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Executive Summary

Building a new school is a hefty financial undertaking, especially for small districts that
lack large tax bases. For more than half a century, New Hampshire has helped local
school districts pay for new construction through the School Building Aid program. This
program has underwritten the construction and renovation of hundreds of school
buildings, with the fundamental policy outline largely in place since the late 1950s.

But in recent years, the program’s cost has increased at a rate far exceeding the rest of the
state budget, raising concerns about how to maintain this service to local school districts.
In a 2006 report’, the Center first identified School Building Aid as one of the top drivers
of increased state spending; the description remains true today. Requests from districts
will exceed $50 million a year in the coming biennium, up from $25 million in FY2003.

Aside from that long-term growth in the program’s cost, lawmakers three years ago made
a major change in the way the state paid for School Building Aid. Rather than drawing
annual district reimbursements out of the General Fund, the Legislature bonded the
payments for FY2009-11, for a total of $131 million. While that decision was made in
response to fiscal pressures from the recession, bonding future School Building Aid
payments will add to the state’s debt burden in coming years.

In addition, the state has already committed to spending nearly $540 million over the next
30 years on previously approved school construction projects. That long-term obligation
complicates attempts at “quick fixes” of the School Building Aid program, such as
extending the moratorium on new projects that the Legislature approved last year.

Redesigning the program

Accordingly, any attempt to redefine New Hampshire’s School Building Aid program
must grapple with two distinct sets of problems: the immediate budgetary considerations
in funding the program over the next biennium, and the long-term question of how to
better define the program’s goals and craft a policy that best achieves those goals.

As defined in statute and outlined in legislative precedent, a major goal of School
Building Aid is to direct more money to the districts most in need of help. But an analysis
by the Center shows that the current program may be missing that target. Some policy
options that better meet that goal, while also improving the program’s long-term fiscal
stability, include:

*Capping annual state grants to districts, rather than allowing district demand to
determine funding.

Establishing a priority list for new construction projects deemed eligible for state
reimbursement. A district’s placement on that list would be determined by the condition

! “Fiscal Feast and Famine,” New Hampshire Center for Public Policy Studies, December 2006.
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of existing facilities and financial need. Projects that do not receive funding in a given
year will be placed on a wait list.

*Rewriting the aid formula to lower the base reimbursement rate from 30 percent and
increase the maximum rate from the current 60 percent.

*Assigning a dedicated revenue source to pay down the existing obligation for already-
approved construction.

*Commissioning an inventory of the state’s school facilities — including descriptions of
the age and condition of buildings, building systems, and school sites — and establishing a
mechanism for regular updates of that inventory.

*Ending the recent practice of bonding the state’s annual School Building Aid payments.

An alternate approach would be to include the cost of new school construction in the
formula used to calculate the cost of an adequate education. Such an approach would
provide predictability and stability for the state, something the current program now
lacks. One possible disadvantage: Districts might not set aside the building aid
component of their adequacy grants, leaving them with no “stockpile” when the time for
major construction comes.

Program History and Explanation

New Hampshire’s School Building Aid program has seen several changes since it was
designed more than 50 years ago, but the core program remains in place. In simple terms,
the state pays a percentage of districts” annual principal payments on bonds for new
construction or major renovations.

Under the current guidelines, all districts are eligible for a base reimbursement rate of
30 percent. But several factors can boost that base rate. For instance, cooperative school
districts receive a base 40-percent reimbursement, with an extra 5 percent for each
additional town in those districts, up to 55 percent.

Since 2005, the state has also offered an “alternative” reimbursement formula that
provides more assistance to poorer school districts. This alternative formula, which ranks
towns by median family income and equalized property valuation, can raise a district’s
reimbursement rate to as high as 60 percent.

Expenses eligible for state aid include:

» Construction costs, including the total cost of labor and materials

* Site development

* Cost of purchasing new buildings

* Land purchase, including land for buildings, parking lots and playing fields
* Planning and design costs
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» New construction equipment
* Furniture and fixtures.

State reimbursements are assessed on a district’s principal costs as well as funds spent
directly from the district budget; finance charges and interest on construction bonds are
not eligible for state aid. The state does not transfer aid to districts in a single lump sum.
Payments are made over the term of the project financing, with two equal annual
payments — one in October, one in April.

Prior to receiving approval for the School Building Aid program, districts are required to
submit maintenance plans for the new facilities to the state Department of Education.
Since 2005, the state has set annual limits on the lot size, square footage per pupil, and
price per square foot for reimbursable expenses. The price per square foot varies by
county and by type of school (elementary, middle, and high). Districts seeking state aid
must also meet state education requirements for the relevant buildings. The Department
of Education does not audit projects approved for state School Building Aid.

One additional note: The state is not required to pay the entire reimbursement rate to each
district. According to state statute, if the amount appropriated in any given year is not
enough to cover the calculated reimbursements, districts are to receive pro-rated amounts.
But, in practice, shortfalls in the program are generally made up in the subsequent fiscal
year. This has helped foster the impression that School Building Aid is a mandatory form
of state assistance — a guarantee by the state to local districts.

Differences Across School Districts

Much past debate about School Building Aid has focused on finding ways to provide
more state assistance to low-wealth districts. For instance, a legislative study committee
determined last year that the program needs “to be more fair and equitable to those
schools and communities with the greatest need.” Similarly, the goal of the “alternative”
formula, which took effect in 2005, was to “benefit less wealthy communities,” according
to records from the legislative debate.

But when considering whether to increase incentives for poorer districts, policymakers
should decide whether such an approach has worked in the past.

What can we determine about the effect of the alternative formula?

Since the Department of Education adopted the alternative School Building Aid formula
five years ago, 29 districts have qualified for the top rates of between 60 percent and 55
percent state aid. Of those 29 “poor” districts, 12 undertook projects eligible for School
Building Aid, at a total of $84.6 million in construction costs. (See Appendix A.) On a
per-pupil basis, that comes to $5,815.

Under those same rankings, 78 districts qualify for the lowest reimbursement rate of 30
percent, meaning they place highest in terms of equalized property valuation per student
and median income. Since 2005, 31 of those “wealthy” districts initiated projects eligible
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for School Building Aid — at $216 million in total building costs. That comes to $4,272 in
construction spending per student.

From these figures, it appears that — at least among those that have undertaken
construction — poorer districts spent more per pupil on construction than the wealthiest
districts in the five years since the state began offering incentives to poor districts: $5,768
per student in the poor districts compared to $4,272 per student in the wealthy districts.

But the wealthier districts appear to be spending more money overall, building bigger,
more expensive schools. Of the 100 most expensive building projects currently receiving
School Building Aid, just five (a new elementary school in Somersworth, a capital
improvement plan in Hinsdale, an energy system replacement in Rochester, a multi-
school renovation in Claremont and an elementary school addition in Newport) are in the
29 “poor” districts eligible for the highest rate of state reimbursement.

School infrastructure information lacking

Embarking on major school construction is a complicated function of need and ability to
pay. But measuring the relationship between the two with any precision in New
Hampshire is difficult. For one, the state does not maintain a database detailing the
condition of its school infrastructure, so it is not possible to say categorically whether
poorer districts have a disproportionate share of buildings in dire need of repair or
replacement. In other words, it is hard to determine whether the districts most in need of
new facilities are actually spending the money.

The most recent survey of New Hampshire’s schools is more than a decade old and was
compiled through self-reported accounts by school administrators. Those administrators
answered broad questions about their facilities’ age, size, energy and heating systems,
construction, and building environment. The private firm that oversaw the survey
acknowledged that it was “non-technical,” since it was not performed by trained
engineers. Only five schools received on-site visits to verify the information in the
surveys. “The survey information should not be used to compare individual schools or
communities,” the surveyors’ report concludes. The report also recommended that the
state develop an ongoing method to monitor the condition of school buildings.?

No such mechanism yet exists. And without that kind of information, it is difficult to
gauge the degree to which policy decisions such as a higher reimbursement rate will spur
poorer districts to initiate new construction. If policymakers wish to direct School
Building Aid money to the communities that need it most, more information about the
condition of the state’s facilities will help determine that need with greater precision.

Should the policy promote regional school districts?

A corollary to this discussion — and one that any revised School Building Aid program
should consider — is the influence state construction aid has in spurring towns to
consolidate into regional school districts. Prior to the implementation of the alternate

2 “New Hampshire Public Schools Facilities Adequacy and Condition Study Report,” August 23, 2000;
H.L. Turner Group, Concord, N.H.
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formula five years ago, the program offered the highest rate of building aid to cooperative
school districts — up to 55 percent state reimbursement, versus the 30 percent
reimbursement for single-town districts. With the adoption of the alternate formula, poor
communities now receive a larger share of state aid by building their own school rather
than consolidating their with neighboring towns.

Of course, creating a regional school district carries multiple advantages and
disadvantages for a community. But the question that arises from this is: Should a
reformed School Building Aid program include greater incentives for smaller districts to
pool resources by creating regional cooperatives, thus saving on maintenance, staffing
and other costs? And is such a goal obscured by a program that targets money based on a
district’s wealth?

Interestingly, several of the most expensive building projects of the past decade involved
towns who built their own high schools after pulling out of multi-town districts or ending
tuition agreements with other communities. Those include new high schools in Bedford
($52 million), Windham ($50 million), Bow ($16 million), and Litchfield ($13 million),
all of which received 30 percent state aid.

Understanding the Growth in Program Expense

Between FY2000 and FY2011, state appropriations for School Building Aid increased
more than 140 percent, from $19 million to $46 million (Figure 1). Annual requests for
FY2012 and FY2013 are expected to reach $52 million and $50 million, respectively.
(The FY2012-13 numbers are department requests for the upcoming budget negotiations,
based on district eligibility for new projects and existing state obligations.)

Figure 1: Annual School Building Aid
Appropriations in Millions, 1995-2013
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Assuming no change in program eligibility, School Building Aid is expected to cost the
state more than $60 million by FY2016, according to figures from the Department of
Education.

Looking even further into the future, the state’s long-term commitment to the School
Building Aid program assumes a grand scale. Regardless of any potential changes in
program eligibility or funding mechanisms, the state has committed to spending more
than $500 million over the next 30 years for already-approved construction projects. This
long-term obligation is discussed in greater detail below.

New high schools have driven program cost

What is driving this growing cost? Put simply, high schools. Over the past decade, New
Hampshire has witnessed an intense period of large-scale high school construction and
renovation, particularly in bigger school districts. And because the state doles out School
Building Aid over the life of a project’s bond, rather than in single lump payments, big-
ticket projects have a greater cumulative fiscal impact, especially when bunched together
in a short time period.

An analysis by the Center shows that eleven major high school construction projects
totaling $544 million have become eligible for School Building Aid since 2000, including
projects in Nashua ($123 million), Manchester ($60 million), Governor Wentworth
Regional ($60 million), Bedford ($52 million), Exeter ($51 million), Windham

($51 million) and Conway ($32 million). In more than half of those cases (six districts)
the state covered at least 50 percent of total project costs.

In addition, in just the past five years, several large-scale middle school building projects
also received state aid — in Keene ($38 million), Laconia ($24 million), Lebanon ($26
million) and Kearsarge Regional ($26 million.) Reimbursements for those projects
ranged between 40 percent and 55 percent of total project costs.

Each of those projects individually added between $500,000 and $2 million to the state’s
annual School Building Aid obligation.

The Existing Obligation

Lawmakers last year put a temporary freeze on new school building aid awards, in an
attempt to provide an opportunity for policy review and to slow the long-term growth in
School Building Aid costs. But distinct from the question of how to deal with future
construction, there is the matter of the state’s existing obligation for past construction
currently receiving state aid.

The state has still committed to payments totaling $539 million for roughly 360 projects
through FY2040 (Figure 2). The annual payment on this obligation, known as the
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program’s “tail,” comes to $52 million in FY2012, gradually declining to less than $1
million in FY2040, as school bonds are retired.’

Figure 2: Existing Annual School Building Aid Obligation,
2012-2040, in millions
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The present figures are simply a snapshot in time; they do not account for new
construction projects in coming years. Simply put, this is what the state will owe even if
policymakers decide to eliminate School Building Aid for future projects.*

Accordingly, any fixes to School Building Aid must take this obligation into account.
The significant annual payments already due to districts — more than $40 million a year
through 2016 — complicate proposals that call for large upfront investments, such as a
revised program that would distribute future monies in one-time payments, rather than in
annual allotments.

Scrapping the program altogether however — including eliminating payments on
previously approved building projects — would likely be viewed as a “downshift” in costs
to local municipalities and property taxpayers.

Recent Changes in Financing

Until 2009, the state paid its reimbursements to local school districts each year in cash
out of the General Fund. For fiscal years 2009 through 2011, however, the state borrowed

% These figures do not include the debt service due on bonds issued to cover the state’s payments to
districts in FY2009-11, discussed below. With that debt service included, the state’s long-term School
Building Aid obligation rises to more than $725 million.

* A map of the distribution of these payments by school district is available as Appendix B of this report.
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$131 million to cover its payments to districts, bonding $40 million in FYQ9, $45 million
in FY10 and $46 million in FY11.

The decision to bond those payments was intended to ease pressure on the General Fund
in the short term, but it did not come without financial cost. As illustrated in Figure 3,
debt service on those bonds will total nearly $188 million through FY30. Calculated at
present-value dollars, those debt payments will cost the state roughly $145 million over
the life of the bonds, according to figures from the State Treasury.

Figure 3: Debt Service on Bonding of
School Building Aid for FY09-11, in millions
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In the coming biennium, FY2012-13, the state owes nearly $30 million on debt service on
those bonds.

Focusing solely on options for financing School Building Aid for the next biennium, one
possibility is to continue the practice of bonding the state’s payments to districts. That
would reduce pressure on the General Fund for FY2012-13. But it makes little sense as a
long-term financing solution and does nothing to address the question of how to bring
greater fiscal control or parity to the program.

According to the Treasurer’s Office, paying for School Building Aid through bonding
alone will result in an ever higher rate of growth in that state’s financial obligation, with
annual debt payments exceeding actual construction aid by FY2026.
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Questions to Consider

As policy makers consider ideas for changing New Hampshire’s School Building Aid
program, the following questions may provide points for discussion:

1. What should New Hampshire’s School Building Aid program pay for? The state
now pays for some items — such as land acquisition, playing fields and furniture — that
many states exclude from their building aid program. In Vermont, for instance, the costs
of land acquisition and furniture are not eligible for state aid. Connecticut’s
reimbursement formula is far more specific than New Hampshire’s. In that state, an
auditorium’s stage is eligible for the full state reimbursement rate, but an auditorium’s
seating area is only eligible for half the reimbursement rate. Additionally, some items —
such as athletic fields, playgrounds and parking lots — are eligible for only half the
district’s normal reimbursement rate.

2. What is the best way to pay for the program, both the existing commitment for
past projects, as well as future construction subsidies? Policymakers may wish to
consider a program that prioritizes the projects eligible for subsidy each year, with a cap
on total annual expenditures. While nearly every state assists local school districts with
major construction costs, New Hampshire’s program is rare in New England in not
assigning priority to building projects each year. Massachusetts, Vermont, Maine and
Connecticut all use ranking systems to prioritize projects. In Vermont, projects are
approved based on ratings that consider existing building conditions, existing school
space per student and projected enrollment. In Maine, construction projects are ranked
according to a similar point system. Massachusetts’ building aid program is a competitive
one, and aid is distributed based on “need and urgency,” as determined by the School
Building Authority. In all three states, projects that do not receive funding are placed on a
waiting list. Such a system should include safeguards to prevent districts from allowing
their schools to deteriorate in the hopes of winning quicker state aid for new buildings.

In terms of paying for the program, one option is to set up a dedicated revenue source.
For instance, since 2004, Massachusetts has dedicated 20 percent of state sales tax
receipts to fund school construction payments.

3. Should the program take a more “targeted” approach, weighing reimbursements
towards poorer school districts and reducing — or eliminating altogether — aid for
the wealthiest communities? Massachusetts’ reimbursement rate is calculated by taking
a base rate of 31 percent for all districts and increasing it based on a community’s
property value per capita income and poverty rate. Districts can also receive a higher
reimbursement for meeting certain “incentive points,” such as energy-efficient design,
setting aside money in a maintenance trust fund, and agreeing to use “best practices” for
routine and capital maintenance. Reimbursement rates generally range between 40 and 80
percent, with higher reimbursements for the poorest districts.

Are there other ways to target School Building Aid? In Vermont, for instance, districts
that incorporate renewable energy sources are eligible for up to 75 percent state aid.
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4. Should School Building Aid be considered a component of an “adequate
education” and thus included in the state’s adequacy formula, rather than as a
stand-alone program? This may make for a more predictable appropriation for the state.
But it may tempt districts to spend the building aid portion of their adequacy payments
for non-construction expenses — thus defeating the purpose of the program.

5. Should New Hampshire consider a centralized school building authority, with the
power to conduct regular audits of subsidized projects, and with greater scrutiny of
design and construction choices? Massachusetts’ program requires direct state
oversight through the course of the planning and construction phases. For instance,
school districts seeking state building aid must present their plans to a subcommittee of
the School Building Authority and receive feedback on their proposal before presenting
to the full board. Approval by the state authority is required at several stages of the
planning process. The Massachusetts School Building Authority, an agency with 50 staff
members, conducts regular audits of construction projects. Such an approach may raise
questions about the tradition of local control for New Hampshire’s school districts.

Were New Hampshire to adopt such a model, the state would likely have to compile a
thorough inventory of its future school building needs. Connecticut, for instance,
maintains an online database, updated every two years, detailing the condition of all
public school buildings in the state.

In any case, policymakers need to assess whether New Hampshire currently provides
sufficient infrastructure and staff to monitor the effectiveness of a program that
distributes $50 million a year across dozens of school districts.
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Appendix B: Distribution of School Building Aid, 2011-2040, by school district for
previously approved construction projects.

{
Existing School Building Aid
due to districts, 2011-2040

] $1-$100,000

I $100,000 - $5,000,000

B $5,000,000 - $10,000,000

I 510,000,000 - $25,000,000
I $25,000,000 - $60,000,000

Note: Boundaries between towns in
cooperative school districts remain visible

Source: New Hampshire Department of Education

These payments represent the state’s annual reimbursements for district principal
payments on construction bonds. The statewide payments total $539 million through
2040 and include roughly 360 construction projects.



