term?

MR. SPERLING: T think we would have to see how the
legislative calendar looked. T certainly think that if we thought
there was the opportunity to pass this now, T 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 i1s that consensus, then we could even
draft it and begin taking that intec account if there is bipartisan
willingness to work with us.

So I think we would, I think, test out the waters and
see if we had a chance of passing legislation. And it could be that
with all the attention that was raised by the GAQ 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 obviously weigh in with all the other things, including
Kassebaum-Kennedy, finishing minimum wage, and all the appropriation
bills.

Q@ So are you, at the federal level, settinyg up the
criteria by which these applications will be judged, but then the
states will administer them? 1Is that the framework that you're
locking at?

DR. TYSON: T think there is some general criteria. The
states would cbvicusly have lots of room within those general
criteria. I mean, what we've written down there, what we've thought
about is that need is clearly cone. A second one that's very
impartant and gets at the Mentgomery County issue or any other school
district issue is we would like there to be evidence that this is a
project cr an activity which otherwise would not have been
undertaken. It's not that we want things to be pulled off the
shelves that they were geoing 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, obvigusly, there are tens of thousands of school districts
that are going to -- if they apply, we felt the state would be much
bhetter equipped in most cases to evaluate a particular proposal
according to those criteria and do a compariscon amonyg competing
proposals. 5o there should be plenty of room really for state
cdiscretion here.

MR. SPERLING: I think that, if you look at the
purposes, they're quite broad. I think, obvicusly, in listing the
purposes, it was in many ways meant to exclude things that might be
frivelous. And 50, we wanted to make sure they were for walid
educational purposes. And our notion was that a state would have the
regsponsibility to come forward to show that they had a plan for
criteria that would take into account overall need and, as Laura
sald, incremental additions to their school infrastructure.

S50 we would want to make 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.

0 And that would be required in order to receive this
money —-- a state plan?

MR. SPERLING: At least the state showing that they
would have that type of criteria in their decisions.
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1 Benate leadsrs recently wrote a letter to the FCC
esiling for che giveaway of the spectrum to broadcasters for digital
high definition TV. This morning there was o press conference of
grogs-roots organlizabtiony saying that that should be auctioned, and
the prosseds oF that should elther go to public broadcasting or could
Be ussd -» foy exsmple, 540 Billion to bulld more than 5,800 schools
areund the ooaunkry,  You're just talking absut the auctioning of the
ghannels 30 o 69. What about the auctioning of that fell 'spectrum
rhat's being Lalked abour as a giveaway?

MR, BPERLING: Wa'll let Greg get up. First of all, I
dugt wantaed o peinl oul ¢hal in Chis document, we Lried fo provide
somathing that shows == 1f you look al the page on Lhe offsebs, on
page six, bthabt wallks through bthe different proposals we have and
whers soane of them are. And some of that for uvs 13 zlready cemmitied
te our balanged budget proposal. So if we were to use any of those
fuedds for snoathay puipose, we would, in a sense, be double-counting.
Arnd 80 wa ware looking for ~~ and this was a new additional program.
We ware looking £or a new addizional offset. So this is a one-time,
four-yaar program Deing paid [or by & one-ssle.

But Greg Simon, who is The Vice President’s and really
the Presidenti's expert on bthls issue could answer further.

MR. HIMON: The two points vou raised -- first, the
lgtter to rthe FCC suggesiting that they give away the digital
spectrun. Wae have opposed the idea of aunctioning the digital
spectran, angd we have proposed 3 plan 1o award, not give away -- and
there s a diffarvenve -~ the digital spectrum with gertain public
wnbkarest obligations that atvech o ite use, i.e., children’s
television, paeliticel debate and other things that are made possible
by the abundanse of channels that digital television will enioy,

Bub wa have szald, because the transirvion fo digital
relevision is so important, both technologically and culturally, that
we would awardd the digital Xicenses and Lhén require the return of
the channels television stations use now by the year 2005, and
auction these channels, which, when they're all bundled gogether we
fael are more valuable than 1f we ware te auction the digital
channels Loday.

How, what we're dolng in the propesal today, channels 60
Lo 6% are the least-used chennels. There are only about 180 stations
nationally that operate in that band. We are not moving any of
those. They are protected under this proposal. But what we're doing
ig we're taking the value from the public's properzy in the air andg
wa're uging that wvalue te renovate the publig's properiy ¢n the
ground. And that's what we're doling in the channels 60 €o 6%,

0 A foliow-up. Whether you're awarding ii or vou're
glving 1t away, youw're still not auctioning it, ang ik s worth $4¢
killion. ‘The broadcasters will profit from this handsomely. Why not
guttion ig?

HMR., SIMON: HNumber one, CBO has never sapred 1L, nor has
CHE, to be worth 540 billion. The digital spectrum has Dsen sgorad
at arpund %12 billion by CBO. A lot of pesople have said all kinds of
numbers. We gan’'t opeérate on hypotheses like that.

Numbér twe, the letter to the FCC that vou raferred to
did not talk about giving bac¢k the channel they have now, nor did it
talk about attaghing any public interest obljgations to the digital
¢hannels. HWe do attach public interest obligations and require the
return ¢f the analeg so that it can be auctioned.

hitpAwvww pubwhitchouse goviuri-res/12R 2urmecpdis//oma.cop.gov.us/ 1996/7/1 13 text. |

Page 8 of &

11872001


http:a2-re;::.dy

Ang Id point out, there are a lot of people who
gatimate thg value of these two fifferent proposals whe say that the
auction aof the anslog is more valuable than the auction of the
gigital ~~ beopuse of the way ir's packaged ir's more usaful to
people.  IF voau avctien (he diglital voday, you're augtioning all the
channels in between channels -~ 5 and 7, channels 8 and 10, or 7 and
9. That is z very difficulr spectrum to you. So the hypothesss that
this is a gold mine is not borne cut. The theory thal there should
e a public intersst return is what we have =zald, bhoth in obligations
for the digival chasnel and in revenue from sugtion of the analog
channels by the year 2G05.

7 There's been a faly amgcunt of ocrivicism of the
President’'s compubers in the schoclsz initistive ot just this vary
roing, chat it ignores infrastructure problems like grumbling wslls
and pealing paint. And I'w wondering Lf that was part of the
motivation for this inlviative to try and ¢ounteract that oriticism,

MR, SIMON: Well, number one, we have discovered in Net
Day in Califsrnla thar whan parents show up Lo help wire the schools
and they sse bha shape some of the schegols are in, they coms back to
painf them, Lo repaly them, fo fix windows. S0 onge vou get people
inverested in the infrastructure of schools at any level, they become
involvad ab svery level.

And number two, of course, we wani o renovate the
schools so that they're capable of being wired and beliny able to use
the naw aducational technologies. The beaunty of Net Day was it used
a kind of wire thar does not reguire special ingidg-thew-wall wiring.
You could seénd it through the ceiling and thyough heating ducts. HNot
every school can do that., So this is all of a pilece. 1f we build
the zchools angd then keep the chairs bolied (o the flosr and they
can't use a phone or & computer, then wa haven't done what wwe should
do.

THE PRESS: Thank you.

END 1:37 P01, EDY
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For Immaciace Relesaze July 11, 1

REMARKS BY THE PRELIDENT
0N THE SCHOOL RECONSTRUCTION INITIATIVE

The Rose Gardsn

2:13 P.M. EDT

THE PRESIDERT: Thank yvou very much. [ wani o weloome
Senaitor Mossley-EBraun here, alonyg @inh Senator Tialborne Pell,
Sepaicr Bob Graham, Congressman Ben Cardin, and Congressman Eliiah
Cummings. [ thank them all for thelr contern for this issus and
tneir leadership.

I think some of vou Know that I hod originally planned
Lo omake this annsuncement i fenator Greham's home stets in Flerida,
but Hurricans Bertha had othsy ideas.  So bhafare I gat inte tha
announcerant, 1t me say that we sre a4ll watching fha couzse of thay
sterm.  We pray fhat it doesn’t cause extensive damsge. The paople
of tha Southzast know that we will be there bo help them 1f 1y does.
FEMA i5 now on the ground, and ihey are preparad. Our thoughts are
with the people of the Sgurheast. And, again, wa're hoping for the
best. ’

t'm hera yo arnounceg & reciomal commitment to rebuild
our schocls s¢ that they ¢an serve our children in Che Zisy century.
Qur natien's mission must by to offer apportunity o &1l, to demand
responsibility from all, and te Come togsther &= a communiiy 50 that
we can bulld better lives together. Oor most basic axpression of
these values 1s perhaps the education we offer to our ohlldren,

- We'we worked hard Lo make our young peopie the Dsst
adunated. in the world as we enter the 21zt century, putting in place
a comprehensive strategy to renew ouwr schools, te lifi our standards
at pvery level. We've ewxpanded the Head Start preschool program.
We've helped schogls to help to set and to meer bigher stamdards.
He've also worked bard o develop higher standards and bhetter
vraining {or our teachers. And we've created an imporgant network of
school-to-wark programs for young people o be properly trained if
Lhey don’y 4o on o [our-year institutions of higher education.

Wetre now Oh OuUr way Lo connecting every classroom and
library in bhe United Stasies o Lhe Internet by the year 2000, We're
making our schoals safer with Lhe zere tolerance Jor yuns in our
sghools, and by sncoursging and supporting communitiss to take their
own initiatives, including school uniforms, Lmposing curfews, and
strongsr enforcement of the truancy laws, We'ze opening the doors of
college wider than evar, vhrough lower-cost studest loans. including
better repavment terms: exparkisd Pell Grant schalavships -~ Senator
Peli, thank vou for shat: AmeriCorps: and sur groposals 1o glve
familiaes yax Cuts to oay {or higher atucation.

Bur all whis progeass is sy risk if our children are

askad Lo laarsn in g lendscape that is livrered with peeling paint and
broken glass if our teaghers ore asked Lo build up ghildren in
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buildings that are 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't fancy, but they were clean, they were well-maintained, they
were treated with respect. They sent every student a clear message:
You are important to us. We take your education seriously. That was
how my parent's generation kept faith with us, and that is how we
must keep faith with our children. (Applause.)

Now, Senator Moselesy-Braun mentioned this report Lrom
the Ganeral Accounting Orfice. T want to hold iU up again because 1
wane o urge every member of Congress, every governor, every state
legislator, every local school official, every school board member
who cares about the condition of education and the future of
education in our country to get a copy of this report and to read it.

The report came out three weeks age. It was requested
by a number of senators, and it confirms that we are not honoring
this generaticonal compact.

I want to thank here, before I go forward, the members
of the Senate and the House who have been interested in this. Those
who are herz whom 1've introduced and, especially, Congresswoman Nita
Lowey who is sponsoring efforts in the house along with Congressman
Cardin and Congressman Cummings and others, but most especially Carol
Moseley-Braun. She was the first person who hrought this matter to
my attention 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,
month in and month cut. The schoolchildren of our nation owe her a
debt of gratitude. (Applause.)

The report shows that our nations schools are
increasingly rundown, overcrowded and technoleglically ill-equipped.
Too many scheool buildings and classrooms are literally a shambles.

Bcecording to the report, one-third of our schools need major repair
or outright replacement; 60 percent need work on major building
teatures -- a sayggwng rool, a cracked foundation; 16 percent lack

evenrn the basic electrical wiring to support computers, modems, and
modern communications technology. These problems are found all
across America, i1n cities and suburbs and one-stoplight towns,

Thils is a matter of real urgency. In just two months
our schools will open their door to the largest number of students in
the history of our republic -- 51.7 million. And enrcllment is
expected to continue to rise over the next few years. We have to
rebuild these schools for another reason as well., Increasingly our
schools are critical te bringing our communities together. We want
them to serve the public not just during the school hours but after
hours: to function as vital community centers; places lor regreation
and learning, positive places where children can be when they can't
be At home and school is ne longer going on; gathering places for
young people and adults alike. Bringing our scheools into the 21st
century is a national challenge that demands a national 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 hillion over the next four
years for schoel construction and renovation. Togesther with
investments by states and localities, this would result in $20
billion in new resources for school modernization. That's a 25
percent increase over the next four years. .
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Our school construction initiative would he f{lexible.
It would give communities and states the power Lo devide how to use
tha new resources. It would help those whe help themselves --
raquiring local communities to take responsibility Yer this effort.
And it would focus on sparking new prejects, not merely subsidizing
exiscing ones.

The scheools of the future should be sate and spacious --
good places to learn. The schools of the future should be equipped
with computers, new media and state of the art science labs. And the
schools of the future should not only teach our children during the
day, but bring together families and neighbors in the evening as
community schools. OQur initiative can help to make these goals a
reality.

You know, we expect an awful lot of our schools. We
expect a lot of our students in this age of pessibility. And all
Americans have a lot riding on their living up to these expectations. .
Bult we cannot expect our children and our teachers to bulld strong
lives on a crumbling foundation.

This generation has a duoty to give the next generation a
tuture of genuine opportunity. Our children deserve the best. 1 am
determined that they will get it. And this proposal will go a long
way toward nelping those [olks who are out there on the front lines
of education to succeed and to build the brightest, the best
prepared, the most secure and the most successful generation of young
people in the history of our nation.

Thank you very much.

END 2:25 P.M. EDT
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THE WHITE HOUSE

WAS M I HETON ngu_ Ia 5‘8{ 28

July 18, 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 Initiative received considerable
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 Articleyg:
- Cincinnati Enquirer

- Pittshwrgh Post-Gazette .
. tive_Regional ches; )
- Los Angeles Times (2 storiesy - Chorlesion Gazette «  Chicagy Sun-Times
«  New Jersey Star Ledger - Boston Herald - Miami Herald
- Pinsburgh Post-Guzetie - Minn. Star Tribune «  NY Daily News
“ Kansas City Star «  Houston Chronicle - {hicage Tribune
- Tulsa World : - N O Times Picayune - Detroit Free Press
~  Baltimore Sun < Cincinnati Enguirer - NY Dally News
«  Portland Press Herald - Newsday o (lev. Plain Dedler

- Seattle Times

- New York Times

- Washington Times

- New Jersey Star-fedyer
- Detroir Free Press

= TY Coverage
* Mention on ABC World News Tonight
. Numerous positive stories ran an CNN and CNN Headline News

. Reports on CBS Morning News and NBL Teday.

COPY



* ABC World News Tonight, 6th story in broadcast Peter Jenmnings did a volce-over
describing in 30 seconds your snnouncemente

v CNN. A number of positive steries ran on CNN and Headline News throughout the day.
« NBC Today Show, Brief mention of announcement at top of moming news,

* UBS Morning News. Brief mention of announcersent at top of morming news.

ERINT COVERAGE
+ USA Today, July 11. FRO PAGE article on President Clinton's schogl construetion

initiative. Headline: “Clmton nffers mosney to fix aging schools.”

+ Boston Globe, July 11. Page 3 of Front Section. Headline: "Clinton 1w offer plen to
rebuild public schools." Insert: "Massachusetts ranked among the worst states for the
physical condition of its schools, according 10 GAQ reports.”

+ New York Times, Iuly 12. Page 12 of Front Section "National Repor® -- Picture of
President Clinton with Sen. Moseleyv.Braun, Headline: "President Announces Plan To
Foster School Repairs,” Sub-Headline: "$5 Billion Would Help Pay Cost of Bonds."

s Washington Post, July 12, Page 14 AT °
“Chnton Seeks 35 Billion For Schools.” Subwiiead}me ”Plan Would Subsidize [oans
for Renovation.”

« Chivage Tribune, July 12. Page 3 of Front Rection, Headline: "Clinton proposes major
fixup for schools.” Sub.Headline: “U.S. would raise 35 billion through brosdeas:
auction.”

» Washington Times, July 12. Header on FRONT PAGE with article on Page 4 of Front
Section »- Pictuee of President with Sen. Moselev-Braun,  Header: "SCHOOL RIEPAIRS
-- President Clinfon anmounces a plan to repair public school buildings." Headline:
"Clinton earmarks $3 billion to rebuild nation’s schools.” .

* Deirait Free Press, July 12, Page 8 of Front Section, Headline: “Clinton propeses plan
to rebuild ULS, schools.” Sub-Headline: "Republicans call it glection factic”

» Miami Hzrald, July 12, Page 3 etion_-- with Graphie. Heedline: “Clinton
proposes billions to fix crumbling sc;&eois " Graphic of school dusrepw entitled "Shzs‘i;'oy
Schools" including st of 10 best and worst states.
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New Jersey Star-Ledger, July 12. Fromt Section article -~ Picpure of President with Sen.
Moselev-Braun. Headline: "Clinton unvetls $5 billion school repair plan." Sub-
Headline: "TV spectrum auction wonld fund program.”

Minneapolis Star-Tribune, July 12. Heade ' it artic A
of Front Section, Header: "Federal help 10 mpazr schools.” Hf:a:iime “(’limwn seeks
¥5 billion for school repairs”

Lowisiana Times-Picayune, July 12. Short arti g nf
Briefs”, Headline: "Clinton Proposes 35 biflion 23 fix schools.®

Chicage Sun-Times, July 12. Page 12 article, Headline: "Clinton funding proposal
could give schools here $75 mullion for repairs.”

Boston Herald, July 12. Page 4 atticle. Headline: "School bosses cheer $5B fed repsir
plazz,ﬁ

Kansas City Star, July 12. Page 3 of Front Section. Headline: "Clinton suggests aid
for fixing up schools.” !

Las Angeles Times, July 11, Page 12 of Front Section. HeadMne: "Clinton o seek $5
billion for school repairs.”

Chicage Tribane, July 11, Page 18 article. Headline: “Clinton to push §5 billion plan
to fix, buiid schools.”

Des Moines Register, July 11. Page it Section. Headline: "Clinton will
propose $5 bitlion to help mg:arf publm schaois " Sub-Headling: "The program of
subsidies will need the approval of Congress, however.” §

Des Moines Register, July 11, Page ¢ Seciion. Headline: “Little impact seen
in Des Moines." Lead; “’?msadem Ch:zwzz s school canszm:non proposal probably
won’t have o big impact on the Des Moines school district’s Vision 2005 building
improvement plan, 8 school official sald Wednesday." :
Charieston Gazette, Iy 11, Page 8 of B Scctigm Headline: "85 Billion available for
school repairs.” Lead: "To help fix the nation’s crumbling schools, the Clinmon

aémzmstratzon will propose spending $5 billion to help districts pay for repairs and new
constrsiction. .., :

Baftimore Sun, July 11. 8Short arti «.0f Front Section "National Digest’.
Headline: “White House to ask ﬁmds forr new schoo!s, repair.”

Los Aageles Times, July 12. Page 15 of Front Section "Nation in Bref", Hcaxii'zzx:
“Clinton offers plan to renovate schools.”

Cincinnagi Enguirer, Jaly 12. FRONT PA article. Headline: "Schools: Fix-up sid
lacking." Sub-Headline: "Offer natmn is $5 ‘miimn, Ohio alone needs twice that.”
Lead: "Federal help to repair the nation’s crumbling school buildings is welcome, bt
falls far short of meeting needs, area school officials say.”
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s proposal,  Headline: "Clinton

. saz: Lake Tribune, July 12, Short ar
Proposes Billions for School C&nsmmmn

[ .) r-»'

« AP, July 11. Headline: "Clinton Proposes Billions w0 School Repairs.”
« Reuters, July 11. Headline: "Clinton unveils $5 billion plan to rebuild schools.”

» UPI, July 11. Headline: “Clinton proposes school renovations,”




THE WHITE HOUSE
WASBHINGCTON

December S, 1996

MEMORANDUM FOR THE CHIEF OF STAFF

FROM: LAURA D’ANDREA TYSON

SUBJECT: NEC STAFF WEEKLY REPORT

The following is an update on NEC initintives and policy development ¢fforts:

Reginnal Economic Development and related ivsues: The NEC sponsored 3 meeting
among EOP offices and four major foundations concerning regional economic development,
The meeting concentrated on developing ways in which we could work together on various
challenges i this arca including, in particolar, welfare-to-work. NEC staff will follow up
with the foundations: an carly result will be a briefing for the welfare-to-work tcam by the
Anmnic E. Casey Foundation on their six city/region iobs initiative. NEC s1aff also met with
other people working at the community level on regional issues.

Financial Institutions Reform: The NEC continued the policy development process with a
brieling by Treasury to NEC, CEA, OMB, Legislative Affairs and Conymerce staff about
the Treasury financial modernization proposal. The discussion centercd on substantive
issues; issues concerning strategy and tactics will be constdered at a meeting next week,
Treasury has started 1o draft legislative language.

Sechon! Construction: The NEC led an interagency meeting on the school consiruction
inftiative, and followed up with Treasury and ED on development of both an options paper
and lepislative language. The options paper, which deals mainly with the issue of whether
any or all of the funds should b distributed competitively and if so, how, should be
avatlable at the beginning of next week. Legislative language is currently being drafted by
ED, based on specs considered by the interagency group, and should be available fate next
week {or internal Adminisiration discussions.

Acconnting: NEC staff altended a Commerce Department-led meeting with the Financial
Accounting Standords Board to discuss accounting for soft assets, including training.

Pensions: The inlerapency pension working group had an extremely successful meeting
with o group of public pension funds (California, Ohio, Colorade, Texas) to discuss, among
other things, their expertences making their defined benefit plans portable, and also who
demands and takes advantage of portability.  We will mect next week with another group,
sponsored by the engineering profession, to diseuss the same issue. Qur own work on this
continues, Meanwhile, Treasury is working extremely hard and successtully to ensure that



ali 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 starting date of January 1, 1997,

Activities of the Assistanf to the President

LAURA D°ANDREA TYSON

Week of December 2, 1996

[nternal: Dr. Tyson eontinued to attend daily budgel mectings in Mr. Panetg’s office.
She pre-briefed the President for his meeting with President Menem.,  With Carol Raseo,
she hosted a welfare principal’s meeting; she also convened meetings on regional
economic issucs and Japanese frade and insurance issucs. Throughout the week, she

focused on the issues the Boskin Commussion rased in their report an the CPL

External: Dr. Tyson hosted a meeting of computer executives to discuss encryption issues.
She appeared on the Fox News channel and UNBC’s Capital Gains 10 discuss the
adminisiration’s position on CPL

Week of December 9, 1996:

Internal:  Dr. Tyson will hold a meeting on NAFTA avocado issues and will continue to
attend afl budpet meetings as they arise,

External:  Barly in the week, Dr, Tyson will host a reporter’s roundiable to discuss various
eeonomic Ssues,

Activities of the Depuly Assistants to the President:

DAN TARULLO

Week of December 2, 1996

Internal: Mr, Tarullo chatred two deputics mectings this week, one on chimate change, the
other on Europe including agriculture issues and preparation for the US-EU Sammit. Mr.
Tarulle continued work on encryption, WIPQ, and aviation issues.

External: Mr. Tarullo met with Antonio PuriPurini, Economic Minister of the Embassy of
Haly. He also met with Takatoshi Kato, Vice Minister of International Affairs at the
Embassy of Japan, On Thursday, Mr. Turullo departed for a Sherpas meeting in Paris.

Week of December 9, 1996

Internad:  Next week, Mr. Tarullo will chair a deputies meeting on agriculture issues. He
will also work on ISTEA issues, and continue work climate change and encryption.
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External: Mr. Tarullo will meet with representatives of Encrpy to discuss electronic
restruciuring.  He will also meet with EU Ambassador Pgeman,

GENE SPERLING
Week of December 2, 1996

Internal:  This week Mr. Sperling continued to coordingte and atiend Budget Deputies
meetings to prepare for the Budget Principals meetings.  He atiended the Daily Budget
Principals meetings as well,  He also coordinated a serics of folow-up mectings on New
Initistive such as : School Construction, America Reads, Welfare to Work, and HOPE
Scholarships.

External: Thiz week Mr, Sperling met with represemtatives from the AFL-CIO and CEA
to discuss CPL At Erskine Bowles request, he also met with Sam Beard of Economic
Security 2040 to discuss Mr. Beard’s idea for remodeling Social Sceurity,  He participated
the NEC *s meeting with various outside Jfoundations fo discuss their involvement in the
President’s policy proposals.

Week of December %, 1994

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

External: Next week, Mr, Sperling will meet with DPC and CNS representatives regarding
the possible planaing of a Citizens Service Summit. He will also atiead a meeting with
DC Boshiwsy representatives from major national companies to discuss the Budget Process.
Mr. Sperling will also convene with the Center for Community Change to discuss the
Budget Process,
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THE WHITE HOUSE
WASHINGTON

February 26, 1997

MEMORANDUM FOR  THE PRESIDENT

FROM: GENE SPERLING
SUBJECT: School Conxtruction Initiative
BACKGROUND

On July 11, 1996, you announced an initiative designed to help local communities and states
rebuild the nation’s schools. The goal was o spend §5 billion over four years to spur 20 billion
in school construction spending. Since the announcement, an NEC/OMB/Education/Treasury
team has been gathering further information, refining the program and drafting legislation,

As announced, the initigtive contained the fllowing elements:

* The {ederal government would subsidize up to 50% of the interest on state or local schaol
construction bonds, based on need;

& Federai funds would ieverage additional spending on school construction and rehabilitation,
not substitute for already-planned spending;

®  Mosy of the Federal money would be administered by the States, whose participation would
be voluntary; and ¥

®  ‘The 100125 school districts with the largest number of children in poverty would apply
directly to the Departinent of Education for the remainder of program funds,

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

® Based on arecent GAO Repont, states and localities (including school districts) underinvest
in school infrastructure;

& The quality of school infrastructure is reflecied in learning, 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
mvestment in schoo! rehabilitation and construction without getting involved in state and
local decisions about building, cepairing and financing schools; and

» Providing Federal incentives is preferable to imposing Federal regulations.

Since July, a joint Education/Treasury working group has held three public round tables, in
Washington, D.C., Ban Francisce, 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 round tables included education public interest groups, state and ity school
officials, state and local budget staff, facility planners, state debt issuing agencies, representatives
from Senator Moseley-Braun's and Representative Nita Lowey's office, and investment bankers

involved in local school financing.

We leamed that the jocal school finance systems vary across the country - and in particular the
degree of state involvement varies significantly; many school districts, particularly the most
needy, will 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 reason for

anderinvestment in school infrastructure.

PROGRAM OPTIONS

The Education Department has virtually completed the draft legisiation. Based upon the
information obtained in the roundtable discussions and further inter-agency diseugsions, the NEC
principals believe that the program sheuld continue to be focused on providing financial leverage
for new construction and rehabilitation that communities will undertake largely with their own
funds, However, we have alse concluded while the original interest subsidy concept will work in
many school dis:ricts the program should be somewhat more flexible in how the federal funds
can be leveraged. For example, purchase of bcnd insvurance and capitalization of bond banks

should be allowabie purposes.

We also believe the program should incorporate a significant competitive element. Frankly,
given the fact that expenditures on schoo! construction and rehabilitation appear to have begun to
inergase without a federal program, 1t will be difficult to show that any formula-based program of
this magsitude, when spread around the country, has made g real difference. Requinng localities
-« and perhaps states - 1o compeie for some or all of the funds, will (i) generate more efficient,
community-based proposals for use of the funds; (i1} make it more likely that the federal funds
will indeed leverage new state and local {including private) funds for school construction; and
{is) digtinguish this program from a traditional grant program, for which we believe there is littie
enthusiasm, given budgetary constraints and political constraints relating to tocai control. At the
same time, we believe all large high-poverty schoo! districts should be able to receive some
funds, if they can demangtrate the funds will leverage new construction or rehabilitation. The
Drepartrnent of Education aiso believes all siates should receive some funds.
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We therefore propose zizag the program be structured as foliows:

s 50% of the funds will be designated for states gnd 30% for the 100 schoc! districts with the
largest number of children in poverty. (The 100 districts have 32.8% of children in poverty,
s0 & 50-50 split provides significantly more per poor child to the 100 districts than to the
siates.}

® Of the total of $2.9 billion designated for the 100 districts, $750 million would be placed ina
bonus pool, 1w 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 rehsbilitation and construction funds from state, local and private sources 1o
build or reconstruct safe, accessible, efficient schools that serve children in cominunities
most in need. The remaining $1.75 billion would be made available w the 100 districts on
the basis of the Title 1 allocations, but to get the money, the districts would have to
demonstrate that the funds would be used to leverage other funds for new construetion or

rehabilitation.

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

# Distribute all the money by a formula based on Title | allecations, although to get the
money the states would have 1o demonsirate that they had a program to use the federal
money to leverage other funds -- at the state or tocal level or both -- to increase school
construction or rehabilitation beyond the pre-program fevel.; and

& Distribute most of the money by formula based on the Titie 1 aliocations, but set aside a
bonus pool of approximately $750 million to be distributed on the basis of the
Departient of Education’s determination of which staie programs were most effective in
leveraging the federal funds for new construction or rehabilitation for the most needy

studenis outside of the 180 distriets;

Secretary Riley opposes any sort of state comp@tition because it would generate significant
opposition 1o the program as unduly interfering in state and local matters. Moreover, he believes
a competition would put a significant administrative burden on the states and the Department of
Education, that would not be cost-efficient, given the size of the bonus pool. However, Secretary
Riley thinks the bonus pool is an acceptable option if needed to assist in making clear the
leveraged nature of the program. Secretary Rubin thinks & rompetitive program is better as a
matter of policy, but acquieses in Secretary Riley's political and admintstrative 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 that wiil niot generate incremental spending,

[ understand that nisk, particularly sinee it will be impossible to provide mathematical proof that
this program, by itself, actually has resulted in incremental spending that would not have
occurved otherwise. However, [ also believe that, by challenging states and localities, though the
borus pools, to demonstrate how they will leverage the limited federal funds 10 generate a greater
quanitity of new spending for construction and rehabilitation, we will be able to demonstrate the
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incremental impact of the program on an anccdotal, but wide-spread, basts.  therefore

- recopumend the bonus pool option.

CONCLUSION

We are poised to compiete work on a well-constructed program to jump start school construction
and rehabilitation through leverage of federal funds with state, focal and private money. Our
consultations have led us toward a more flexible program that can be beneficial to 3 wider range
of school disiricts, If you 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 being distributed by formula
Complete drafling of program with state bonus pool

See me for further discussions
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 THE WHITE HOUSE &9
WASHINGTON c()

- March 6, 1997
MEMORANDUM FOR THE PREBIDENT

FROM;: TODD STERN %:

HELEN HOWELL

SOV

The attached Sperling memo outlines two options for dealing with the funds desipnated 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 15 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 secks a decision from you on that issue.

SUBJECT: _ NEC decision memo on school construction initiative.

Background. The goal of the initiative you announced in July 1996 was io spend $5 billion over four
years to spur 320 billion in school construction spending by subsidizing up to 30% of the interest on
state or local school construction bonds, based on need. Since July, a joint Education/Treasury
working group has held round tables with education groups, state and city school officials, state and
tocal budget staff, facility planners, and investment bankers involved in local schoo! financing, They
learned that; there is no single reason for underinvestment in school infrasiructure; local school
finance systems vary greatly; and many needy school districts will have difficulty issuing additional
bonds for schoos! construction, but may have other finsneing alternatives. As a result, Education and
the NEC propose that the program be more flexible in how the federal funds can be leveraged.

School districts’ share. In the draft tegislation, $750 million of the $2.5 billion designated for the
school districts would be placed in a bonus pool to be awarded 1o the 20 or 30 districts whose
proposals show the greatest need and ability to use federat funds to leverage new rehabilitation and
gonstruction funds from state, local and private sources. The remaining $1.75 billion would be made
available to the 100 districts on the basis of Title | allocations, but to get the money, districis would
have to demonsirate that the funds would be used to leverage other funds.

Options for dealing with designated state funds. There are two options for dealing with the $2.5
bitlion <designated for the states; 1) diswribute all the money by a formula based on Title | allocations
{although to get the money, states would have to demonstrate that they had a program 1o usc the federal
money to leverage other funds); or 2) distribute most of the money by formula based on the Title |
atlocations, but set aside a bonus pool of apgroximately $750 million to be distributed based on
Education’s determination of which state programs are most effective in leveraging the federal funds to
benefit the most needy students outside the 100 disteicts, )

Seo. Riley opposes state competition (npfioa Z) because # would generate opposition to the program
for unduly interfering with state and local maners, and because it would put an administrative burden
on the slates anpd the Department of Education that would not be cost-efficient. Sec. Rubin thinks o
compelilive program (oprion 2} is better as a matter of policy and Gene agrees. Although some at
Treasury are concerned that, even with a competitive design, this program will be viewed ag a gramt
program that will not gencrate incremental spending, Gene believes that by challenging states and
localiies through the bonus pools 1o demonstrate how they will leverage the limited {ederal Munds, we
will be able to demonsteate the impact of the program on an ancedotal and widespread basis.

—_ State share disinbuted include state bonus pool . Discuss
by farnmln only



THE WHITE HOUSE
WASHIMGTON

February 26, 1997

MEMORANDUM FOR  THE PRESIDENT

FROM: GENE SPERLING
SUBJECT: Schaont Constraction Initiative
BACKGROUND

On July 11, 1996, vou announced an initiative designed to help local communities and states
rebuild the nation's schoofs. The goal was to spend $5 billion over four years 1o spur $20 billion
in school construction spending.  Since the announcement, an NEC/OMB/Education/Treasury
tearn has been gathering further information. refining the program and drafting legislation.

As announced, the infiiative contained the following elements:

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

Federal funds would leverage additional spending on school construction and rehabilitation.
not substitute for alrcady-planned spending;

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

The 100-125 school districts with the largest number of children in poverty wounld apply
directly to the Departinent of Education for the remainder of program funds.

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

Based on @ recert GAQ Report, states and tocahties {including school districts) underiovest
inn school infrastructure;

The quality of school infrastructure is reflected in Jearming, and high quality, modern,
energy-efficiant schools are safler and cheaper to operale:



-

# The Federal Government could provide sncentives for states and localities to increase
investment in schoo! 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 Education/Treasury 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 round tables included education public interest groups, state and city school
officials, state and local budget staff, facility planners, stare debt issuing apgencices, representatives
from Senator Moseley-Braun's and Representative Nita Lowey's office, a,nd investment bankers
involved in focal school financing.

We learned that the local school finance systems vary across the country -- and in particular the
degree of state involvement varies significantly; many school distnicts, particularly the most
needy, will have difhcuity issuing additionsl bonds for sehool construction, but may have other
financing altemnatives that could be leveraged with federal funds; and there is no single reason for
underinvestment in school infrastructurs.

PROGRAM OPTIONS

The Education Department has virtually completed the draft legislation. Based upon the
information obtained in the roundtabde discussions and further inter-agency discussions, the NEC
principals believe that the program should continue 10 be focused on providing financial leverage
for new construction and rehabilitation that communities wili undertake largely with their own
funds. However, we have also concluded while the original interest subsidy concept will work in
marny school districts, the program should be somewhat more flexibie in how the {ederat funds
can be leveraged. For example, purchase of bond insurance and capitalization of bond banks
should be allewable purposes.

We also believe the program should incorporate a significant competitive element, Frankly,
given the fact that expenditures on schoo! construction and rehabilitation appear o have begun to
increase without a federal program, it will be difficult to show that any formula-based program of
this muagnitude, when spread around the country, has made a real difference. Requiring localities
-- and perhaps states -- to compeie for some or all of the funds, will (i) generate more efficient,
community-based proposals for use of the funds; (i1) make it more likely that the federal funds
will indeed leverage new state and local (including private) funds for school construcifon; and
{iii} distinguish this program from a waditional gramt prograns, for which we belicve there is little
enthusiasm, given budgetary constraints and political constraints relating to local control,  Atthe
same time, we believe all large high-poverty school districts should be able to receive some
funds, if they can demenstrate the funds will leverage new coastruction or rehabilitation. The
Departmient of Education also believes ail states should receive some funds,
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We therefore propose that the ;Srogram 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 i poverty.  (The 104 districts have 32.8% of children in poverty,
s0 a 50-50 split provides significantly more per poor child to the 100 districts than to the
states.}

e Ofthe total of $2.5 billion designated for the 100 districts, $750 million would be placed in a
bonus poel, 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 o
leverage new rehabilitation and construction funds from state, focal and private sources to
build or reconstruct safe, accessible, efficient schools that serve children in communities
most inneed. The remaining $1.75 billion would be made available to the 100 districts on
the basis of the Title | 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 distnctsh
» Distribute all the money by a formula based on Title | allocations, although 10 get the
maoney the states would have to demonsiriate that they had a program to use the federal
money to leverage other Rinds - at the state or local level or both — to increase school
construction or rehabilitation beyond the pre-program level; and
& Distribute most of the money by formula based on the Title | allocations, but set aside a
bonus pool of approximately $750 million to be distributed on the basis of the
Department of Education's determination of which state programs were mast effective in
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 i would generate significant
oppasition to the program as unduly interfering in state and local matters. Moreover, he believes
a competition would put » significant administrative burden on the states and the Department of
Education, that would not be cost-efficient, given the size of the bonus pool. However, Secretary
Riley thinks the bonus pool is an acceptable option if needed to assist in making clear the
leveraged nature of the program. Secretary Rubin thinks a competitive program is better ag a
maticr of policy, but acquicses in Secretary Riley's political and administrative judgment. Gthers
at the Treasury Departiment are deeply concerned that this program, even with its competitive
design, will be viewed as simply a grant program that will not generate incrementael spending.

I understand that risk, pariteularly sinee 1 wili be impossible o provide mathemaocal proof that
this program, by itself, actually has resuited in incramenial spending that would not have
accurred otherwise. However, 1 also believe that, by challenging states and localities. though the
honus pools, to demonstrate how they will leverage the limited federal funds to generate a greater
guanitity of new spending for construction and rehabilitation, sve will be able to demonstrate the
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incremental impact of the program on an anecdotal, but wide-spread, basis. I therefore
_ tecommend the bonus pool eption.

CONCLUSION
We are poised to complete work on a weil-constructed program to jumnp start school z:osésiructiorz
and rehabilitation through leverage of federal funds with state, local and private money. Our
consultations have led us toward a more flexible program that can be beneficial to a wider range
of school districts. If you approve the recommendations in this memo, we will be prepared to
compiete drafting quickiy and start vetting on the Hill.
DECISION

Complete drafiing of program with state share being distributed by formula

Complete drafting of program with state 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 Tharra, and others, it was
suggested that our embracing the new school construction proposal might be a part of a strategy
for winning over the CBC 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 wiay want to raise this at the senior staff meeting; if Bruce doesn’t.
Raines apparently has & memo about Daschle-Gephardf on his desk, but has not taken any action,

There are two issues. Whether 10 support Daschie-Gephardt, and when. On the first question, |
think the answer is that we should absolutely support it {with ooly minor modifications). Given
our continued commitment on the issue, we should take the opponunity to be praised fora $1.9
billion proposal rather than pilloried for moving away from our 83 billion plan. On timing,
however, we need to consider bow an endorsement might affect our negotiations on the
appropriations bills over the next few weeks.

This $1.9 billion proposal is based on the Administration’s propesal. One-third of it is
competitive to the 100 school districts with the largest numbser of poor children and 25 other
districts with extraordinary needs. The other two-thirds 1s distributed by formula 1o Siates, 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 (restructuring the foreign tax credit carryover rules). The Adminigtration is on
record supporting closing that tax loophole.

This bill could come up as a second-degree to the Coverdell amendment, whepever the next
revenue bill moves in the Senate. The Superfund legislation is one possibility.



Decembur 6, 1997
MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING
BOR SHIREMAN

SUBIECT: Schael Canstruction

You have publicly made it clear on a number of oceasions -- most recently in Chicago
with Sen. Moseley-I3raun - that you will continue to fight o get Congress o address the
problem of the crumbling school infrastructure, There are two tssues on school construction that
nced o0 be considered in the context of FY 1999 Budget decisions: size and design (spending
versus tax). This memorandum briefly describes some of the policy and political dynamics
around the question of size, then lays out the pros and cons on the design issue,

Sizg

As with all of the new initiatives, we are not asking you 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 deciston that will draw a great deal of atiention,

The OMB passhack funds the School Construction initiative a1 $1.9 billion -- down from
the $5 billion that was proposed last year. That matches a Daschie-Gephardt proposal developed
its the late summer as a last-ditch sffort to get a down payment on the school construction issue,
The amount was based on the size of the offset they were able 10 agree on (closing & tax
loophole). There 1s no question that ao initiative of that sive would sa? be et warmaly by
supporters of a Federal investaent in this aren.

Pressures {or us to re-propose a schoot construction initintive of af feast $5 billion are
coming from a munther of quarters:

. Defining issue for Democerats. Democrats see this az 4 popular mitiative Gl scts the
ciearly apart from Republicans. Some have argued that the funding should be increased



above £5 billion in order 10 provide more help to suburbs,

» Urban needs. In the context of negotiations over the voluntary nationad tests, School
. Clonstruction came up & number of fimes with the Black Caucus as on¢ Hem that would
demonstiate (he Administration’s compiitment to the needs of urban schools.

. Class size. Some have suggested that a sehool construction initistive could be tied to the
wlen of smalier clasy sizes.

Obviously, a funding decision nceds 1o be made in the context of the whole budget,
taking‘i:ﬁ{; consideration proposals for child care, smaller class size, health care, eic. [ we are
constrained by funds available in the five year budget window, you should keep in mind that one
way to accormunodate school construction might be to streteh over a longer period {such as $8
hitlion over 10 years, with $3.5 billion in the {irst five years).

Design

You need to decide whether we should condinue to propose cur School Construction
usitiative as 2 mandatory spending proposal or shift it to a tax credit,

Spending preposal. The bill you proposed, the Partnership 1o Rebuild America’s
Schools, provided s one-lime appropriation of $5 billion for grants to States and joczalities lo pay
for up to one-half the mterest cost of repayment of school constraction bonds {or an equivalent
amount in cases where an alternative financing mechanisn is used), One-haif of the funding
was reserved for the 100 largest school districts, We estimated that the £35 billion would
Jeverage $20 billion in new construction/renovation ever {our years.

Pros

. The Administration bill in the House gained 116 cosponsars, including
Republicans, A letter signed by 112 of them urges you o 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. [t is more
difficult to desipn a tax credif that accomplishes those goals,

. Thig approach is more efficient at addressing our specific goals than a tax credit
ftax incentives associated with bondg inevitably have some mefficiencies
associated with them),

¢ The b is flexible, allowing lor creative funding smechanisms such as lease-

buybacks, helping districls that are not able to float additional bonds.
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. To propose $5 billion or more, we probably will need 1o rely on closing tax
loopholes as the offset, creating 4 “tax-and-spend” scenario,

. With a tax~side of(set, the spending propesal and the offse! would have o tmove
through different committees, making the plan more difficult to aclieve
tegislatvely - unless there is a reconciliation bill,

» While the education groups prefer the spending program in the abstract, they
would prefer a tax-side approach if it means more mongy coudd be dedicated to
the purpose.

Tax prapoval.  As part of the Taxpayer Reliel Act of 1997, Congress enacted a tax
credit propesal by Rep, Rangel that iredudes schoo! renovation (but aot 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 o cover
certain costs of "academies” that link businesses with the schools to develop a curricutum that is
employment-oriented (the description 18'not unlike your School-to-Work program). The bond
proceeds <an be used {or a variety of expenses: rehabilitation, repairs, technology, equipment,
curriculum development, and teacher training.

While supporiers of school construction were plensed (o see Congress ratify a proposal
that mcluded school renovation, they do not see the Rangel plan as a sufficicnt approach for two
reasons: (1) i1 narrow focus on these school-business academies, and (2) the broad use of funds,

. This bond/iax credit design could be expanded 1o focus more squarely on school
construction and renovation, and beyond the academies in the Rangel provision. For example,
Rep. Loretta Sanchez introduced legisiation 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.

Pros

. We can more casily propose g larger mitialive on the lax gide.

. A tax-sitde initia;ive will be revenue-neutral, and both tie program and the offsct
wouhd by handled by the same comntices in Congress.

s The Senate sponsor of our Schoo! Construction legisiation -~ Sen. Moseley-Tiraun
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-~ is on the Finance Commilice and would support the idea of a 1ax-side approsch
that she could push there.

.’ We might be able to develop a proposal that would have the strong support of the
ranking member In the House (Mr, Rangel}.

. The contentious issue of Davis-Bacon, which bas causced some problems even
with some maembers of the pro-schaol construction coshtion, hag »not been an
1ssue o the tax side.

{ons

. The bond/ax-credit approach is unprecedented, so we do not yet know how well
it will work. »

. The bells and whistles that we built itsto our Schoal Construction proposal -~
leveraging, rewarding State investments, ete, -- would be more difficult i not
impossible to design and enforce in a tax-side approach,

. The House sponsor of our School Censtruetion legislation -« Rep. Lowey -
prefors the spending bill that we proposed this year.

» Rep. Rangel is very committed to his design, and may not be willing 16 make the

changes that we would want to steer this toward schoal construction and
renovation and away from his “academics” approach. There is a chance wo
would have 10 part ways with him, or accept something that we do not like and
does not satisfy the constituency groups.

Treasury strongly supports 2 spending-side strategy. The tax credit approach is awkward
and inefficient. While Treasury is making every effori to iroplement the Rangel provision
effectively, it is an unprecedented approach -« as would be any tax-side approach to subsidizing
school construetion,

Secrctary Riley also prefers the direct spending approach,
Secretary Herman heard from the Congressional Black Caucus on thig issue in her efforts
on Fast Track. She would prefer (he tax side beesuse it would sllow S Moscley-Brann and

Rep. Ranged to champion the legislation.

Sperling and Reed would ideally prefer to siick with the vour carefully-Gesigned
spending proposal, but beheve that we should be willing to propose a revenue-neutral 37 bilhon,



10-year approach on the fax side if necessary 1o make room for child care, health care or ather
proposals. .

Judy Winston considers cither approach to be consistent with the President’s Initiative on
Race, and with the agenda for the December 17 Advisory Board meeting which will include »
discusgian of racial disparitics in educattonal resources including facilities.

M
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THE WHITE HOUSE SR rngaves s
WASHINGTON

February 20, 1995 - ’:z P I B Y
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MEMORANDUM FOR THE PRESIDENT - - Sea ne
%&wr\"
FROM: " GENE SPERLING e
RE: NEC WEEKLY REPORT
ec: ERSKINE BOWLES

Emplayability Conference in London: This weekend, 1 will be attengding the (-7 Ministerial on
Employability along with Secreraries Rubin and Herman. While the Asia crisis is expected 1o be
opic number ane, we expect the discussion to focus on the rigidities in the European labor
markets and the attempts of the U.S. and England 1o push other countries toward more {lexible
market policies. We will stress our increases in the EITC and minimum wage and other ways we
have increased incomes while stili keeping our labor markets flexible,

Electricity Restructuring: The NEC has worked closely with the CEQ, EPA. and DOE this
week to {inalize oplions on electricity restructuring. An options memorandum is being submitted
1 you shortly.

Student Loan Interest Rate: Under current law, the interest rate on student loans is scheduled o
go down by roughly one fistl percentage point on July 1, as a result of changes made in the 1993
budget deal. Banks and Sallie Mae have been warning for the past year that the loans are not
profitable at the lower rate (partly because it uses a longer-term instrument to set the rate}. fhey
?zas:e”c‘alied this a “ticking time bomb™ that will threaten student access 1o Joans. At my request,
Treasury has been analyzing the lenders’ claims. and will soon be ready to issue a report,

Treasury's analysis {inds that the July | situation is unienable for banks over the long term;
however, Treasury also finds that giving students an eguivalent rate {(bwt based on a shont-term
instrument) is inside the range of adequate lender returns. We are Inoking into whether we can
hold the report until a day next week when you or the Vice President could make a brief

f comment that lays out that position. (The Hill and groups are anxious 10 see the report, so we
can’'t hold it very {ong).
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Sechoal Construction: The Rangel legislation will be ready for Rep. Rangel to introduce next

week. We are working closely with him so that it reflects the proposal that you laid out (i the

budget. He has kindly offered 10 add Rep. Lowey as his chief cosponsor, since she led the effon

for our bill last year. In the Senate, we expect the bill 1o be introduced by Sen. Moseley-Braun,

who is on the Frinance Committee. We may ask him 1o introduce the lezislation on a day when
ou would be able to make a statement. We are working on bringing in a number of
rganizations io broaden the groups who are endorsing the mitiative,

Educational Technology: This week, Tom Kalil, o0 cur staff and staff from the Vice
President’s office briefed over 30 Congressional staff (both Demoerats and Republicansy on your
FY 1999 educational technology investments and the “e-rate.” Congress seems 10 be supportive
of your focus on making sure that teachers can use technology effectively in the ¢lassroom. Uver
15,000 applications for the “e-rate” - which will provide discounts of 20-90 percent o connect
schools and hibraries (o the Interet - have been filed from every state in the Nation, We want o
continue to strengthen Congressional support for the “z-rate” since long distance companies may
add a line iten o phone bills to pay for iu

Cox-Wyden Internet Tax Freedom Act: Next week, you may be announcing your support for
this legisiation, which would put a 5-year moratorium on new taxes that discriminate against the
Internet and electronic commerce. A possible venue for this announcement could be at a
conference in California organized by Robertson Stephens on information technology -- which
attracts over 3,000 high-tech CEQs, venture cupitalists, 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 stabilizatiqn and
deregulation measures of limited value. We gre siating publicly that it is critical for Japan to take
additional policy steps 1o strengthen domestic demand, and that demand-led growth in Japan
would be an important contribution towards the economic recovery of other Asian nations. Bob
Rubin will urge carly, significant fiscal action in his meetings with the new Japanese Finance
Minister at the London G-7 Finance Ministedal. [ will reinforce that message in my mestings in
Londen, as well, Our target is a possible supplemental stimulus package that Hashimoto may
mmo::itce after the passage of his 98 budget in late March or early April.

* Looking Ahead on the IRS: Next week, Treasury and the IRS will begin the launch of our first

Citizen Advocacy Panels. In total, there will be 33 citizen panels to provide taxpayers with an
independent source of help to resolve their problerns and to monitor the pragtices of [RS 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 1a Florida.

On March 7th, the IRS will open its offices on Saturday- for the first time during filing season.
The Vice President may conduct an event around this first Saturday of “preblem 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 1o pass IR reform.
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Budget Response: Frank Raines and | are placing a letter to the editor in the Mew York Timesin
response to an op-¢d this week by John Cogan, a former Republican OMB official. Cogan made
severa! 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 S years, we are actually adding $800 mzlizon in
budget savings to the surplus.

Kelly Air Force Base: Boeing today announced plans to establish a major center for the
\l aintenance of large aircraft at Kelly Air Force Base in San Antonio, Boeing expucts 1o hire 830
N Ecli}f workers over the first 18 months of operation, and as many as 1,500 workers eventually,
eday's announcement came after weeks of negotiation between Boeing and the community, and
eflected considerable effort by Dol and other federal agencies. Al the NEC's request, Phil
ingermian, the head of Commerce's fconomic Development Administration, participaied in the
event and the Vice President and the Acting Secretary of the Alr Foree both issued statements.

Rep Reforms Legislation: Once again, there is interest on the Hill in regulatory reform
legistation, Senators Levin and Thompson have coauthored a bill that is somewhat responsive 1o
many of our concerns with earlier reg reform efforts, but there are imponant issues that are still
unresolved to the agencies’ satisfaction. Sally Katzen convened a deputies-level meeting this
week to sort out the substance and the politics, and we will have a recommendation for an
Adminisiration position shorily, We have prepared Qs and As for you in case you are asked
about this by the Govemors this weekend.



