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CALIFORNIA STATE BOARD OF EDUCATION
March 2013 AGENDA
 FORMCHECKBOX 
 General Waiver

	SUBJECT

Request by Jefferson 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: 56-10-2012

	 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 1.92 percent, 2) the waiver is limited to the sale of bonds approved by the voters in the November 2010 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, if the waiver is approved, an increased cap on debt to assessed value of up to 1.92 percent would allow the district to issue $23 million in bonds, but to remain within the tax rate levy of $30 per $100,000 of taxable property, the district can only issue $1.8 million in current interest bonds (CIBs). Therefore, the district plans to issue $21.2 million in 40 year nonredeemable CABs at an interest cost of $86 million and the remaining in CIBs.
The 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 1.92 percent, 2) the waiver is limited to the sale of bonds approved by the voters in the November 2010 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 Jefferson ESD has a student population of 2,516 and is located in a suburban area in San Joaquin County. 

Authority for Waiver: EC Section 33050

Period of request: March 14, 2013, to March 13, 2015 recommended. District requested July 1, 2012, to June 30, 2022.
Local board approval date(s): October 22, 2012
Public hearing held on date(s): October 22, 2012
Bargaining unit(s) consulted on date(s): October 16, 2012
Name of bargaining unit/representative(s) consulted: 
California Teachers Association: Jeniene Lang, 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): 

Posted on district’s Web site
Advisory committee(s) consulted: Measure J Committee, Board of Education, Traina Parents’ Club; Monticello & Jefferson Parents; Club   

Objections raised (choose one):  FORMCHECKBOX 
  None       FORMCHECKBOX 
  Objections are as follows:

Date(s) consulted: November 10, 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:  Jefferson Elementary School District General Waiver Request            56-10-2012 (4 pages) (The original signed waiver request and any attachments are on file in the SBE Office or the Waiver Office.)

California Department of Education

WAIVER SUBMISSION - General

CD Code: 3968544
Waiver Number: 56-10-2012

Active Year: 2012
Date In: 10/23/2012 8:42:44 AM
Local Education Agency: Jefferson Elementary School District
Address: 1219 Whispering Wind Drive
Tracy, CA 95377
Fax: 209-836-2930
Start: 7/1/2012

End: 6/30/2022
Waiver Renewal: N
Previous Waiver Number: 
Previous SBE Approval Date: 

Waiver Topic: Other Waivers
Ed Code Title: Other Waivers 

Ed Code Section: 15102
Ed Code Authority: 33050-33053
Ed Code or CCR to Waive: Education Code Section 15102

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 in which the district is located.
Outcome Rationale: The District has impending needs to reconstruct the facilities at Jefferson School and to construct a gymnasium at Anthony Traina School. Without the approval to exceed the statutory bonded indebtedness limit, the District would have to put the repair/replacement projects currently planned for these two (2) schools at risk of long-term delay until its bonded indebtedness ratio is below the 1.25% statutory limit. The District Board, staff and community are well informed of the financing plan being proposed general obligation bond issuance in order to fund these much needed and voter-approved projects. Additionally, moving forward with the planned facilities projects now will help the District avoid construction cost inflation in the future. If the waiver is not approved, the construction delay would result in inequity for students attending District schools and considerable community hardship to the District. 
Student Population: 2516
City Type: Suburban
Public Hearing Date: 10/22/2012
Public Hearing Advertised: Notice in a newspaper; notice posted at each school site; notice published on District's website
Local Board Approval Date: 10/22/2012
Community Council Reviewed By: Measure J Committee; Board of Education; Traina Parents' Club; Monticello & Jefferson Parents' Club
Community Council Reviewed Date: 10/10/2012
Community Council Objection: N
Community Council Objection Explanation: 

Audit Penalty YN: N
Categorical Program Monitoring: N
Submitted by: Ms. Rachel Chang
Position: Financial Advisor
E-mail: rchang@dolinkagroup.com
Telephone: 949-250-8366
Fax: 209-836-2930
Bargaining Unit:  Date: 10/16/2012 

Name: California Teachers Association 

Representative: Jeniene Lang Title: President Position: Support 

Comments: 

Jefferson School District

Bonded Indebtedness Limit Waiver Request

Supporting Documentation

Background

On November 2, 2010, voters within the Jefferson School District ("District") approved Measure J, authorizing the District to issue up to $35.4 million in general obligation bonds ("GO Bonds") to finance the needed facilities improvements. Under Proposition 39, the affirmative vote requirement to authorize the bonds was 55%. Measure J gathered more than the required bond approval threshold with an affirmative vote from 67.3% of the votes casting ballots. 

On May 11, 2011, the District issued its Series A GO Bonds in the amount of $6.4 million, allowing the District to complete and plan various new construction and rehabilitation projects throughout the District. As of today, $29.0 million remains authorized but unissued under Measure J.

Similar to many school districts throughout the State of California ("State"), the District's overall facilities funding program has been severely impacted by declines in local assessed valuations ("AV",) as well as continued State fiscal troubles. The District is, therefore, requesting this bonded indebtedness limit waiver in order to proceed with the issuance of its next series of GO Bonds. For your review, enclosed please find the following supporting documentation concerning the District's waiver request.

1. Assessed Valuation History

Included in Enclosure 1 is a 14-year overall AV history for the District.

2. Outstanding Bonded Indebtedness

To date, the District has issued one (1) series of GO Bonds under Measure J, in the amount of $6.4 million. The District does not have any other outstanding bonded indebtedness. Debt service schedule of the outstanding Series A GO Bonds is included in Enclosure 2. As set forth in Enclosure 3, the District's current debt ratio is 0.41% of its total AV and has approximately $12.9 million in available bonding capacity.

3. Series B GO Bonds

Approval of the waiver request would allow the District to issue not-to-exceed $25.0 million in GO Bonds to reconstruct Jefferson School and to construct a gymnasium at Anthony Traina School. Jefferson School was constructed in the 1920's and has not been significantly modernized since 1966. This facility is not capable of providing all of the elements associated with 21st-Century learning, as well as requiring a significant amount of infrastructure improvements. As for Anthony Traina School, it is the only K-8 school in the District that does not have a gymnasium. These are much needed and voter-approved projects from Measure J that will create equity for all students attending District schools. Please reference Enclosure 4 for the Bond Project List of Measure J approved by the voters.

4. Current and Estimated Annual Tax Rates

The 2010 Authorization was approved by the voters under Proposition 39. Proposition 39 imposes a statutory annual tax rate limit of $30 per $100,000 of taxable AV. The annual tax rate projection will be closely monitored by the District's finance team and will be updated on an annual basis. The approval of this waiver request will not result in the District issuing more than the statutory tax rate and/or the authorization amount noted in the GO Bond measure. Enclosure 5 provides the current and estimated annual tax rates.

5. Bonded Indebtedness Ratio Requested

If the waiver is approved, the District's bonded indebtedness ratio is estimated to exceed the statutory limit of 1.25% for elementary school districts to approximately 2.04% in fiscal year 2012/2013. Enclosure 6 outlines the detailed calculations of the ratio that the District needs above the current available bonding capacity. Based on the current AV, a 5.85% average annual AV growth projected from fiscal year 2012/2013 to fiscal year 2021/2022, and the scheduled principal reduction on the outstanding and proposed GO Bonds, it is anticipated that the District's bonded indebtedness ratio will be below the statutory limit of 1.25% by fiscal year 2021/2022. Therefore, the District hereby requests the bonded indebtedness ratio to be increased to 2.25% from fiscal year 2012/2013 to 2021/2022. Please also reference Enclosure 6 for a detailed projection of the aforementioned.

6. Capital Appreciation Bonds

The use of capital appreciation bonds ("CABs") is inherent in comprehensive school facilities funding programs using GO Bonds passed under Proposition 39. Since 2010, with the passage of Assembly Bill 1388, California school districts could issue debt with a repayment term of 40 years with increased flexibility. Due to heightened attention to the use of long-dated CABs and to promote maximum transparency, the Board of Education of the District ("District Board") met on numerous occasions to discuss the District's bond program. Specifically, the District Board met on June 19, 2012, to receive an update on the Measure J program, on August 1, 2012, to evaluate the funding needs and options, on September 11, 2012, to examine all available financing scenarios, and, most recently on October 9, 2012, to determine the financing plan moving forward. Additionally, public input was sought on Measure J bond program during the same District Board meeting on October 9, 2012, when the public was encouraged to attend and give input to the District Board as it considers what action will best benefit and District and taxpayers. Included in Enclosure 7 are the various presentations discussed at these aforementioned District Board meetings.

Conclusion

The District has impending needs to reconstruct the facilities at Jefferson School and to construct a gymnasium at Anthony Traina School. Without the approval to exceed the statutory bonded indebtedness limit, the District would have to put the repair/replacement projects currently planned for these two (2) schools at risk of long-term delay until its bonded indebtedness ratio is below the 1.25% statutory limit. The District Board, staff and community are well informed of the financing plan being proposed for the Series B GO Bonds in order to fund these much needed and voter-approved projects. Additionally, moving forward with the planned facilities projects now will help the District avoid construction cost inflation in the future. If the waiver is not approved, the construction delay would result in inequity for students attending District schools and considerable community hardship to the District. 

