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 Cost-saving solutions: Finding ways to economize 

on and rethink the use of bricks and mortar. Even as 

they look for new revenues, districts and schools have 

looked for ways to reduce costs. Interestingly, many of 

the approaches they have devised have also opened up 

new doors of collaboration and flexibility that have great 

potential benefits for students. Examples include: 

 Many of the dramatic reforms school districts are 

undertaking involve a significant facilities component. 

As districts pursue strategies such as opening new 

schools, breaking up large schools, and renovating 

buildings to provide safe and effective learning 

environments, they often incur substantial bricks-and-

mortar expenses. 

 * Space-sharing with community agencies  Since these expenses may well outstrip funds 

available through traditional sources of facilities 

financing, districts and individual charter schools have 

increasingly sought innovative ways to meet their 

facilities needs.  This report outlines some of the most 

promising emerging solutions under three headings:  

 * Space-sharing with higher education 

 * Educating outside the school building – through 

new uses of community resources 

 * Educating outside the school building – through 

the use of new technologies for distance learning 
 Funding solutions: Tapping non-traditional 

sources of funds for school financing. How have 

districts and charter schools found the dollars to carry out 

their facilities projects without access to traditional 

bonds? Innovative strategies include: 

 * Private development of public school buildings 

 * Partnerships with “satellite” or employer-based 

schools 

 * Direct borrowing on the private market (bank 

loans or revenue bonds) 

 * Sale or lease of existing school facilities 

 
 

 Institutional solutions: Establishing real estate 

trusts and intermediaries. New approaches to facilities 

development and financing demand new forms of 

expertise and different legal and organizational 

arrangements. New institutional structures are under 

development in some places to handle these new roles.

 The report provides more detail on each of these 

strategies, including specific examples of how districts 

and schools have implemented them, and a list of 

additional readings on these topics. 



F a c i l i t i e s   F i n a n c i n g 
     _ _____ 

Introduction 
 School districts everywhere, especially large urban 

districts, are undertaking dramatic reforms to improve 

student achievement. Many of the changes involve a 

significant facilities component. For example: 

 * School districts are increasingly seeking to open 

new schools within their boundaries to try new 

approaches, reach students that have traditionally 

struggled, and create new options for children and 

families. Unless the district has a significant inventory of 

vacant space, new schools require the acquisition or 

construction of new facilities. Even where districts have 

vacant buildings that could house new schools, 

substantial renovations are often necessary. 

 * Districts are also working to break up large high 

schools into multiple smaller schools. While these 

schools do not require entirely new facilities, the break-

up process often entails reconfiguring the existing high 

school to make it possible for multiple institutions to 

have their own space and conveniently share common 

facilities. 

 * Most big school districts have a large backlog of 

substantial renovation projects for their existing 

schools. Wide-scale studies by agencies such as the 

General Accounting Office have demonstrated that aging 

school buildings are often not very suitable for learning. 

With increasing pressures to boost outcomes, system 

leaders are eager to create learning environments that are 

safe and effective for students. 

 These facilities projects, of course, cost money. But 

even as the need for funding for such work increases, 

many districts are finding that traditional sources of 

financing for school construction and renovation have 

run dry. The vast majority of public school facilities 

financing comes from the issuance of general obligation 

bonds by school districts or other governmental agencies. 

Because these bonds are backed by the full faith and 

credit of the public purse, they represent a very safe 

investment for bondholders. They are also attractive 

because interest paid on them is exempt from taxation. 

 However, issuing general obligation bonds typically 

requires a public referendum authorizing the debt. A 

majority, and sometimes a supermajority, of voters must 

approve of the issuance before it can go forward. In 

many places, the population has grown tax-weary and is 

increasingly comprised of families without school-aged 

children, trends that show no signs of abating. 

 Consequently, districts find themselves in a bind: 

their need for facility financing is as great as or greater 

than ever, but the prospects for traditional funding are 

bleak. In this context, district leaders need to envision 

creative new approaches if they are to pursue their 

ambitious reforms successfully. 

 The good news is that there is a great deal of 

ferment in the world of school facilities financing. 

Pioneering districts, here and in Canada, have forged 

new paths in financing their facilities via non-traditional 

vehicles.  

 The charter school movement, in which nearly 3,000 

new public schools have had to solve the facilities 

problem, has spawned a number of innovative solutions 

to the challenge of financing bricks and mortar without 

access to general obligation bonds. Community schools 

and schools linked to community-based organizations 

have also worked out creative ways to integrate school-

buildings with other community facilities, saving money 

and creating value for students and families.  

 Publications such as The Future of School Facilities, 

published by the Center on Reinventing Public Education 

with the Casey Foundation’s support, have pointed the 

way to new ways of thinking about these challenges. 

This report seeks to summarize the ideas that have 

emerged from this still-brewing mix of concepts and 

experiences. It does so under three broad headings: 
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* Funding solutions: Tapping non-traditional 

sources of funds for school financing. When faced with a 

funding shortfall, this is the most natural first step to 
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consider. How have districts and charter schools found 

the dollars to carry out their facilities projects without 

access to traditional bonds? 

 Using a private developer avoids the need to issue 

bonds; the developer, in effect, provides the financing in 

the hope of a steady stream of lease payments over 20-30 

years. Private development can also greatly accelerate 

construction or renovation schedules relative to 

conventional district-led development. It is possible for 

districts to save 5% - 20% using these methods. 

* Cost-saving solutions: Finding ways to 

economize on and rethink the use of bricks and mortar. 

Even as they look for new revenues, districts and schools 

have looked for ways to reduce costs. Interestingly, 

many of the approaches they have devised have also 

opened up new doors of collaboration and flexibility that 

have great potential benefits for students. 

 Federal tax legislation has recently made this kind of 

partnership more attractive to private developers by 

enabling them to issue tax-exempt private activity bonds 

to finance these projects.  * Institutional solutions: Establishing real estate 

trusts and intermediaries. New approaches to facilities 

development and financing demand new forms of 

expertise and different legal and organizational 

arrangements. New institutional structures are under 

development in some places to handle these new roles. 

 The federal tax code generally allows privately-

owned public purpose projects to take advantage of tax-

exempt financing through private activity bonds. Section 

422 of the Economic Growth and Tax Relief Reconcil-

iation Act of 2001 extends this privilege to qualified 

education facilities, which are defined in the legislation 

as any public elementary or secondary school facility 

owned by a private, for-profit corporation pursuant to a 

public-private partnership agreement with a State or local 

educational agency.  

 
Funding solutions: tapping non-
traditional sources of financing 
 Districts and charter schools have had to be creative 

and look outside of traditional school bonds to fund their 

facilities projects. This section outlines and provides 

examples of four non-traditional funding sources: private 

development of school buildings; “satellite” or 

employer-based schools; direct borrowing on the private 

market; and the sale or lease of existing school facilities. 

 In this arrangement, a district can contract with a 

private developer to finance, build, and own the public 

school, which will in turn be leased back to the district. 

At the end of the specified lease term, the building 

becomes the property of the school district.  

 The law also includes other provisions: the lease 

term must coincide with the term of the tax-exempt 

bonds issued to pay for the building and states are limit-

ed to the amount of these bonds issued to $10 multi-plied 

by the state’s population (Utt, 2001; Economic Growth 

and Economic Tax Relief Reconciliation Act of 2001). 

Private development of schools 

 The use of “public-private partnerships” to develop 

school facilities is still rare, but has become more 

common in recent years (see Evergreen Freedom 

Foundation, 2003; Utt, 2001; DeArmond, Taggart, and 

Hill, 2002). There are a variety of different ways these 

partnerships can be structured (see box on page 4), but 

the basic idea is this: a private developer constructs or 

renovates a facility and leases it to the school district 

over a long period of time.  

 Here are some examples of how districts have used 

private development to construct or refurbish facilities: 
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 * Niagara City, NY. The school district issued an 

RFP to develop a public-private partnership that would 

call on the developer to manage and direct school con-

struction, hire the construction and design companies, 

and arrange financing.  Five companies responded.  Sev-
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 * Washington, DC. At the James F. Oyster Bilin-

gual Public Elementary School, parents commissioned a 

developer to finance, design, and construct a new build-

ing in exchange for district-owned property adjacent to 

the school property. The developer built an apartment 

building at the location—property taxes there are fully 

designated to pay the $11 million construction bond 

(Evergreen Freedom Foundation, 2003; 21st Century 

School Fund). 

eral of these were grouped into a team with Honeywell, 

Inc. leading the project.  Under this arrangement, the 

construction was completed in 18 months, saving $12 

million. The district leases the building, including fund-

ing for facility maintenance, for $5 million per year and 

will buy the building in 2030 for $1. The district has 

been able to make its lease payments by requesting and 

receiving the maximum amount of state reimbursement 

available to it, selling off surplus assets, consolidating 

two high schools into the one new high school, and 

retiring some previous debt (DeArmond, Taggart, and 

Hill, 2002; Evergreen Freedom Foundation, 2003). 

 

 

 
 

Structures of Public-Private Partnerships in School Facilities Financing* 
 

 
Municipal / Capital Lease 
In constructing a new building, a municipal / capital lease can be used in which a private developer - encouraged by the 
benefits of tax-exempt private activity bonds and guaranteed long-term income - agrees to construct and own a school and 
then lease it to the district over a defined period of time, often 25 years. After the lease ends, the district pays a token 
amount to purchase the structure. If a district owns a school that it wants renovated, it can still take advantage of a 
municipal / capital lease by selling the property to a private developer, which will in turn lease it to a foundation established 
by the district. Some experts estimate that municipal / capital leases can save the district 5-10% over typical construction 
costs over the long-term. 
 
Operating Lease 
Operating leases are similar to municipal / capital leases in that a private organization will own the school building, which 
it leases to the district. In this case the lease is classified as a security to the developer and the district accumulates 
ownership in the building as its lease payments accrue. Because lease payments contribute to ownership, they are taxable. 
However, it is estimated that operating leases can still save districts 10-15% over the long-term. 
 
Service Contract 
Service contracts allow districts to renovate a school without selling the property. In this scenario, the district works with a 
contractor who agrees to operate and maintain the building during a set period of time of renovation. The contractor funds 
the renovations using private, tax-exempt debt and is reimbursed for capital costs and interest, in addition to being paid for 
its services. 
__________________________________________________________________________________________________ 
*Descriptions taken from “School Construction: Building a Better Schoolhouse.” (See full citation in References.) 
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* Greenville, South Carolina. The district needed 

to build or renovate 86 schools, for a projected cost of 

$784 million. However, the board was bound in practical 

terms to borrowing about $60 million a year for 

construction. Given inflation and interest costs, this 

would mean that the buildings would ultimately cost 

about $1.5 billion and wouldn’t be complete until 2023. 

The district got around this hold-up and expense—and 

around the state’s provisions against district’s holding 

more than 8% debt or using a lease-purchase—by 

contracting with Institutional Resources for the entire 

operation and establishing a legally separate nonprofit 

organization that issued bonds to pay for construction. 

Thus, the nonprofit, not the district held the debt, and it 
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wasn’t a lease because the district is purchasing the 

buildings from the nonprofit in 25 annual installments of 

$60 million.  Using this method, the board estimates it 

will take 20 fewer years and $500 million less to 

renovate / build the schools (Herlong, 2002). 

* Nova Scotia, Canada. Pressed by a declining 

economy, this province has arranged several mutual 

capital lease agreements since 1997. It was able to 

negotiate with investors to pay only 85% of the lease, but 

in return it allowed the developer to retain ownership and 

rent out space to organizations providing various 

services, including tutoring, higher education night 

classes, and child care services.  The building was also 

made available for community events and religious 

groups. With this approach, Nova Scotia was able to 

build 22 schools (with 11 more in the works) within a 

four year period (Evergreen Freedom Foundation, 2003). 

 
Satellite/employer-based schools 
 An increasing number of employers and other 

institutions (such as zoos and museums) see the value of 

having a public school located on their property. In the 

case of employers, such “satellite” or employer-based 

schools can be a valuable “benefit” to provide workers 

(Center on Education and Work website). In the case of 

cultural institutions like zoos and museums, satellite 

schools can serve as a compelling extension of their 

educational missions. And if employers or other 

organizations provide or develop the school facility, they 

are in effect creating an alternate source of financing for 

the district or school in question. 

        Florida is the real hotbed of activity with satellite 

schools, but such institutions exist in many states. Here 

are some examples: 

 * Simon’s Educational Resource Center. SERC 

works with districts to plan alternative education 

programs in shopping centers for at-risk students. Fifteen 

such programs exist. One of these is Mall Academy in 

Seattle in which students can fulfill graduation 

requirements but also take elective classes at the 

University of Washington and Seattle Community 

College (Evergreen Freedom Foundation, 2003). 

 * Hillsborough County School District, FL. The 

district partnered with First Presbyterian Church of 

Tampa to lease and renovate part of the church for 

$350,000. Community members donated computers and 

uniforms. The partnership resolved overcrowding, 

“raised parent involvement, eliminated costs and hassle 

of constructing a new school building, and enhanced the 

overall environment of downtown Tampa” (Evergreen 

Freedom Foundation, 2003). 

 * Wayne County, MI. Opened in 1997 and located 

on the campus of Henry Ford Museum & Greenfield 

Village, the Henry Ford Academy is a charter high 

school developed in partnership between the school 

district, Ford Motor Company, and the Henry Ford 

Museum & Greenfield Village. The private partners 

continue to interact regularly in the school, serving as 

project mentors for students, curriculum consultants to 

teachers, school board members, and so forth (Center on 

Education and Work, website). 

 * Des Moines School District. In 1993 the Des 

Moines Business Alliance initiated a partnership with the 

school district to open a downtown campus convenient 

for working parents; facilities were donated by an area 

business, and the demand for the school was so high that 

a second campus was opened on land owned by the city a 

few years later (Evergreen Freedom Foundation, 2003.) 

Direct borrowing on the private market 

 Since charter schools almost universally lack access 

to funding from general obligation bonds, they have 

typically been forced to borrow from other sources when 

undertaking major capital projects. While many schools 

have relied on standard taxable financing from 

conventional banks, some have begun to tap other 

sources that offer more favorable terms. Here are some 
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related tasks, but not to own and operate all of a district’s 

facilities.  

       This is the path Portland, Oregon is taking 

(DeArmond, Taggart, and Hill, 2002). The Portland 

Schools Real Estate Trust, developed in the creation of 

the district’s 2002 Long-Range Plan, is designed in the 

short-term to help negotiate leases, sales, and property 

purchases. In the long-run, this independent nonprofit 

may actually manage and own the district’s properties. 

 This idea has also been proposed as a way to 

manage new schools’ and chartered schools’ real estate 

functions. This could take the form of a nonprofit 

organization that manages the whole facilities process: 

identifying property, building or renovating facilities, 

managing financing, and then leasing the building to a 

district or a chartered school group. Much attention, for 

example, has recently been paid to Civic Builders, a new 

organization providing these kinds of services in New 

York City. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Conclusion 
       The silver lining of many vexing challenges is often 

the fresh thinking and creativity they stimulate. The 

facilities struggle in K-12 education is no exception. 

Innovative school districts and chartered schools have 

addressed their need for affordable bricks and mortar by 

engaging the range of new approaches highlighted in this 

paper. By taking these ideas, adapting them to local 

context, and generating new ones, districts everywhere 

can lay the foundation for the facilities they need to meet 

the educational demands of the 21st Century. 

 

--------------- 
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