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The Naw York City school system was hit with a debilltating
capital appropriation reduction of $7%0 million during the 19%2
City fiscal year. The $750 million capital cut was equivalent to
lopping off a year's. worth of projects from the existing $4.3
billion five year plan. The existing plan, adopted in 1988, was
barcly adeguata enough to meet the lost urgsnt capital neade aof a
gschool system whers approximately half of 1its 1100 buildings

require either complete nodernization or at least replacements of

ona or more entirasa puilding systems (eg.plumbing, reoofs). 1In fact,
the capital plan only addragsses 20% of the aystem's totsnl capital
neaeds as identified in a capital needs assessment conducted in
1988/89, -

Howevay, the City of New York agreed to pursue in cooperation
with the Board of EBEducation, state legislation which would allow
the Board of Education to directly pledge building ald generated by
the existing capital program to a new bonding program separate from
tha City's General Obligation Capital Plan. This agreement would
allow the Poard to at lesast restore $750 million to tha 5 year
capital program and at the same time lower the official debt burden
of the Cj.t'-Yv

This agreement grew out of nagotiations with the City over tha
statutory obligation (Stavisky-Goodman) aof the Cilty to fund the
Board of Education at a certain percent of Clty budgat
expenditures. The Board of Education pursued rellief on the capital
budget rather than solely concantrating on the cperating budget for
the following reasons: 1) the preolonged slump in the construction
industry is resulting in tremandous cost savings therefore making
the present the best time to hulld; 2) the authorizing legislation
for the School Construction Authority only gives a Wicks exemption
for five years which would be squandersd by capital cuts and
deferrals during that time interval: 1) the ocutdated and poor
condition of many school bPuildings wastes scarce operating dollars
due to maintenance and energy inefficiencias.

Tha City's agreement to relinquish building aid generated from
the five vear plan and use it to secure a new bonding program posas
little risk to the City's financial position due to limitations in
the Stata’s building aid formula and the unique cap placed on the
N.Y¥.C. schools systen's overall share of negotiated echool ald
increasas. The current practice is for the city to finance capital
construction from the proceeds of Clty general obligaticon bonds.
The City then pays the debt service from its own debt service
appropriation. State building aid claims are later submitted on
eligible projects but the effective yield on a deollar of
constructien is typically 25% despite an ostensible stato aid
building aid ratio of S0M. The lowar yield is due to limitations
placed on allowable costs, including: the use of a statewide
building cost index which penalizes higher cost regicens of the
state; and a 25% cap on anclillary ceosts such as land acquisition
and site preparation which doesn't recognize the tremendous cost of
land in densely settled and built areas such as Manhattan, =

Since building aid ig another form of unrestricted school aid,
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the city receivas it as just another from of genaral operating aid,
divorced from any relevance to capital fipancing by the city.
Further reinforcing the irrelevance, is the practice by the State
Legislature of including building aid within an overall "share cap”
on the Board of Fducation's school ald increase. This is exactly
wn{mhtha City perceives no real risk in forgoing building aid
re ursaments since they believe that any huilding ald increases
are off-set by decrasses in other formula categories in order te
sheoaehorn all computerized aids within the overall ahare cap.

In ordar to rastore vital projects to the Capital plan, the
Board of Education is proposing a new revenue backed bonding
program to be securad by state aid appropriations derived from the
stata's bullding aid formula. The board proposes using the
axisting New York City Education Constructicn Fund to finance these
projects. Additicnally, the Board proposes modernizing the school
ald formula in order to more accurately aid the true costs incurred
in conatructing schools designed to meet wodern needs of gchool
children. The spacific details of the school construction proposal

fallow. .
1) Authorize the New York City Fducation Construction Fund (ECF)
ECY waa eatablishaed as a public benefit corporation in 1966 to
finance combined occcupancy structures whereby private developers
share the cost of erecting a facility and the public schools ocoupy
part of the atructure., Onhe noteworthy school bullt by the ECF
during the 1570's is the Norman Thomas High School for Commarcial
Edut:atian- - R
ECF is a logical choica to assume the respensibility for
financing capital projects since it has established a track record
in school construction finance including a racent $80 million
rafinancing of cutetanding notes. Furthermore, the E.C.F. would be
reasponsive and accountable to the scheool system foy ita operations
gince its three trustemes include as ex-officio members, the
Chancallor and the President of the Board of Pducation. The thipd
trustee is appointed by tha Mayor of Naw York city. '
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The state established the precedent of using building aid as
a direct .dabt smervice pledge in the adoption of lagislation
authorizing the State Dormitory Authority to finance capital
conatruction on behalf of Speclal Act School Districts (Chapter 737
.of the Laws of 1983). Spacial Act School Districts were created
from pre-existing residontial schools serving handicapped children
which were originally astablished by religious and non-sectarian
not-for-profit agencies. In order to allow these schools to
qualify for certain state and ‘federal aid, they were individvally
constituted by special acts of the legimlature ag public school
districts cotarninous with the boundaries of the land owned by the
not-for-profit agencies who operated them. Special Act School
Districts are funded by +tultion payments made by the soclial
services districts or local school districts on behalf of children
that they refer to these Special Act School Districts. Special Act

’

o,y






