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CALIFORNIA STATE BOARD OF EDUCATION
March 2013 AGENDA
 FORMCHECKBOX 
 General Waiver

	SUBJECT

Request by Alum Rock Union Elementary School District to waive California Education Code sections 15102 and portions of 15268 related to bonded indebtedness limits. Total bonded indebtedness may not exceed 1.25 percent of the taxable assessed valuation of property for elementary school districts. Depending on the type of bond, a tax rate levy limit of $30 per $100,000 of assessed value for elementary school districts, may also apply. 
Waiver Number:  63-10-2012

	 FORMCHECKBOX 
 Action
 FORMCHECKBOX 
 Consent




	RECOMMENDATION


 FORMCHECKBOX 
  Approval   FORMCHECKBOX 
  Approval with conditions   FORMCHECKBOX 
  Denial
The California Department of Education (CDE) recommends that the bonded indebtedness limits be waived with the following conditions:1) the district’s total bonded indebtedness, as a percent of assessed valuation, does not exceed 1.75 percent, 2) the waiver is limited to the sale of bonds approved by the voters in the November 2012 election, 3) the tax rate levied at the time of bond issuance does not exceed the amount authorized by the voters to secure the bonds, 4) the waiver is limited to two years less one day, and 5) Capital Appreciation Bonds (CABs) are not issued subsequent to approval of this waiver if the debt ratio goes above 1.25 percent. 

	SUMMARY OF PREVIOUS STATE BOARD OF EDUCATION DISCUSSION AND ACTION


The State Board of Education (SBE) has approved all bond limit waiver requests limited to the sale of already authorized bonds and at the tax rate levy stated on the bond measure.
Note, the SBE has never approved a waiver that would allow the district to exceed the tax rate levy as stated on the bond measure.
	SUMMARY OF KEY ISSUES


To raise funds to build or renovate school facilities, with voter authorization, school districts may issue general obligation (G.O.) bonds. Prior to 2001, districts needed a 
two-thirds approval. In November 2000, districts were given another option for authorizing and issuing bonds when California voters passed Proposition 39, which allows school bonds to be approved with a 55 percent majority vote if the district abides by several administrative requirements, such as establishing a committee to oversee the use of the funds. Once G.O. bonds are authorized, school districts issue the bonds in increments needed to fund their facility projects. 

When the voters authorize a local G.O. bond, they are simultaneously authorizing a property tax increase to pay the principal and interest on the bond. For Proposition 39 bonds, California Education Code (EC) sections 15268 and 15270(a) limit the tax rate levy authorized in each election to $30 per $100,000 of taxable property for high school and elementary school districts, and $60 per $100,000 for unified school districts. The EC does not provide tax rate levy limits for non-Proposition 39 bonds, however, an estimate of the tax rate levy required to repay the bonds is included in the voter pamphlet.
The EC also provides limits related to a district’s total bonded indebtedness. EC sections 15102 and 15268 limit an elementary or high school district’s total G.O. bond indebtedness to 1.25 percent of the total assessed valuation of the district’s taxable property, whereas EC sections 15106 and 15270(a) limit a unified school districts to 2.5 percent. 
The district is requesting a waiver of the EC sections pertaining to the district’s total bonded indebtedness in order to issue bonds that voters have already approved. Because the limits are based on assessed valuation, it can have disparate effects on districts of similar types. For example, a district with high assessed valuation can issue more in G.O. bonds before reaching the limit than a district with a similar number of students and facility needs, but a lower assessed valuation. Similarly, in the current time of declining property values, districts are seeing a decline in their bonding capacity. 
Without a waiver, school districts that are close to their bonding capacity must issue fewer bonds, delay the issuance of bonds until their assessed valuation increases, or obtain other, more expensive, non-bond financing to complete their projects, the costs of which could be paid from district general funds. Therefore, CDE has historically recommended that the SBE approve related waiver requests. However, because it is CDE’s assumption that the average voter is unaware tax rate levy limits could be changed by the SBE through a waiver process, to ensure that a waiver approval does not have an adverse effect on local approval of future bond measures, CDE has always recommended that the waiver be approved on the condition that the statutory or estimated tax rate levies are not exceeded at the time the bonds are issued. 
As assessed property values have declined in recent years, some districts that project increased assessed values in the future have issued Capital Appreciation Bonds (CABs). Principal and interest payments on CABs are postponed until a later date. Therefore, they do not require an immediate tax levy, which allows districts to raise needed capital without exceeding the maximum tax rate. 

The CDE recognizes that there may be a reasonable justification for issuing CABs. However, due to the recent concerns regarding the issuance of CABs and their sometimes exorbitant costs, the State Superintendent of Public Instruction and the State Treasurer are urging school districts to impose a moratorium on issuing CABs until the Legislature and the Governor decide on reforms for the CABs issuance process. By waiving the limit on total bonded indebtedness, a district could be allowed to issue CABs that it might not otherwise be allowed to issue. Therefore, at this time, CDE is not recommending approval of waivers that would enable a district to issue CABs. According to the District, it does not plan to issue CABs as a result of the increased cap.

CDE has reviewed the waiver and the district’s schedule of assessed valuation and principal reduction to estimate the period of time that the waiver will be needed. The CDE recommends that the bonded indebtedness limits be waived with the following conditions:1) the district’s total bonded indebtedness, as a percent of assessed valuation, does not exceed 1.75 percent, 2) the waiver is limited to the sale of bonds approved by the voters in the November 2012 election, 3) the tax rate levied at the time of bond issuance does not exceed the amount authorized by the voters to secure the bonds, 4) the waiver is limited to two years less one day, and 5) CABs are not issued subsequent to approval of this waiver if the debt ratio goes above 1.25 percent.
Demographic Information: The Alum Rock Union ESD has a student population of 12,152 and is located in a urban area in Santa Clara County. 

Authority for Waiver: EC Section 33050

Period of request: March 14, 2013, to March 13, 2015 recommended. District requested January 1, 2013, to June 30, 2018.
Local board approval date(s): October 11, 2012
Public hearing held on date(s): October 11, 2012
Bargaining unit(s) consulted on date(s): October 4, 2012
Name of bargaining unit/representative(s) consulted: 
Alum Rock Educators Association: Jocelyn Merz, president

California School Employees Association: Sharon Fontaine, president
Position of bargaining unit(s) (choose only one): 

 FORMCHECKBOX 
  Neutral                        FORMCHECKBOX 
  Support                      FORMCHECKBOX 
  Oppose: 

Comments (if appropriate):

Public hearing advertised by (choose one or more):

 FORMCHECKBOX 
 posting in a newspaper       FORMCHECKBOX 
 posting at each school           FORMCHECKBOX 
 other (specify): 
at San Jose Mercury News
Advisory committee(s) consulted: Superintendent’s Parent Advisory Resource Council
Objections raised (choose one):  FORMCHECKBOX 
  None       FORMCHECKBOX 
  Objections are as follows:

Date(s) consulted: October 23, 2012
	FISCAL ANALYSIS (AS APPROPRIATE)


Approval of the waiver would allow the district to accelerate the issuance of voter‑approved bonds to avoid serious financial stress to the district’s general fund.
	ATTACHMENT(S)


Attachment 1:  Alum Rock Union Elementary School District General Waiver Request 63-10-2012 (2 pages) (Original waiver request is signed and on file in the SBE Office or the Waiver Office.)

California Department of Education

WAIVER SUBMISSION - General

CD Code: 4369369
Waiver Number: 63-10-2012

Active Year: 2012
Date In: 10/24/2012 10:00:26 AM
Local Education Agency: Alum Rock Union Elementary School District
Address: 2930 Gay Ave.
San Jose, CA 95127
Fax: 408-928-6400
Start: 1/1/2013

End: 6/30/2018
Waiver Renewal: N
Previous Waiver Number: 


Previous SBE Approval Date: 

Waiver Topic: School Construction Bonds
Ed Code Title: Bond Indebtedness Limit - Non-Unified 

Ed Code Section: 33050-33053
Ed Code Authority: SBE may waive all or part of any sect. of Ed. Code
Ed Code or CCR to Waive: 15102. The total amount of bonds issued pursuant to this chapter and Chapter 1.5 (commencing with Section 15264) shall not exceed 1.25 percent of the taxable property of the school district or community college district, or the school facilities improvement district, if applicable, as shown by the last equalized assessment of the county or counties where the district is located.

15268. The total amount of bonds issued, including bonds issued pursuant to Chapter 1 (commencing with Section 15100), shall not exceed 1.25 percent of the taxable property of the district as shown by last equalized assessment of the county or counties where the district is located.

Outcome Rationale: The District requests that its Outstanding Bonded Indebtedness limit be increased to an amount not to exceed 1.95% until June 30, 2018. Due to decreases in assessed valuation of taxable property within the District, the District is currently unable to access most of the $139,999,672 remaining authorization from the $179,000,000 approved by the voters  on June 3, 2008 (Measure G). In addition, at the upcoming election on November 6, 2012, District voters are being asked to approve the District’s Measure J, providing for an additional bond authorization of $125,000,000. Both bond measures are “Proposition 39” measures. Approval of this waiver request would allow the District to issue bonds from either or both bond authorizations and take advantage of attractive historically low interest rates as well as attractive construction costs to implement a number of much-needed improvements to its school facilities that will provide a safer and better educational environment for District students. Otherwise, the District will have to wait several years until the bonding capacity of the District falls below the limit set forth in the California Education Code. Approval of this request would allow the District to make progress in its goal of meeting the needs of its students and delivering to District constituents the facility improvements promised by both bond measures. Please find attached a table showing Historical Assessed Values for Fiscal Years 2000-01 through 2012-13, and a Summary of General Obligation Bond Indebtedness versus Projected Debt Limits. On the basis of current market interest rates, the District anticipates that with approval of this waiver it would be able to issue approximately $35,000,000 of bonds from the proposed new bond authorization within the legal tax rate limit of $30 per year per $100,000 of assessed valuation. Should the bond measure fail, the District anticipates is would issue approximately only $8,000,000 from the existing 2008 bond authorization within the legal tax rate limit of $30 per year per $100,000 of assessed valuation. Accordingly, the analysis presented has been formulated to show the effects on the bonded indebtedness of the higher bond amount. The requested Outstanding Bonded Indebtedness limit of 1.95% is intended to accommodate an issuance amount higher than $35,000,000, in case interest rate movements allow for a higher issuance within the legal tax rate limit of $30 per year per $100,000 of assessed valuation.
Student Population: 12152
City Type: Urban
Public Hearing Date: 10/11/2012
Public Hearing Advertised: Sasn Jose Mercury News
Local Board Approval Date: 10/11/2012
Community Council Reviewed By: Superintendent's Parent Advisory Resource Council
Community Council Reviewed Date: 10/23/2012
Community Council Objection: N
Community Council Objection Explanation: 

Audit Penalty YN: N
Categorical Program Monitoring: N
Submitted by: Ms. Linda Latasa
Position: Interim Assistant Superintendent, Bus. Services
E-mail: linda.latasa@arusd.org
Telephone: 408-928-6847
Fax: 408-928-6400
Bargaining Unit:  Date: 10/04/2012 
Name: Alum Rock Educators Association 

Representative: Jocelyn Merz 
Title: President 
Position: Support 

Comments: 

Bargaining Unit:  Date: 10/04/2012 
Name: California School Employees Association 
Representative: Sharon Fontaine 
Title: President 
Position: Support 

Comments: 

