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MEMORANDUM

August 23, 2005
TO: Interim Committee on School Finance
FROM: Cathy Eslinger, Senior Analyst I1, 303-866-3560

SUBJECT: School District Capital Construction

This memorandum summarizes major provisions in law and includes background
information on K-12 capital construction in Colorado. Specifically, the memorandum
provides:

a description of traditional methods of funding K-12 capital construction;
a discussion of school district bonded debt limits;
a description of the funding methods established through Senate Bill 00-181;

a discussion of the application process for capital construction funding;

historical data on capital construction funding sources;

NN N NN N

areview of capital construction funding received by Colorado's school districts
through Senate Bill 00-181 mechanisms; and

v/ Referendum D provisions pertaining to school district capital construction.

Traditional K-12 Capital Construction Funding Methods

Role of school districts. Mechanisms for addressing the state's capital needs
include specific provisions for and limitations on the way that K-12 capital construction is
addressed by Colorado’s 178 school districts. One way to consider the options available
to Colorado school districts is to view them as "borrowing" (i.e., debt financing) or
"pay-as-you-go" methods. More specifically, Colorado school districts have traditionally
funded capital construction through the issuance of bonds or through the use of capital
reserve funds and lease purchase agreements. School districts' authority to issue bonds is
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restricted by statutory limits on bonded indebtedness. The use of capital reserve funds and
lease purchase agreements must also comply with statutory guidelines.

Bonded debt. A school district may seek voter approval to issue bonds to meet its
capital needs. A ballot measure authorizing a school district to incur bonded debt may
address one or more of the following purposes:

»  acquiring or purchasing buildings or grounds;
»  enlarging, improving, remodeling, repairing, or making additions to a school
building;
»  constructing or erecting school buildings;
»  equipping or furnishing any school building in conjunction with:
* aconstruction project for a new building;
* an addition to an existing building; or
» aproject for substantial remodeling, improvement, or repair of an existing
building;
» improving school grounds; or
»  funding floating indebtedness.

Bonded debt limit. 1f a school district obtains voter approval, it may issue bonds
subject to statutory limitations on its bonded debt. State law authorizes school districts to
incur bonded debt of up to 20 percent of its assessed property value or 6 percent of the
actual value of the taxable property in the district, whichever is greater. In recognition of
the increased capital demands of high-growth school districts, these districts are authorized
to take on debt of up to 25 percent of their assessed property value. A school district's
1ssuance of the bonds results in a dedicated mill levy, the revenue from which is used to pay
principal and interest on the bonds as they become due. Attachment A provides a table of
Colorado's 178 school districts indicating, for each school district:

»  the district's FY 2004-05 assessed valuation;

»  the district's debt limit;

»  the district's outstanding debt;

»  the percentage of outstanding debt to its debt limit;

»  the district's bonding capacity based on outstanding debt;

» the district's total approved debt as of November 2004,

»  the percentage of the district's approved debt to its debt limit; and
»  the district's bonding capacity based on its debt limit.

This table indicates eight school districts that have been certified as high-growth
school districts, allowing them a debt limit of 25 percent of assessed valuation for the
district. School districts with this designation are:

»  Adams Five Star School District (Adams County);
»  Brighton School District (Adams County);

»  Bennett School District (Adams County);

»  Strasburg School District (Adams County);
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Douglas County School District (Douglas County);
Falcon School District (E1 Paso County);
Pueblo Rural School District (Pueblo County); and
Windsor School District (Weld County).
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Attachment B provides a comparison of school district debt limits based on assessed
valuation versus their debt limits based on actual value. A debt limit based on 6 percent
of the actual value of taxable property provides a higher debt limit for all of Colorado's
school districts. The Taxpayer's Bill of Rights (TABOR) implications for voter approval
of the higher debt limit appear to have impacted the bond opinions that school districts
receive when bringing a bond issue to their voters. As a result, a school district has yet to
request voter approval of bonded debt based on its 6 percent limit.

School district bonds and charter schools. School districts considering a bond
issue must invite the district's charter schools to participate (Section 22-30.5-404, C.R.S.).
Charter schools that wish to participate must submit a capital construction plan to the
district and may request to be included in one of two ways. They may request that the
district board of education include the charter school’s capital construction needs in the
district’s ballot question for approval of bonded indebtedness, or request that the district
submit a special mill levy ballot question to the voters of the district on behalf of the charter
school. A special mill levy for charter schools may be sought for a period of up to ten
years, and may not exceed 1 mill in any year.

Special building and technology fund. School districts also have the option of
seeking voter approval to impose a mill levy for a period of up to three years, the revenue
from which is credited to a special building and technology fund (Section 22-45-103 (1)(d),
C.R.S.). This mill levy may not exceed ten mills in any one year. State law limits a school
district's allowable expenditures from the special building and technology fund to the
following purposes:

»  acquiring land;

»  acquiring or constructing structures;

»  maintaining structures "to enhance their function, protect their value, and
extend their economic life"; and

»  purchasing and installing instructional and informational technology, which
may include expenditures on software and staff training.

School district capital reserve funds. Colorado's school finance act requires that
school districts allocate a minimum amount annually to a capital reserve fund or a fund
established for risk management activity. The required minimum allocation for
FY 2005-06 1s $271 per pupil, which must be increased each year by the same percentage
as the statewide base per pupil amount. School districts with a balance of at least five times
the required minimum allocation are not required to make this transfer. Expenditures from
the capital reserve fund may be authorized by the school district board of education only
for long-range capital expenditures pertaining to the following purposes:



»  acquiring land or improvements;

»  constructing new buildings or additions;

»  acquiring equipment and furnishings;

» renovating, where the costs are at least $2,500;

»  purchasing school buses or other equipment with a per unit cost of at least
$1,000; or

»  purchasing software licensing, where the costs are at least $1,000.

Lease-purchase agreements. Capital reserve funds may also be used in conjunction
with school district installment agreements or lease-purchase agreements, which are
authorized for the purposes specified above for a period of up to 20 years (Section
22-45-103 (1)(c), C.R.S.). While voter approval is required for lease purchase agreements
of one year or more, school districts may enter into agreements that are less than one year
in duration or that are expressly subject to annual appropriation by the school district
without voter approval.

Funding Methods Established Through Senate Bill 00-181

New funding options for school districts' capital construction needs resulted from
the settlement of a lawsuit filed in 1998, Giardino v. State Board of Education. In this
agreement, the state agreed to provide a legislative mechanism for dedicating $190 million
in state funds over 11 years to address the most serious capital construction needs in
Colorado’s public schools. To this end, Senate Bill 00-181 established a capital
construction assistance program of grants, matching grants and loans through which school
districts apply to the State Board of Education for moneys based on specific criteria.
Revenue for the program 1s supported through two funds, the School Capital Construction
Expenditures Reserve and the School Construction and Renovation Fund. An additional
component of the legislation sets a threshold for the required annual appropriations,
providing that 1f annual General Fund revenues do not exceed specified annual state
obligations by more than $80 million, "no appropriation shall be made" (Section 24-75-201
(4)(c), C.R.S.). This threshold has not been met since FY 2000-01.

School Capital Construction Expenditures Reserve. The School Capital
Construction Expenditures Reserve is established as a reserve in the State Public School
Fund to provide supplemental aid to school districts or charter schools for immediate capital
expenditure needs and in the following priority order:

1.  to address immediate safety hazards or health concerns within existing school
facilities;

2. to relieve excessive operating costs created by insufficient maintenance or
construction spending; or

3. to relieve building construction conditions that detract from an effective
learning environment.

State law further specifies that the capital construction expenditures qualifying for
grants from this reserve must "result in the acquisition of fixed assets or additions to fixed
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assets that will have benefits for more than one year and includes expenditures for the
improvement, repair, remodeling, alteration, or renovation of existing facilities or the
purchase of new or replacement equipment within existing school facilities” (Section
22-54-117 (1.5)(b)(@), C.R.S)).

School Construction and Renovation Fund. The School Construction and
Renovation Fund allots matching grants to school districts or charter schools for capital
needs involving instructional facilities such as classrooms, libraries, physical plants,
associated administrative areas, or for the incorporation of technology into schools.
Athletic and recreational facilities, for example, do not fall under the eligibility criteria
established in law (Section 22-43.7-104, C.R.S.). The School Construction and Renovation
Fund consists of any money appropriated to the fund by the General Assembly, as well as
any moneys from the School Capital Construction Expenditures Reserve that are not spent
by March 15.

Statutory criteria are provided for prioritizing grant requests from the School
Construction and Renovation Fund. Review and approval of requests must be based on
statutory evaluation criteria, in the following order of importance:

1. capital construction projects in a school district that has a lower relative wealth
compared to a statewide average, based on the per pupil assessed valuation in
the school district;

2. capital construction projects in a school district that has reached 90 percent or
more of its limit on bonded indebtedness;

3. capital construction projects that address safety hazards or health concerns at
existing school facilities, considering the age of the facilities and any previous
renovation work or controlled maintenance that has been performed at the
facilities, if the projects could not quality for funding or were not approved for
funding from the School Capital Construction Expenditures Reserve;

4. capital construction projects in a school district that has previously
demonstrated consistent efforts to allocate moneys to the district's capital
reserve fund in excess of the minimum amounts required;

5. capital construction designed to incorporate technology into the educational
environment; or '

6. all other capital construction projects (Section 22-43.7-105 (5), C.R.S.).

Public School Fund loans. In addition to the grants that may be provided through
the two funds reviewed above, the State Treasurer may make loans to school districts for
capital construction projects from the Public School Fund (Section 22-43.7-103.5, C.R.S.).
As with the grants provided to school districts from the School Construction and
Renovation Fund, loans must address capital needs involving instructional facilities.
Additionally, any loan request made by a school district requires that its voters have
approved the debt incurred by the loan. Requests for loans are reviewed as a part of the
process for evaluating grant requests, with the State Board of Education also assessing and
prioritizing requests for loans.



Process for Funding under Senate Bill 00-181 Sources

Application process. School district applications for capital construction funding
are due to the Colorado Department of Education (CDE) in June. Requirements for
applications, as specified in statute, include: '

a description of the scope and nature of the project;

a description of the architectural, functional, and construction standards that
are to be applied to the facility that is the subject of the project;

the estimated amount of assistance needed (State Board rules specify that
5 percent will be added as a contingency for new projects, and 10 percent will
be added as a contingency for renovation projects);

the form and amount of financial effort to be provided by the school district or
charter school;

a demonstration of the school district's or charter school's ability and
willingness to maintain any new project funded through these sources; and
other information that the State Board may require.

The State Board of Education has further detailed the components of a complete

application.
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A complete school district application includes:

a grant application;

a description of the school district's existing inventory that includes all
district-owned buildings;

an area map showing the physical location and name of the facility related to
the request;

a facility master plan 1f the district has one;

plans and specifications for the project, if available;

photos, if practical; and

a description of a five-year capital project plan.

Optional inclusions in an application are:
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a strategic plan;

an asbestos management plan;

new inventory related to a proposed new facility;

a facility program plan; '

a technology plan;

a project schedule, if available;

an American with Disabilities Act (ADA) survey;

letters from fire department, building, or other health and safety officials;
letters from companies or individuals in support of the project; or

other supporting documentation.

Matching grants. While the statutes establishing the School Capital Construction
Expenditures Reserve do not require a school district match, State Board of Education rules
require that a school district's application for funding include either a minimum matching
contribution or a formal request for a waiver of the school district contribution. Grants
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from the School Construction and Renovation Fund require school district matching funds.
In addition, State Board rules authorize school districts or charter schools to submit
supplemental requests for projects that have not been completed because original costs were
underestimated or because other unforeseen conditions or issues arose. These supplemental
requests may receive priority so that a project that is underway may be completed.

Evaluation of applications. In evaluating requests for grants and loans, the State
Board of Education utilizes an advisory committee that it appoints and that includes
representation from school districts, the General Assembly, and experts in construction and
facilities planning. The committee works with CDE staff to review and evaluate
applications for capital construction funding. In considering the requests for assistance, the
advisory committee uses not only the statutory criteria for project evaluation, but also ranks
school districts. The ranking system for school districts for awards from the School
Construction and Renovation Fund, based on criteria in statute, specifically focuses on the
school district's wealth based on its per pupil assessed valuation and whether the school
district has reached 90 percent or more of its limit on bonded indebtedness. In determining
recommendations for awards and for the school district's required match, a school district's
mill levy and the number of bond election defeats the school district has had in the
preceding ten years are also reviewed.

Approval of applications. The State Board has final approval for awards from the
School Capital Construction Expenditures Reserve. The State Board submits its list of
school districts and charter schools recommended to receive matching grants from the
School Construction and Renovation Fund, along with the type and recommended amount
of funding and the school district or charter school match, to the Capital Development
Committee (CDC) no later than August 16" of the year for which funding is sought. The
CDC has a statutory responsibility to determine the number of projects on the list that may
be funded from the School Construction and Renovation Fund before September 15", The
CDC may only approve projects from the State Board's prioritized list, and in the order in
which prioritized by the State Board (Section 22-43.7-106 (6), C.R.S). If the CDC takes
no action on the list, the list 1s deemed approved as submitted. The approved list is then
submitted to the Joint Budget Committee (JBC) no later than December 1. The House and
Senate Education Committees, the Governor, the Senate President, and the Speaker of the
House also receive the list presented to the JBC.

State Board of Education oversight of projects. State Board rules provide for
oversight procedures once a school district or charter school has been awarded capital
construction funding. Specifically, the rules require that by July 31 of each year, school
districts and charter schools submit an annual progress report on each outstanding grant.
A final report on any completed project is due before a final payment is made.

Other Funding Sources
In addition to funding from the School Capital Construction Expenditures Reserve
and the School Construction and Renovation Fund, several other funding provisions impact

school district capital construction funding. Two of these sources are Colorado Lottery
"spillover funds" and capital construction funding for charter schools.
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Lottery "spillover funds."” In November 2000, voters approved Referendum E,
allowing Colorado to participate in multi-state lottery games such as Powerball and
earmarking the General Fund portion of state lottery funds for K-12 capital construction.
The state lottery distribution includes a 50 percent distribution to the Great Outdoors
Colorado (GOCO) Trust Fund, capped at $35 million. Since 2000, moneys that exceed the
GOCO cap are transferred to the Public School Fund as a contingency reserve, rather than
to the state General Fund. The State Board may approve funding from this reserve for
supplemental assistance to school districts to address "immediate safety hazards or health
concerns within existing school facilities either by repairing, remodeling, or refurbishing
the existing school facilities or by constructing new school facilities to replace the existing
school facilities" (Section 22-54-117 (1.6), C.R.S.).

Charter school capital construction. State law provides that $5 million in State
Education Fund moneys be provided annually for charter school capital construction.
School districts with charter schools facing capital construction costs, as well as institute
charter schools with capital construction costs, are eligible for this funding. Institute charter
schools operating in a state building or facility do not qualify for funding. The allocation
to districts and schools is based on the school district's charter school enrollment or an
institute charter school's enrollment as a percentage of total state charter school enrollment.
The enrollment in qualified charter schools that do not operate in school district facilities
is fully weighted, while enrollment in charter schools operating in school district facilities
is weighted at 0.5 of full enrollment (Section 22-54-124 (3)(b), C.R.S.). For FY 2001-02
and FY 2005-06, state law provided that an amount equal to that appropriated for charter
school capital construction would be appropriated from the State Education Fund to the
School Capital Construction Expenditures Reserve as a school district match.

Capital Construction Funding History

Table 1 provides a history of state capital construction funding since FY 2000-01,
by funding source. Appropriations required under the Giardino lawsuit are indicated in the
second column, providing a comparison with actual appropriations for each year. The table
also shows capital construction funding made available solely for charter schools. For
fiscal years 2000-01 through 2005-06:

»  $62.6 million in state funds have been made available for school district
capital construction;

>  $29.3 million in state funds have been made available exclusively for charter
school capital construction; and

»  $33 million from the State Education Fund has been appropriated for capital
construction.
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Funding received by school districts. Attachment C i1s a CDE document indicating
the history of capital construction funding for all of Colorado's school districts, beginning
with Cycle 1 (FY 2000-01) through Cycle 5 (FY 2004-05). The five school districts
receiving the most capital construction funding through Cycle 5 include: Aguilar RE-6
(Las Animas County); Fowler R-4J (Otero County); Weldon Valley RE-20(J) (Morgan
County); Las Animas RE-1 (Bent County); and Lake R-1 (Lake County). During the first
five years of the program, 102 school districts received funding under the program. The
projects awarded for Cycle 5 (FY 2004-05), provided by funding source in Attachments D
through F, indicate that:

»  Aguilar RE-6 was the sole recipient of funds from the School Capital
Construction Expenditures Reserve, with an award of over $2.3 million
(Attachment D);

»  $2.5 million from the School Construction and Renovation Fund was awarded
to 18 projects (Attachment E); and

»  Six projects received lottery "spillover funds” totaling almost $2.4 million
(Attachment F).

ForFY 2005-06, 28 projects in 25 school districts have been awarded funding from
the $5 million appropriation to the School Capital Construction Expenditures Reserve
(Attachment G). Additional awards may be made as this year's lottery "spillover funds" are
released.

Referendum D

During the 2005 legislative session, the General Assembly passed House Joint
Resolution 05-1057, referring a ballot issue to the voters in November 2005. If approved,
the measure would allow the state to borrow up to $2.072 billion by issuing bonds in order
to address several areas of state need, including K-12 capital construction. If passed by
voters, Referendum D allows the state to borrow up to $147 million to be transferred to the
School Capital Construction Expenditures Reserve and used "to repair, maintain, make
safe, and replace deteriorating public school facilities.” Funding determinations for school

district projects would proceed through the State Board of Education as already set forth
in law. ' ~
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