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Section 226 of “The Taxpayer Relief Act of 1997” provides a new financial tool that can be used by State Agencies to encourage the formation of partnerships between public schools and private businesses.  Recognizing the need for greater investment in schools, Congress created the Qualified Zone Academy Bond (QZAB) to help schools raise funds to renovate and repair buildings, invest in equipment and up-to-date technology, to develop challenging curricula and train quality teachers.  QZABs encourage schools and businesses to cooperate in innovative ways that expand students’ learning opportunities and help students develop the skills needed by employers, and our nation, to compete in the global economy.   A unique feature of QZABs is that in lieu of interest payments from the school district, the bondholder receives a tax credit against its annual federal tax liability.  The QZAB is a taxable debt instrument.  State and local governments may issue QZABs in the form of a bond, lease, loan or any other obligation.

Included in this packet of information are the initial federal legislation and subsequent revisions, a federal booklet entitled “Fixing Our Schools Now!” and a historical list of QZAB credit rates since July 1, 1999. 

The US Treasury Department has distributed this $400 million among the states on the basis of their respective populations of individuals below the poverty line.  States are responsible for allocating the funds to the local education agencies. In Arkansas, up to $14.15 million of financing is available from federal allocation for years 1998, 1999 and 2000.  The announcement of the dollar amount of the 2001 state allocation is expected in the fall of 2000.  The $4.625 million 1998 allocation must be used by December 31, 2001.  A chart in the “Fixing Our Schools Now!” pamphlet shows the deadlines for bond issuance for the 1998 through 2001 allocations.

An Education Zone Academy that qualifies under the program is any public school that meets the following criteria:

· The school must be under a local education agency (LEA) located in an Enterprise Zone or Empowerment Community; 

· OR there must be a reasonable expectation that at least 35% of the students at the school site at the time of the bonding will be eligible for free or reduced-cost lunches under the Federal School Lunch Program. 

· AND the school must have entered into a partnership with a private entity whereby the curriculum is designed in cooperation with business to enhance the academic curriculum, increase graduation and employment rates, and prepare students for college and the workforce.

· AND the school site must receive contributions from the private entity(ies) in the form of equipment, computer software, internships, personnel time, technical services, and/or volunteer mentors up front or over a period of time.  Commitments of private business support must have a present value (as of the date of issuance of the issue) of not less than 10% of the proceeds of the issue.  Regular tax rules concerning donations apply.  The business must provide a written commitment to the school.

The eligibility criteria are applied on a school-by-school basis, not district-wide.  The students in the school must be subject to the same academic standards as other students in the district.  Ninety-five percent or more of the bond proceeds are to be used for renovation, repair and rehabilitation of facilities, instructional materials and equipment, or teacher professional development.  The remaining 5% is typically used for issuance expense.  The issuer must certify that it has written assurances detailing contribution of private partners and written approval from the LEA for the bond issuance.   The QZAB is a loan that must be repaid within a specified time.  The Treasury Department determines the daily rate of tax credit and the maximum term of the bond.  Eligible taxpayers are defined by Section 1397e as a bank, an insurance company and a corporation actively engaged in the business of lending money.  The tax credit mechanism does not eliminate the bond principal.  

At this time, the Arkansas Department of Education (ADE) has the authority to allocate $14.15 million in Qualified Zone Academy Bonds (QZABs).  In order to accomplish the allocation, the Rules and Regulations Governing the Allocation of Qualified Zone Academy Bonds have been created. 

In general, existing state law limits the broader federal legislation relating to QZABs.  Examples of some distinctions between state and federal law are shown below.  

· USE OF PROCEEDS:  Federal law permits the use of QZAB funds for instructional materials and staff development as well as for the rehabilitation of the public school facility or for equipment where the academy is established.  State law limits the use of QZAB funds to rehabilitation of the public school facility or for equipment where the academy is established. 

· TERM REQUIREMENT:  Federal law section 1397E(d)(3) sets out a formula for a monthly determination of the maximum term of a QZAB.  Since July 1st, 1999 the term has been either 12 or 13 years.  State law limits the maximum term to 8 years for non-bonded debt, with one exception.  The maximum maturity is 10 years for energy conservation measures funded with postdated warrants, lease-purchase agreements and installment contracts.  State law does not set a limit on the term of bonded indebtedness.
· DEBTOR CONSORTIUMS:  Federal law permits a single district or a coalition of districts to apply for QZABs. District partnerships may be formed so long as the contributions of business(es) is not less than 10% of the bond’s value to the school site, with a specific curriculum, and the QZAB plan is approved by each school district.  In Arkansas, debt is typically tied to a millage rate, thus prohibiting joint-indebtedness by districts.    

· CHARTER SCHOOLS:  Federal law permits charter schools to apply for QZABs either indirectly or directly through the district in which they are located under the same conditions that other school districts are eligible.  Under Arkansas law, charter schools are limited to short term indebtedness of 12 months or less.  

Attached is a draft copy of the Rules and Regulations Governing the Allocation of Qualified Zone Academy Bonds. 

