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ABSTRACT

The increasing number of bond issues facing Michigan
public schools necessitates a study of the history of Michigan
school bonding, the factors affecting the net interest costs of
bonds, and the effect of the 1955 Const}tutional Amendment upon
current and potential bond issues.

tuni Statement of the problem. The purpose is: (1) to relate

the legal-historical background of Michigan public school bond-
ings; (2) to determine the characteristics of Michigan school
bonds; (3) to determine the factors that affect the net interest
costs; and (4) to determine the status of school bonding as re-
lated to the 1955 Constitutional Amendment.

Importance of the study. The increasing school member-

ship is providing the need for more potential bond issues than
any other era in our history. In view of this potential demand, it
is extremely important that school districts be cognizant of the
manifestations that affect bond issues.

¢+ = Methods, techniques, and data. The writer investigated

materials and records from the Municipal Finance Commission,
Municipal Advisory Council, bonding companies, and bonding

attorneys such as Berry, Stevens and Moorman; and Miller,
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Canfield, Paddock and Stone.

Information was obtained from libraries relative to
material already published on the subject.
ety Factor analyses were utilized to formulate specific
principles that had a bearing upon school bond issues.

Conclusion. Michigan is providing only lip service to the
concepts that every child is entitled to equal educational oppor-
tunity, and that education is a function of the state. Bond laws
have completely ignored the financial inequities between districts,
and have developed as a series of expedient enactments closely
allied to temporary economic conditions. The Thirteen Mill
Amendment is no exception. It provides for extension of credit,
but does not entirely solve the school bond problem.
~ +  The study of bond issues revealed that boards of education
too often fail to provide lﬂicient latitude within the bond issue
for board decision making subsequent to the acceptance of the
bond proposition by popular vete. The provision for this latitude
has little or no affect upon the percentage of affirmative votes
cast by the public for the bond issue.

It was found that certain conditions related to the bond
issue, such as percentage of tax collections, debt to valuation

ratios, and the percentage of callable bonds within the issue,

o







affected the net interest cost, while others such as percentage of
affirmative popular vote had little or no measurable effect.

Recommendations. 1. That the Department of Public In-

struction publish a handbook containing the procedure for develop-
ing and marketing a bond issue, and it should describe those
factors that have a definite effect upon the net interest cost.

2. That a further study be made at a later date to deter-
mine the full impact of the Thirteen Mill Amendment upon the bond
program.

3. That a further study be made to determine the
psychological impact of the public toward the public schools, re-
sulting from the increased tax burden for school construction.

4. That a study of Michigan tax structure be made to deter-
mine if a revision of tax laws would result in a more favorable
bond interest rate for Michigan schools.

5. That a study be made of the possibility of developing
a state revolving fund as a more equitable and feasible means of

financing needed school facilities.

M 3
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CHAPTER I
INTRODUCTION

The people of the United States are faced with the greatest
school building program in the history of the country. The national
population is currently increasing at the rate of 7, 300 people per
day. Added to the high birth rate is the decreased percentage of
school drop outs. In 1900, only five out of 100 students entering
the fifth grade stayed on to graduate from high school; whereas,
fifty-four out of 100 now finish high school. 1 On this basis it is
a reasonable assumption that in the future a still higher percentage
will remain in school until graduation. The current school popula-
tion of thirty-seven million children is expected to increase to
approximately forty-eight million by 1965. 4

Today, schools are in need of approximately one hundred
twenty thousand more classrooms. It is estimated that at least
three million, five hundred thousand children are receiving inadequate

education because of poor school facilities. More than a half a

1 Every Week, (Columbus, Ohio) Vol. XXII, No. 11
November 28, 1955, p. 82.

2 Loc. cit.







million children are on half days or swing shift sessions. 3 The
November, 1955, Washington White House conference listed the
shortage of school classrooms as one of the major crises facing the
American public. The perusal of almost any current publication
reveals an article pertaining to the need for additional classrooms.
The need is so urgent that it has been termed by many distinguished
authors as "Today's Crisis in Education".

Michigan is not exempt from the national problem. The
state enrollment in public schools has increased from 946, 627 in

1945 to 1,296, 558 in 1955. 4

By 1960, an estimated 1, 636, 608
students will register for an education in our schools. This will be

a gain of over 73 per cent since 1945-6, a period of only fifteen
years. 5 Michigan's problem is becoming increasingly acute. Many
school districts that have previously erected new structures find

that they are not sufficiently large to house the increasing enrollment.

High school districts as well as cities have developed in areas that

were entirely undeveloped a decade ago. Even the relatively small,

3 Every Week, loc. cit.

4 Table II, Appendix.

5 Clair L. Taylor, Michigan Public School Building Needs,
(Department of Public Instruction School Facilities Survey, 1954), p. 27.
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remote, rural areas have not entirely escaped the effect of increas-
ing school population and the resultant need of increased school
facilities.

An increase of approximately seventy thousand pupils per
year in the Michigan public schools during the immediate future
establishes without doubt the fact that new structures must be
erected. The erection of these needed structures involves enor-
mous capital outlays. The capital outlay becomes even greater be-
cause casual observance reveals that there is a direct relationship
between the economic cycles and the birth rate. That is, there
exists a parallel between the need for additional school facilities
and the cost of the construction of those facilities.

Neither boards of education nor administrators have been
very successful in obtaining permission of the electorate to erect
new building facilities prior to the actual impact of increased enroll-
ment, The general pattern, on the contrary, is that the electorate
will support the building program only following the experienced
need. The school district then is confronted not only with the need
for additional facilities, but also the problem of paying a relatively
high dollar for value received.

School districts are relatively helpless in controlling socio-

economic cycles and the corresponding building needs and costs.







4
They can erect less expensive buildings, but they can not change the
building index costs.

There are two general approaches to raising funds for this
large capital expenditure. A district may be so fortunate as to have
a taxable base sufficient to provide new school facilities on a pay-
as-you-go basis. Unfortunately, most school districts do not enjoy
this enviable position, and are forced to obtain revenue through the
sale of bonds.

Such bonds constitute a lien upon the school district for a
specified number of years. The '"bondee" (school district) agrees to
repay the principal, as well as the interest charged on the principal,
according to the requirements provided in the issue. It becomes
extremely important then, that the bond issue contain those provi-
sions that make it most advantageous to both the buyer and the seller
of the bonds.

Such mutually beneficial provisions are not limited solely to
those conditions that exist at the time of sale, but l'hould also predi-
cate any economic condition that might present itself during the life
of the issue. No one can predict accurately what the economic
picture will be ten, fifteen, or fifty years from today, nor is it the
purpose of this study to attempt to do so. However, it has been ob-

served that if, in the past, additional precautions had been taken and
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a more thorough analysis made, bond issues could have been provided
that would have been more beneficial to the school program and the
school district.

It has been observed that school districts utilize a multitude of
methods in developing bond issues, and that there exists a considerable
degree of variance in these bond issues. Some school districts re-
ceive favorable interest rates, while others pay considerably higher
interest rates. Although the economic variables greatly influence the
bond interest rates, it is reasonable to assume that not all of the
difference in rates is the result of these variables. Some of the vari-
ance is the result of the manner in which the bond issue is framed.

Closely allied to interest rates is the flexibility of the issue
itself. No school district can foresee all of the intangibles that may
or may not present themselves during the interim that the issue is
in effect. School district profiles are constantly being modified or
changed in some way. An issue that may appear to be plausible today,
may prove to be somewhat impractical within as short a period as
two or three years. A school district, therefore, should be aware
of the possible pitfalls in formulating a bond issue. Further, a
district should provide as many foreseeable alternatives as possible,
thereby providing insurance under varying circumstances for the

most feasible means of retiring the obligations.







In Michigan, the ability of a school district to build
school buildings is dependent on the total value of real
and personal property in the district, the amount of
building funds on hand, and the existing capital outlay
indebtedness. ©

Even though the state as a whole showed an ability equal to
151 per cent of the total school construction need, and a surplus of
381,000,000 dollars, the situation in many of Michigan's school
service areas is financially unfavorable for new bond issues. 7 The
Department of Public Instruction School Facilities Survey reported
that one hundred seventeen service areas, or 22 per cent of the 524
reporting districts, showed building needs in excess of ability. 8 The
condition has been rectified in part by the adoption of a Constitutional
Amendment which facilitates the ability of many a school district to
obtain needed funds for school housing. ? The 117 districts are now
able to extend their credit sufficiently to meet the building need.

The role of the school bond, however, has by no means
diminished as an aftermath of the adopted amendment. Instead, the

need for better understanding of factors involved in school bonding is

6 Ibid., pp. 27-9.
7 Ibid., p. 32.
8 Loc. cit.

9 State Constitution of MichiEn, Section X, Article 27.
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of greater significance than ever before.

The fact that it is now possible to bond and tax a school
district for a period of thirty years, intensifies the need for a study
of the ramifications that effect the subsequent cost of a bond issue.

This study, a critical appraisal of bonding practices in
Michigan public schools, is based on the following hypotheses:

1. That certain factors related to the bond issue affect the
average net interest cost of the issue.

2. That bond issues often are not provided with sufficient
flexibility to adapt to the ever changing socio-economic conditions.

3. That the failure of the school district to provide bond
issues in light of the preceding hypotheses can result in inconven-
iences as well as financial loss to the school district.

4, That every district, due to its own variables, should
provide its individual bond issue. However, there are certain
factors that are applicable, in a degree, to every school bond issue.

5. Michigan school bond laws have developed as a series of
expedient enactments, closely allied to temporary economic condi-
tions, rather than as a result of adequate research and far-sighted
planning.

6. That the 1955 Constitutional Amendment provides new

avenues of approach to the bonding problem that may or may not be







beneficial to every school district in the state.
7. That revision or change in the bonding laws of the State
of Michigan could improve the school district's ability to provide

the necessary housing for school children on a more equitable basis.

I. THE PROBLEM

Statement of the problem. It is the purpose of this study:

(1) to relate the legal-historical background of Michigan public
school bondings; (2) to determine the general characteristics of
Michigan school bonds and the effects of those characteristics as
related to the school board, the public, and the bond buyers; (3) to
determine the factors that affect the net interest costs of the bond
issues; (4) to determine the status of school bonding as related to
the 1955 Constitutional Amendment.

Importance of the study. The State of Michigan is faced with

a tremendous school building program. It is generally agreed that
pay-as-you-go is generally the best and most acceptable program.
However, most school districts are in the financial position that it
is either impossible or impractical to build without the issuance of
bonds for the purpose of raising construction funds.

The magnitude of the present bonding programs is revealed

by the number of recently approved bond issues. The Michigan
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Municipal Finance Commission approved bond issues in the amount
of $345, 888,030 in the period of January 1, 1950, to July 1, 1955.

Of this amount there were 210 issues approved in the amount of

0 The November

$74, 772, 325 from July 1, 1954, to July 1, 1955. '
issue of the American School Board Journal reveals that in the
single month of August there were $8, 165,000 in school bonds sold
in the state of Michigan. The diversification in the amount of the
issues, length of maturity, and rates of interest, implies that

there exists a multitude of possibilities in providing and marketing

a bond issue.

The bonds approved in the fiscal year ending July 1, 1955, 11

varied in amounts from $3, 150 to $7,250,000. Maturities ranged
from two years to 25 years, and interest rates differed from a low
of 1 1/2 per cent to a high of 4 per cent.

The variance in interest rates among issues of similar
nature and physical qualities suggests that, in addition to the bond
market, there exists criteria that has a direct effect upon the in-

terest rate. In addition to the need for providing the most favorable

10 Municipal Finance Commission files, Lansing, Michigan.

11 Bond issues approved by Municipal Finance Commission,
July 1, 1954, to July 1, 1955, Research Department, Michigan
Education Association.
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interest rates possible under the existing circumstances at the time
the bonds are issued, there are other important criteria to be exam-
ined such as the tax levy necessary to meet obligations, length of
issue, type of bond, and particularly the flexibility of the issue.

The profile of a district is in a constant state of flux. Econ-
omic cycles do occur, and if the issue is not sufficiently flexible,
the effect of the bond issue could conceivably range from hardship
to disaster. The converse could likewise have a serious effect. The
1950's have been a relatively prosperous period in Michigan history.
The growth of expenditures has resulted in approximately the
doubling of property tax. School districts that failed to foresee and
provide for this change in property valuations and expanded growth,
and did not provide for flexibility within the bond issue to provide
for such economic change, wrought a hardship to the community and
the educational program. The variety of situations, rates, types of
bonds, relative infancy of the school bond program, and number of
court decisions, all bear testimony to the fact that far too little is
known about the subject by school officials, even though public school
borrowing is a widespread practice.

There has not been any research in the field of recent and
current school bond practices in the state of Michigan. It was,

therefore, advisable to make a study of previous issues as a means
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of determining some of the practices, and the resultant effects of
those practices. The results of such findings could provide suggested
criteria for the improvement of future bond issues. It is believed
that this study can provide valuable information and data that will

aid school districts in analyzing their particular bond issues, and
thereby provide the necessary facilities at a reduced cost and with-
out curtailment of the educational program.

Limitation of the study. A complete appraisal of school

bonding practices and the effects of these practices, involves many
facets. A study of all these factors and the subsequent findings
would be too involved, too complex, and too difficult a task to com-
bine in one study. Therefore, the study is limited to four facets of
bonding practices in Michigan (1) historical background, (2) latitude
provided boards of education within the issue, (3) factors affecting
net interest costs of bond issues, (4) analysis claf present status of
school bonding.

The historical background is limited to (1) a brief delineation
of legal status of Michigan school bonding, (2) the history of Michi-
gan school bond debt, (3) the average municipal bond yields since
1915.

Latitude provided for boards of education involve only those

areas of (1) what the money provided in the issue can be used for
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according to the terms of the issue, (2) the leeway that is within the
jurisdiction of the local school board in the retirement of the issues,
(3) the probable effect of these latitudes upon obtaining public approval
for the issue.

The factors that affect the net interest cost were limited to
those that appear either in the bond issue itself or in the notice of
sale of said issue.

The study is limited to two hundred bond issues in excess of
twenty thousand dollars, sold consecutively after July 1, 1954. It
was determined that bond issues of twenty thousand dollars or less
be deleted from the study because they can be sold through local ad-
vertising, and thereby fall into a different category than bonds in
excess of twenty thousand dollars.

The Michigan Advisory Council publishes a notice of sale for
each school bond issue prior to the date of sale of the issue. The
notice contains most of the information pertinent to the bond issue.
Although direct communication with each school district might have
been pleasant, it was predicted that little if any benefit could be de-
rived from such a procedure, as the information obtained from such
an expensive and time-consuming procedure would be little if any
different than the information published in the notice of sale.

Factors such as debt to valuation ratios, debt history, and
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percentage of callable bonds could not be isolated entirely one from
the other in relation to the net interest cost obtained for a bond
issue. Because of the probable overlap, the degree of effect of
each of the factors could not be measured except in general terms.

The analysis of the present school bonding status is limited,
because of the short duration of time during which the present con-
stitutional amendment has been in effect. However, it is believed
that sufficient evidence is reported to reveal a trend, and to warrant
suggestions for improvement.

The total study is limited to the existing legal framework.
The writer is not qualified to question bond issues in relation to the
legality of the issue, or to make suggested changes within the legal
framework. Rather, it was confined solely to that area in which the
decision making is at least in part within the jurisdiction of the

board of education.

II. DEFINITIONS OF TERMS USED

Certain terms are used in the pages that follow, and the
‘ways in which they are to be interpreted in the study should be under-
stood at the outset,

Bonds. Fowlkes defines a bond as "an instrument issued by

a corporate body in order to borrow money under expressed conditions
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of interest and principal payment." 12

Chamberlain describes school bonds as ""simple" (or
unsecured) quasi-municipal corporation issues for the purpose of
purchasing, constructing, and equipping school property. nl3

The school bond, according to Rainey, is not a mortgage
against the personal and real property of the individuals of a dis-
trict, but merely a lien (or evidence of legal debt); thus the pur-
chaser has no recourse at law against individuals in case of default
or repudiation. 14

Bonds are issued for long or short terms. Buehler defines
15

a long-term issue as one of five years or longer.

Capital Outlay. Capital outlay costs include payments for

all labor, materials, supplies, and incidentals used in construction,
or the total costs of finished items purchased.

School Elector. A citizen of the United States, twenty-one

12 John G. Fowlkes, School Bonds (Milwaukee, Wisconsin:
Bruce Publishing Company, 1924), p. 24.

13 Lawrence Chamberlain, The Principles of Bond Investment,
(Seventh Edition, New York: Henry Holt and Company, 1917), p. 103.

14 Homer P. Rainey, School Bonds, (Milwaukee, Wisconsin:
Bruce Publishing Company, 1924).

15 A. G. Buehler, Public Finance, (Third Edition, New York:
McGraw-Hill Book Company, 1948).
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years of age, a resident of the state for at least six months, and a
resident of the school district for thirty days or more is a qualified
school elector.

If the proposition to be voted upon is one involving the es-
tablishment of a lien against the personal and real property of the
district, the elector must also be an owner of property assessed for
tax purposes.

Funded Indebtedness. All indebtedness, including both prin-

cipal and interest, evidenced by bonds, refunding bonds, notes or
certificates of indebtedness lawfully issued or assumed, in whole
or in part, by any municipality as a general obligation upon the
municipality is considered funded indebtedness.

Obligations. This is a general term for evidences of indebt-
edness such as bonds, refunding bonds, notes, certificates of in-
debtedness and other like instruments issued by a municipality
which on their face pledge the full faith and credit of the municipality
and/or are payable primarily from taxes and/or special assessments.

Pay-As-You-Go. This plan requires that a school district

levy an additional tax over a period of years to be put aside in a
building and site fund. This money is used only when enough has
accumulated to meet the cost of the project.

Tax Anticipation Notes, Tax anticipation notes are notes that
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are issued by a simple resolution of the school board against the

next current tax collection. 16

III. ORGANIZATION OF FOLLOWING CHAPTERS

Chapter Two pertains to the review of correlated material
already published. The material covered includes the requirements
for a sound bonding program, and the effect of economic cycles on
school bonding as well as the state's responsibility in the over-all
debt program.

Chapter Three is devoted to a description of the methods and
procedures used in developing this study.

The history of Michigan bonding, including the legal statutes
from 1835 to the present, the bonded indebtedness since 1863, and
the average bond yields since 1915 are discussed in Chapter Four.

Chapter Five is devoted to the areas that provide for latitude
in school board decision making that is included within the bond
issue, and the subsequent effect of such provisions upon securing
popular vote approval.

Chapter Six includes those facets that were studied and

16 Betty Tableman, Paying for the Public Schools in
Michigan, (Bureau of Government, Institute of Public Education,
University of Michigan Press, 1951), p. 62.
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analyzed in terms of whether or not they had any noticeable effect
upon the net interest rates received for the bond issues. The chapter
was not limited to those factors such as percentage of callable bonds,
debt ratios, et cetera, but also included periods of marketing, legal
counsel, acceptance of bid, and other factors pertinent to the interest
costs.

Chapter Seven relates to the present bonding status. An
attempt is made at this point to establish the present position of
schools in relation to the ability to bond as well as to retire the bonds
under current legislation. Certain recommendations are made that
are believed necessary if districts are to continue to erect facilities
to meet the growing needs.

Chapter Eight contains the summaries of the study, conclusions,

and recommendations.







CHAPTER II

REVIEW OF RELATED STUDIES

I. LITERATURE RELATING TO THE PROBLEM

Some justifications for bonding. It is rather easy to sub-

stantiate that no municipality should place itself in debt if such a
position can be avoided without the serious impairment of a recog-
nized need. This generality is as true for school systems as it is
for any other municipality, and perhaps even more so. Unfortunately,
the majority of school districts are in such a position that it is nec-
essary to enter into some type of loan agreement in order to provide
necessary school facilities.

It is true that many established districts of long standing
could have avoided the current need for bonding, had they had the
foresight to provide future building funds during those years that
additional school facilities were not in demand. However, whether
they could or could not avoid the need for borrowing is of little con-
sequence at present. The fact remains that if they need to erect
school facilities and the building funds are not on hand, borrowing
of such monies appears to be the only solution.

The greatest need for borrowing is probably in the newly
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organized local school units and in the rapidly growing districts.
Many such areas have to provide a large scale building program
within a relatively short time. Such districts are usually of suburban
nature where the industrial tax base is generally rather low in rela-
tion to the residential tax base. This position, as described by
George Lloyd, is financially detrimental to any municipality, and
particularly to school districts. ! As the area tends to stabilize, the
need for additional facilities declines, and the industrial tax base
tends to increase proportionately. So again, regardless of the rela-
tive merits of borrowing or not borrowing, the fact remains that
present capital outlays on any large scale can not be accomplished
except through some type of loan.

Shattuck states that the justification of long term borrowing
lies in the fact that the need for capital improvement arises at
irregular and unpredictable intervals. 2 This condition is not as apt
to develop in the established large communities, as city growth tends

in terms of percentile increase to be less spontaneous. The large

1 George W. Lloyd, Tale Of Too Many Cities, (Published
by Detroit Edison Co.).

2 Leroy A. Shattuck, Jr., "A Study of the Debt to Prosperity
Ratio," Municipal Indebtedness, Series LVIII, No. 2, (Dartmouth
College, Baltimore: The Johns Hopkins Press, 1940), p. 113.
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city is benefited further in that it has a more favorable opportunity
to regularize capital outlays, which greatly reduces the need for
long term borrowing. In fact, any locality which is large enough to
maintain a continuous building program with fairly equal annual
volume, can and should avoid any long term borrowing for school
erection purposes. 3 Borrowing has been, and probably will be, one
of the necessary evils in most Michigan municipalities for some time
to come.

Between 1830 and 1870, legislatures were easily induced to
approve new municipal indebtedness, and the courts of the state

4 Most states adopted con-

were utilized as a restraining agency.
stitutional restriction during the 1870's, especially after the depres-
sion of 1873, as an aftermath of the large number of defaults subse-
quent to the Civil War.

The problem then of protection of the community from ad-
ministrative extravagance and increased public debts is not recent,
but one of long standing.

Most of the early outstanding debt was for municipalities

other than school districts, because, as Halsey relates, the borrowing

3 Arvid J. Burke, FinanciE&Public Schools in U, S.,
(New York: Harper & Brothers, 1957), p. 198.

4 Shattuck, op. cit., p. 9.







21
for educational purposes was not a serious problem until the present
century. 5 Educational expenditures were relatively small and usually
paid out of current taxes. However, increased enrollments and im-
proved facilities have caused borrowing inevitably to become a part
of the modern school as surely as it has found its way into industry.

The question then becomes not so much whether or not to
borrow, but rather what is involved in the process of borrowing.

Bonding versus pay-as-you-go. There are two basic methods

of securing relatively large sums of money to finance capital outlay
programs: (1) bonding, and (2) pay-as-you-go, including reserve
accumulations and current levies. The relative merits of each
method of financing have been described in detail by Essex. 6 His
findings suggest that neither plan is satisfactory under all circum-
stances. Pay-as-you-go tends to avoid interest costs. Bonding

* spreads the burden over a period of years, and is feasible under more

~circumstances than other plans. Paying for each program before the

5 Henry Rowland Halsey, '"A Study of Borrowing Practices
in the Administration of Public Schools in Florida,'" Contributions to
Education, No. 368, (Teachers' College, Columbia University,
N.Y., 1929), p. 68.

6 Donald Essex, "Bonding Versus Pay-As-You-Go In The
Financing Of School Buildings,'" Contributions To Education, No. 496,
(New York: Bureau of Publications, Teachers' College, Columbia
University, 1931), p. 101.
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next one is undertaken restricts the pay-as-you-go plan to com-
munities that enjoy a large tax base.

Only the larger and wealthier school districts have sufficient
taxable wealth to provide adequate funds for plant construction on an
annual pay-as-you-go basis. The practice is sound if current tax-
paying capacity is sufficient, but most school units, of necessity,
resort to long-term borrowing in order to finance their plant pro- -
gram. 7

One observation is that bonding may be cheaper than pay-
as-you-go when cash loaned to the district is invested at higher rates
of interest than that which has to be paid on the bonds. The fallacy
in this thinking is that there is always the danger of losing a part
of the principal when high interest yields are gi.ven paramount con-
sideration in selecting securities for investment purposes, even
though the state statutes place limitations on the type of securities
in which schools can invest said funds. R

A second observation that could cause pay-as-you-go to cost

more than bonding, or at least to greatly reduce the financial

7 Warren T. White, et al., "American School Buildings,"
Twenty-seventh Yearbook, AASA, (Washington, D.C., 1949), p. 292.

8 Public Acts of Michigan, 1951, Act No. 195, p. 248.
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advantage of pay-as-you-go, is the increasing cost of construction.
That is, if school construction is needed during periods of economic
prosperity, the building cost index may rise so rapidly that in-
creased erection cost as a result of delayed construction can con-
ceivably absorb an amount equal to or greater than the cost of bond
interest.

A third observation is that most school systems, attempting
the defensible practice of paying cash for school plant construction,
find it necessary to accumulate reserves for varying periods of
time. It is extremely important that these funds are carefully ad-
ministered, and that money is available for intended purposes at
the specified time. Large reserve funds provide temptation for an
administration to withdraw funds from the reserve for purposes
other than originally specified. The possibility of such misappro-
priation of funds, as well as the possible legal loss of funds, has
caused Linn to suggest that even short time accumulations are not
generally advisable. 9 Indeed, both the bonding and the pay-as-you-
go methods of financing capital outlay require competent adminis-

tration. Neither program has all of the advantages, nor does either

9 Henry H. Linn, "Safeguarding School Funds,' Contributions
To Education, No. 387, (New York: Bureau of Publications, Teachers'
College, Columbia University, 1930).
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have all of the disadvantages. Writers in general have stressed the
desirability of borrowing and building in times of deflation, and the
curtailment of capital outlay in inflationary perio‘ds. The theory is
undoubtedly sound, but it is also generally impractical. 19 The
present day backlog of war deferred school construction and the
increasing enrollment make expansion of school facilities necessary
regardless of economic conditions. Neither children nor parents
can afford the educational lag that would result in most school dis-
tricts from a policy of providing construction solely on a pay-as-
you-go program. Small indeed is the number of school districts
that could provide even the minimum requirements in school housing
on such a program, even if the district employed the use of tax
anticipation notes.

The question in the vast majority of school districts is not
whether they should or should not issue bonds for the purpose of
capital outlay, but what type of bonding program best meets their
needs.

Types of Bonds. In the past, school bonds have been issued

in two common types, and in a third type less commonly used. Of

10 William Arnold, et al., Problems and Issues in Public
School Finance, N.C.P.E.A., (New York: Columbia University,
1952), p. 416.
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these three types of bonds previously used in Michigan, only the
serial type bond has survived the ravages of time. It is expedient
to relate briefly here the characteristics of the term or sinking-fund
bond and the serial-redemption sinking-fund bond in order to better
understand the serial bond.

Term bonds were scheduled to mature at a single date,
usually twenty years after date of issuance. This type of bond re-
quired careful management to insure that payments sufficient to
enable the district to retire its debt when due, were placed in the
sinking fund. The term bonding program provided two serious pit-
falls that contributed toward the outlawing of its use in the bonding
of Michigan school districts. First, the bond program required very
careful administration of the debt by the board of education and the
superintendent of schools. The possibility of change of personnel in
these areas during the life of the issue constituted a very serious
problem as to the efficient handling of the debt. Secondly, it was
necessary to provide some means of safe investment for the large
sinking-fund accumulation. Such an investment not only had to be
safe, but also had to be of a nature that its funds could not be used
for purposes other than that for which the fund was originally in-
tended.

' The serial-redemption sinking-fund bond is a modified or
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combination type bond that was occasionally marketed during the
depression years, usually as a refunding program. Although this

type of bond is not legal in the State of Michigan, it is recommended

by the American School Administrators' Association. 11

This type of bond probably should be more widely
utilized in new school-bond issues because it has the
advantage of both serial and sinking-fund types, and the
disadvantage of neither. It is a term bond in that all the
issue is scheduled to mature on the same future date,
and is callable. However, the bonds are numbered
serially. A provision in the deed of trust requires the
school district to vote a continuing tax for the life of the
issue. Annual collections from this levy are pledged to
the sinking-fund, with the requirement that the sinking-
fund be exhausted annually by the call and redemption of
bonds in serial order. It is possible for the purchasers
of such bonds to plan their investment portfolios with
reasonable accuracy. For the school district that votes
a tax rate instead of a definite sum, this type of bond
protects the schools against unfavorable fluctuations in
depression times and accelerates the retirement of the
debt in good times.

The serial-redemption sinking-fund bond is a callable bond
in which the debt is paid off in serial order as rapidly as accumu-
lations from a continuing levy permit. This is a somewhat flexible
instrument, permitting the acceleration of redemption in good times,
and deceleration when revenues decline. The advantages of this

kind of bond would seem to more than offset the somewhat higher

11 "American School Buildings," Twenty-seventh Yearbook
of American Association of School Administrators, (Washington,
D.C.: 1949), p. 298. :
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interest rate that it demands. It is recommended as possessing the
advantages of both serial and sinking-fund types and the disadvantages
of neither. A
Regardless of the relative merits of the term bond and serial-
redemption sinking-fund bond, the only type of bond available for
Michigan school bonding, under present statutes, is the serial fund
bond. 13 Serial bonds may be issued for a period up to thirty
years. 14 The principle characteristic of the serial type is that it
provides a definite maturities schedule for each year until the debt
is retired. It is the general practice to amortize these maturities so
that the sum total of principal and interest payments remains some-
what constant during the life of the debt. A%
Even though serial bonds may be issued for a period of thirty
years, serious consideration should be given to the use of five or
ten year terms whenever possible. All other things<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>