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SUMMARY
Capital Appreciation Bonds (CABs) have an innocent-sounding name. A more appropriate name
might be “Too-Good-to-be-True Bonds.” CABs are the ultimate ticking time bombs. They are a
method of borrowing now and paying back later – much, much later and often at a very high
cost.
While most bonds are due in 25 years, some CABs have terms up to 40 years. More troubling is
that all CABs, regardless of the length of their term, don’t require any payment (principal or
interest) until they are due. During that time, the interest payments continue to accrue and
compound, creating massive balloon-type payments at or near the CABs’ maturity dates.
Moreover, CABs create a disconnect between when borrowed money is spent and when (and by
whom) it is paid back. The taxpayers who approve these loans are presenting the tab to their
children and grandchildren.
Elementary and high school districts, unified school districts, and community college districts
1
issue 98% of California CABs. These CABs can threaten schools’ abilities to borrow in the
future, as the massive loan payments will be landing on their doorsteps just when repairs and
facility upgrades may be needed.
The 2012-2013 San Mateo County Civil Grand Jury (Grand Jury) investigated the use by school
districts within the County of these controversial debt-financing instruments.
San Mateo County (County) school districts currently have 20 outstanding CABs. Three of these
CABs fall outside of loan parameters declared prudent by elected officials, school boards, and
other Grand Juries in California.
In addition, three bonds issued by the San Mateo Union High School District in 2010 and 2011,
in the aggregate amount of $190,109,353 create a total debt of close to $1 billion dollars that will
come due between 2034 and 2050.
The Grand Jury finds that school districts need to ensure that they follow prudent loan
parameters before issuing a CAB. The Grand Jury recommends that school districts within the
County develop and adopt prudent loan parameters for issuance of school debt.
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GLOSSARY
Bond Types: The following bond types are discussed in this report:
•

General Obligation Bonds – this is a general term for bonds backed by the credit and
"taxing power" of the issuing jurisdiction rather than the revenue from a specific project.

•

Current Interest Bonds (CIBs) – these bonds have a steady, every-six-months schedule of
principal and interest that begins when the bond is funded.

•

Capital Appreciation Bonds (CABs) – as explained above, these bonds are not due until
the end of the bond term, and interest on the bond continues to accrue and compound
throughout the life of the bond.

General Obligation (GO) bond issues are either CIBs, CABs, or a combination of the two.
Proposition 39 Limits: Prior to 2000, voter approval of local bond measures required a 2/3supermajority vote. In 2000, voters approved Proposition 39 (Prop 39), which provided an option
for approval of a local education bond based on a 55% vote rather than a 2/3 vote so long as
certain limitations on bonded indebtedness and tax rates were followed. Examples of Prop 39
3
requirements include :
2

Districts

Limit on Bonded
Indebtedness

Limit on Tax Rate per
Assessed Valuation

Elementary and High
School

1.25%

$30/$100,000

Unified School

2.50%

$60/$100,000

Community College

2.50%

$25/$100,000

Education Code Bonds vs. Government Code Bonds: Pursuant to the Education Code, school
districts can issue bonds without the involvement of the County, with bond maturity dates up to
25 years and an interest rate as much as 8%. Under the Government Code, the bonds must be
issued by the County Board of Supervisors and may have maturity dates of 40 years with an
interest cap of 12%.
4
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Ibid, pp. 1-2.
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BACKGROUND
The Alarm Sounded in California
In May 2011, the Office of the Los Angeles County Treasurer and Tax Collector (LA Treasurer)
5
issued a white paper on the use of CABs by Los Angeles County school districts. The LA
Treasurer stated: “…we wish to highlight a common type of…bond financing that is exceedingly
costly for both school districts and for taxpayers…A 40-year CAB [can] generate debt service
more than ten times greater than the principal amount of the bonds being issued.” 6 The LA
Treasurer recommended “that districts take a conservative approach when issuing GO bonds…”
He further warned against financing instruments which “extend the total years of debt service
beyond the limits set forth in the...Government Code.”
On January 17, 2012, State Treasurer Bill Lockyer and State Superintendent of Public Instruction
Chief Tom Torlakson issued a news release, the title of which was “[Lockyer and Torlakson]
Caution School Districts Against Issuance of Capital Appreciation Bonds.” In it, they call for a
moratorium on the issuance of CABs.
In 2012, newspapers began reporting on the use of CABs. The Los Angeles Times frequently
wrote about the issue. It interviewed Treasurer Lockyer, who said the following:
CABs kick interest and principal payments 40 years down the line. Property owners who
never voted for these bonds will have to pay for them.
and
Property owners -- not the school system – are likely to be on the hook for bigger tax bills
if the agency’s revenues can’t cover future bond payments. 7
The New York Times quoted Lockyer as stating:
It’s the school district version of printing money. These bonds are bad deals for
taxpayers, and they contribute to the general view that the government doesn’t spend
their money intelligently.
and
The only people these deals benefit are the financial advisers, who have collected
8
millions of dollars helping school districts sell capital appreciation bonds.
Given the controversial nature of CABs, the Grand Jury sought to determine the extent to which
school districts within the County were utilizing these debt-financing instruments.

5

Op. cit.
Ibid, p.2
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Risky bonds tie schools to huge debt, Los Angeles Times, November 29, 2012.
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California Schools Finance Upgrades by Making the Next Generation Pay, New York Times, February 9, 2013.
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METHODOLOGY
Documents
Interviews
•

County Office of Education management

•

County Treasurer-Tax Collector management

•

County Controller’s Office management

•

COE school board trustee

DISCUSSION
The ABCs of CABs
The 2008-2009 housing market crash reduced tax revenues, including those meant for education
and school facilities. Schools still needed funds for capital projects despite falling tax revenues.
CABs had been around for years, but because of their high debt service cost, they were not
typically used. Instead, standard CIBs were more common.
CIBs, unlike CABs, must be paid back beginning with the first year, and a steady repayment
stream must be maintained. Some school districts were pessimistic about being able to make
payments in the short term, so they chose to issue CABs in order to postpone payments until (it
was hoped) property values would rebound and tax revenues would increase. The issuance of
CABs must receive local school board approval, followed by the approval of the voters.
Outstanding CABs
County school districts currently have 20 outstanding CABS. The total amount borrowed
through these CABs was $553,421,748 and the debt service (compounded interest) is
$1,580,234,305 producing a total debt ratio (the ratio of interest due to amount borrowed) of
2.86. The average term, or length, of these bonds is 26 years. This is close to thirty years, which
is an oft-mentioned timeframe for replacing, repairing, or upgrading facilities – in these cases the
facilities being financed by the original CABs. This is like having a car loan that is paid at the
end of the useful life of the car.
The total amount ultimately due (the amount borrowed plus compounded interest) for these 20
CABs is in excess of $2 trillion dollars ($2,133,656,053).
Three of the twenty CABs fall outside of prudent loan parameters, where the debt service is
greater than four times the amount borrowed, a yardstick used in a recent report issued by the
9
10
Santa Clara Civil Grand Jury, and a similar report issued by the San Diego Civil Grand Jury.
9

http://www.scscourt.org/court_divisions/civil/cgj/2013/SchoolDistrictZeros.pdf
http://www.sdcounty.ca.gov/grandjury/reports/2012-2013/School_District_Dilemma_Bonds_Bondage.pdf
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The total amount borrowed for these three CABs was $64,172,234 and the amount ultimately
11
due is $426,189,372. Their total debt ratio is 6.64 and their average term is 34 years.

OUTSTANDING CABS WITH DEBT SERVICE RATIOS GREATER THAN 4:1
Matur
Issue

Bond

Date

Name/Advisor

Bond Amount

Total Debt

ity

Total Amt. Due

CAB

Service

Date

at Maturity

s

Debt
Term Ratio

Hillsborough GO
1/13/11 Bonds 2002C

$22,680,012

$149,557,380 2045

$172,237,391

Y

34

6.6

$6,492,858

$30,980,000 2030

$37,472,858

Y

30

4.8

$34,999,364

$245,651,992 2050

$280,651,356

Y

39

7

$64,172,234

$426,189,372

$490,361,605

Stone &
Youngberg LLC

Laguna Salada
6/29/00 97 Series 2000C
Piper Jaffray

SMUHSD
7/6/11

Election
of 2006 GO
BONDS
Series 2011A
Keygent LLC

TOTAL
AVERAGE
TOTAL DEBT RATIO

34
6.64

The San Mateo Union High School District (SMUHSD), issuer of $35 million in bonds in the
table above, faces a future payment of over $250 million on those bonds alone.
In addition to the CAB shown in the table above, the SMUHSD has two additional outstanding
CABs, which are shown in the following table. These CABs have a debt ratio of 3.9. Ultimately,
SMUHSD will pay close to $1 billion ($932,909,471) for three loans that provided $190,109,353
in funding. These loans will not begin to be paid off until 2034, when children being born now
have already graduated from high school.
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SAN MATEO UNION HIGH SCHOOL DISTRICT -- OUTSTANDING CABS
C
Matu
Issue

Bond Name

Date

/Advisor

Bond Amount

Total Amt.

A
B

Total Debt

rity

Due at

Service

Date

Maturity

Debt

s Term Ratio

SMUHSD
7/6/11

Election

$34,999,364 $245,651,992 2050

$280,651,356 Y

39

7

$89,999,989 $347,079,667 2041

$437,079,656 Y

30

3.9

$65,110,000 $150,068,460 2034

$215,178,460 Y

24

2.3

of 2006 GO
BONDS
Series
2011A
Keygent
LLC
SMUHSD
Election of
6/8/11

2010
GO Bonds,
Series
2011A
Keygent
LLC
SMUHSD
SERIES

1/28/2010 2010 B
Election of
2006 GO
Bonds
Keygent
LLC
TOTAL
AVERAGE
TOTAL DEBT RATIO

$190,109,353

$742,800,118

$932,909,471
31
3.9

6

Sharks in the Water
School districts have outside financial advisers who explain the various financing options
available. A southern California school chief business officer lamented the lack of financial
expertise that leaves many districts unqualified to navigate complex bond deals – or to do
business with high-powered financial advisers…“They’re swimming with the sharks…These are
principals and assistant superintendents of curriculum, and they’re being promoted to the role of
12
a chief business officer.”
California removed its flat debt service requirement on long-term bonds in 2009 with the passage
of AB 1388. The bill was sponsored by the California Public Securities Association, which
13
lobbies state lawmakers on behalf of financial consultants and underwriters.
With AB 1388 in place, the stage was set for a mortgage-like meltdown: Buy now, kick the
payments down the road, and cross your fingers about the future.
And, as noted in the San Francisco Chronicle, “[t]he capital appreciation bond business in
California has been lucrative for dozens of private financial advisers, banks and credit rating
firms that have charged government entities nearly $400 million for financial services since
14
2007, state data show.”
A Matter of Transparency
Both state and local county officials bemoan the lack of transparency surrounding CABs at the
taxpayer level. Bill Lockyer complains that “…the public has not always been fully informed
15
about the total costs and risks associated with capital appreciation bonds,” and a Southern
California official notes that “In most cases, taxpayers don’t know what has gone on,” and while
16
bonds require voter approval, “details of how the money is borrowed is left to district officials.”
The Grand Jury found that consolidated information on the use of CABs is scarce within County
government. Online searches showed conflicting data from different sources. County Office of
Education management stated that school districts are not required to furnish it documentation on
CABs. And, because the County Board of Supervisors is not required to review or approve bonds
issued under the Education Code, it too does not keep track of CABs. Neither the County
Treasurer nor the County Controller tracks CABs. The County Treasurer compiled the figures
presented in this report for the Grand Jury at its request. It should be noted that the County
Treasurer has taken an interest in CABs issued by school districts and their associated risks in
12

http://www.sdcounty.ca.gov/grandjury/reports/2012-2013/School_District_Dilemma_Bonds_Bondage.pdf
Controversial school bonds create ‘debt for the next generation,’ California Watch, January 31,
2013;http://californiawatch.org/k-12/controversial-school-bonds-create-debt-next-generation18795?utm_source=FINAL+CaLBOC+REVIEW+Feb+4%2C+2013++Issue+41&utm_campaign=Issue+41+FEB+4%2C+2013&utm_medium=archive.
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http://www.sfgate.com/education/article/School-districts-pay-dearly-for-bonds-4237868.php
15
Assembly Committee on Education, Joan Buchanan, Chair – AB182 (Buchanan and Hueso) – As Amended:
March 12, 2013, p.5.
16
Risky bonds tie schools to huge debt, Los Angeles Times, November 29, 2012.
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light of the potential involvement of the County in the school districts’ issuance of CABs
pursuant to the Government Code.
Pending Legislation
17

California AB 182 was introduced by members Buchanan and Hueso, who were urged to act by
18
San Diego Treasurer, Bill McAllister. The purpose of the bill is to limit the terms and use of
CABs. The key elements of the still-pending legislation, as of June 8, 2013, are:
•

Removal of the authorization for school districts to issue local GO bonds under the
provisions of the Government Code, which is currently permitted. This would prohibit
bonds that exceed 25-year terms.

•

Bond debt ratios are not to exceed 4:1

•

CABs longer than 10 years must contain a callable feature (i.e., can be paid back early or
be refinanced) beginning no later than the first 10 years after issuance.

•

Potential CAB sales must be identified as such by the school board as an agendized item.
The terms and full cost of the bond offering must be disclosed.

FINDINGS
F1.

School districts need to follow prudent loan parameters before issuing a CAB.

F2.

The public would benefit from having one convenient source to consult regarding the
details of all CABs issued within the County.

RECOMMENDATIONS
The Grand Jury recommends that the San Mateo County Office of Education do the following:
R1.

Consider issuing a recommendation regarding prudent parameters in the issuance of
school bond financing.

R2.

Collect and make available to the public online data on all CABs issued within the
County that do not conform to Education Code parameters.

The Grand Jury recommends that Board of Trustees of each County School District do the
following:
R3.

Adopt prudent loan parameters in connection with the issuance of school bond financing.

R4.

Post on the school district’s website basic information on all bonds issued by the district
that are outstanding, including date of issue, bond amount, maturity date, interest rate,
total debt service, amount due at maturity, and other relevant details.

17
18

Op. cit.
http://www.sdtreastax.com/docs/assembly-bill-182.pdf
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REQUEST FOR RESPONSES
Pursuant to Penal code section 933.05, the grand jury requests the following to respond to the
foregoing Findings and Recommendations referring in each instance to the number thereof:
•

San Mateo County Office of Education

•

Boards of Trustees of each school district in San Mateo County.

The governing bodies indicated above should be aware that the comment or response of the
governing body must be conducted subject to the notice, agenda and open meeting requirements
of the Brown Act.
Reports issued by the Civil Grand Jury do not identify individuals interviewed. Penal Code Section 929 requires that reports of
the Grand Jury not contain the name of any person or facts leading to the identity of any person who provides information to
the Civil Grand Jury.
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APPENDIX A
San Mateo County School Districts -- Outstanding CABs

Issue Date

4/17/2008

Bond Name/Advisor

Burlingame 2007,
2008A

Bond Amount

Total Debt
Service

CABs

Year
Due

Total Amount
Due

Term

Debt
Ratio

$18,300,000

$35,535,859

Y

2032

$53,835,859

24

1.9

$9,910,000

$15,718,155

Y

2026

$25,628,155

15

1.6

$22,680,012

$149,557,380

Y

2045

$172,237,391

34

6.6

$20,000,000

$36,470,779

Y

2024

$56,470,779

20

1.8

$2,853,582

$7,939,076

Y

2031

$10,792,658

22

2.8

$6,492,858

$30,980,000

Y

2030

$37,472,858

30

4.8

Backstrom McCarley
Berry & Co.

4/6/2011

Burlingame Elementary
SD
Election of 2007 GO
Bonds
Series C-2
Backstrom McCarley
Berry & Co.

1/13/2011

Hillsborough GO Bonds
2002C
Stone & Youngberg LLC

1/14/2004

Jefferson SD 2001,
Series 2004
Kelling, Northcross, &
Sutcliffe

3/5/2009

LaHonda-Pescadero
2006 2009B
A.M. Peche &
Associates LLC

6/29/2000

Laguna Salada 97
Series 2000C
Piper Jaffray

10

6/18/2008

Menlo Park 2006, 2008
Current

$9,000,000

$22,651,250

Y

2040

$31,651,250

32

2.5

$24,264,728

$91,495,000

Y

2040

$115,759,728

32

3.8

$17,999,527

$43,224,745

Y

2040

$61,224,272

29

2.4

$44,000,000

$91,323,618

Y

2021

$135,323,618

24

2.1

$250,000

$351,528

Y

2024

$601,528

19

1.4

$32,818,665

$52,757,745

Y

2024

$85,576,410

18

1.6

$5,181,332

$15,601,890

Y

2033

$20,783,222

25

3.0

$85,545,000

$96,499,913

Y

2022

$182,044,913

17

1.1

$89,999,989

$347,079,667

Y

2041

$437,079,656

30

3.9

KNN Public Finance

6/18/2008

Menlo Park 2006, 2008
Cap App
KNN Public Finance

3/31/2011

8/1/1997

Millbrae SD 2011 GO
Bonds Election of 2008
Series B
Northcross, Hill, & Ach
Inc.

Redwood City Elem
1997 A
Piper Jaffray

3/31/2005

San Carlos 1997, Series
2005
Piper Jaffray

5/11/2006

San Carlos 2005, Series
2006
Piper Jaffray & Co.

6/18/2008

San Carlos 2005, Series
2008
Keygent LLC

2/9/2005

SMC Comm Coll Dist
2005 B
Morgan Stanley

6/8/2011

SMUHSD Election of
2010 GO Bonds
Series 2011A
Keygent LLC

11

7/6/2011

San Mateo Union HS
District
Election of 2006 GO
BONDS

$34,999,364

$245,651,992

Y

2050

$280,651,356

39

7.0

Sequoia 2004, 2005B
Northcross, Hill, & Ach
Inc

$45,000,000

$110,964,401

Y

2035

$155,964,401

30

2.5

SMUHSD SERIES 2010 B
Election of 2006 GO
Bonds

$65,110,000

$150,068,460

Y

2034

$215,178,460

24

2.3

$9,499,999

$18,588,698

Y

2030

$28,088,697

24

2.0

$9,516,693

$17,774,149

Y

2037

$27,290,842

30

1.9

$553,421,748

$1,580,234,305

Series 2011A
Keygent LLC

12/1/2005

1/28/2010

Keygent LLC

4/13/2006

Woodside 2005 Series
2006
Piper Jaffray

1/23/2007

Woodside 2007 Rev
Bond
Piper Jaffray

TOTAL
AVERAGE

$2,133,656,053

2.86
25.9

Issued: July 11, 2013
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CABRILLO UNIFIED SCHOOL DISTRICT
498 Kelly Ave, Half Moon Bay, CA 94019 • 650 712-7100 • Fax 650 726-0279 • www.cabrillo.k12.ca.us

SUPERINTENDENT
Tony Roehrick, Ed.D.

GOVERNING BOARD
Michael Ahern
Kate Livingston
Freya McCamant
Robert Pappalardo
Kirk Riemer

September 12, 2013
Honorable Richard C. Livermore
Judge of the Superior Court
c/o Charlene Kresevich
Hall of Justice
400 County Center; 2nd Floor
Redwood City, CA 94063-1655
Re: Grand Jury Report: “Capital Appreciation Bonds: Ticking Time Bombs”
Dear Hon. Livermore:
The Cabrillo Unified School District’s Governing Board responses to the above referenced Grand Jury
report are contained below. The Governing Board approved these responses at their September 12,
2013 regular meeting. It is important to note that the Cabrillo Unified School District has issued
general obligation bonds. However, the District has not, nor does the District intend, to issue capital
appreciation bonds.
Findings:
F1. School districts need to follow prudent loan parameters before issuing a CAB.
The Cabrillo Unified School District Governing Board agrees with the finding.
F2. The public would benefit from having one convenient source to consult regarding the details of all
CABs issued within the County.
The Cabrillo Unified School District Governing Board agrees with the finding.
Recommendations:
R3. Adopt prudent loan parameters in connection with the issuance of school bond financing.
The Cabrillo Unified School District Governing Board has implemented this recommendation.
The Governing Board has adopted specific policy to ensure the issuance of any bond is done
within a prudent fiscal management strategy. In addition, the District has contracted with legal
Half Moon Bay High School • Cunha Intermediate School
Alvin S. Hatch Elementary • El Granada Elementary • Farallone View Elementary • Kings Mountain Elementary
Pilarcitos High School • Cabrillo Adult School

and fiscal professional consultants at the time of each prior issuance in order to assure the result
protects the public’s interest.
R4. Post on the school district’s website basic information on all bonds issues by the district that are
outstanding, including date of issuance, bond amount, maturity date, interest rate, total debt
service, amount due at maturity, and other relevant details.
The Cabrillo Unified School District Governing Board is in the process of implementing this
recommendation. Our current web-site system is not fully capable of easily handling the
complexity of adding these features within an easy to navigate environment. We are in the
process of researching alternatives and expect to have this information accessible on our website
by January 1, 2014.
The Governing Board of the Cabrillo Unified School District is pleased to provide this information to
the San Mateo Grand Jury. Please feel free to contact me with any additional questions you may have.
Sincerely,

Tony Roehrick, Ed.D.
Superintendent/CUSD Governing Board Secretary

Half Moon Bay High School • Cunha Intermediate School
Alvin S. Hatch Elementary • El Granada Elementary • Farallone View Elementary • Kings Mountain Elementary
Pilarcitos High School • Cabrillo Adult School

Cabrillo USD
Board Policy
General Obligation Bonds
BP 7214
Facilities

The Governing Board recognizes that school facilities are an essential component of the
educational program and that the Board has a responsibility to ensure that the district's facilities
needs are met in the most cost-effective manner possible. When the Board determines that it is in
the best interest of district students, it may order an election on the question of whether bonds
shall be issued for school facilities.
(cf. 1160 - Political Processes)
(cf. 7110 - Facilities Master Plan)
(cf. 7210 - Facilities Financing)
The Board shall determine the appropriate size of the bond in accordance with law.
When any project to be funded by bonds will require state matching funds for any phase of the
project, the ballot for the bond measure shall include a statement as specified in Education Code
15122.5, advising voters that, because the project is subject to approval of state matching funds,
passage of the bond measure is not a guarantee that the project will be completed. (Education
Code 15122.5)
Bonds Requiring 55 Percent Approval by Local Voters
The Board may decide to pursue the authorization and issuance of bonds by approval of 55
percent majority of the voters pursuant to Article 13A, Section 1(b)(3) and Article 16, Section
18(b) of the California Constitution. If two-thirds of the Board agree to such an election, the
Board shall vote to adopt a resolution to incur bonded indebtedness if approved by a 55 percent
majority of the voters. (Education Code 15266)
The bond election may only be ordered at a primary or general election, a statewide special
election, or a regularly scheduled local election at which all of the electors of the school district
are entitled to vote. (Education Code 15266)
Bonded indebtedness incurred by the district shall be used only for the following purposes:
(California Constitution Article 13A, Section 1(b)(3) and 1(b)(3)(A))
1.
The construction, reconstruction, rehabilitation, or replacement of school facilities,
including the furnishing and equipping of school facilities
2.

The acquisition or lease of real property for school facilities

The proposition approved by the voters shall include the following accountability requirements:
(California Constitution Article 13A, Section 1(b)(3))
1.
A requirement that proceeds from the sale of the bonds be used only for the purposes
specified in items #1-2 above, and not for any other purposes including teacher and
administrative salaries and other school operating expenses
2.
A list of specific school facility projects to be funded and certification that the Board has
evaluated safety, class size reduction, and information technology needs in developing that list
(cf. 0440 - District Technology Plan)
(cf. 0450 - Comprehensive Safety Plan)
(cf. 6151 - Class Size)
3.
A requirement that the Board conduct an annual, independent performance audit to
ensure that the funds have been expended only on the specific projects listed
4.
A requirement that the Board conduct an annual, independent financial audit of the
proceeds from the sale of the bonds until all of those proceeds have been expended for the school
facilities projects
If a district general obligation bond requiring a 55 percent majority is approved by the voters, the
Board shall appoint an independent citizens' advisory oversight committee. This committee
shall be appointed within 60 days of the date that the Board enters the election results in its
minutes pursuant to Education Code 15274. (Education Code 15278)
(cf. 1220 - Citizen Advisory Committees)
(cf. 9324 - Minutes and Recordings)
The Superintendent or designee shall ensure that the annual, independent performance and
financial audits conducted pursuant to items #3 and #4 above are issued in accordance with the
U.S. Comptroller General's Government Auditing Standards. He/she shall submit the audits to
the citizens' oversight committee by March 31 of each year. (Education Code 15286)
Bonds Requiring 66.67 Percent Approval by Local Voters
The Board may decide to pursue the authorization and issuance of bonds by approval of 66.67
percent majority of the voters pursuant to Education Code 15100 and Article 13A, Section
1(b)(2) of the California Constitution. If a majority of the Board agrees to such an election, or
upon a petition of the majority of the qualified electors residing in the district, the Board shall
adopt a resolution ordering an election on the question of whether to incur bonded indebtedness
if approved by a 66.67 percent majority of the voters. (Education Code 15100)
The bond election may be ordered to occur on any Tuesday, except a Tuesday that is a state
holiday or the day before or after a state holiday, is within 45 days before or after a statewide

election unless conducted at the same time as the statewide election, or is an established election
date pursuant to Elections Code 1000 or 1500. (Education Code 15101)
Bonds shall be sold to raise money for the following purposes: (Education Code 15100)
1.

Purchasing school lots

2.

Building or purchasing school buildings

3.
Making alterations or additions to school building(s) other than as may be necessary for
current maintenance, operation, or repairs
4.
Repairing, restoring, or rebuilding any school building damaged, injured, or destroyed by
fire or other public calamity
5.
Supplying school buildings and grounds with furniture, equipment, or necessary
apparatus of a permanent nature
6.

Permanently improving school grounds

7.
Refunding any outstanding valid indebtedness of the district, evidenced by bonds or state
school building aid loans
8.

Carrying out sewer or drain projects or purposes authorized in Education Code 17577

9.

Purchasing school buses with a useful life of at least 20 years

10.
Demolishing or razing any school building with the intent to replace it with another
school building, whether in the same location or in any other location
Except for refunding any outstanding indebtedness, any of the purposes listed above may be
united and voted upon as a single proposition by order of the Board and entered into the minutes.
(Education Code 15100)
The Board may appoint a citizens' oversight committee to review and report to the Board and the
public as to whether the expenditure of bond revenues complies with the intended purposes of
the bond.
Certificate of Results
If the certificate of election results received by the Board shows that the appropriate majority of
the voters are in favor of issuing the bonds, the Board shall record that fact in its minutes. The
Board shall then certify to the county board of supervisors all proceedings it had in connection
with the election results. (Education Code 15124, 15274)
Resolution Regarding Sale of Bonds

Following passage of the bond measure by the appropriate majority of voters, the Board shall
pass a resolution to issue the sale of bonds. The resolution shall prescribe the total amount of
bonds to be sold and may also prescribe the maximum acceptable interest rate, not to exceed
eight percent, and the time(s) when the whole or any part of the principal of the bonds shall be
payable, which shall not be more than 25 years from the date of the bonds. However, if the
Board elects to issue the bonds pursuant to Government Code 53508, the maximum acceptable
interest rate shall not exceed 12 percent and the time(s) when the whole or any part of the
principal shall be payable shall not be more than 40 years. (Education Code 15140;
Government Code 53508)
Prior to the sale of bonds, the Board shall disclose, as an agenda item at a public meeting, either
in the bond issuance resolution or a separate resolution, all of the following information:
(Education Code 15146; Government Code 53508.9)
1.

Express approval of the method of sale (i.e., competitive, negotiated, or hybrid)

2.

Statement of the reasons for the method of sale selected

3.
Disclosure of the identity of the bond counsel, and the identities of the bond underwriter
and the financial adviser if either or both are utilized for the sale, unless these individuals have
not been selected at the time the resolution is adopted, in which case the Board shall disclose
their identities at the public meeting occurring after they have been selected
4.
Estimates of the costs associated with the bond issuance, including, but not limited to,
bond counsel and financial advisor fees, printing costs, rating agency fees, underwriting fees, and
other miscellaneous costs and expenses of issuing the bonds
After the sale, the Board shall be presented with the actual issuance cost information and shall
disclose that information at the Board's next scheduled meeting. The Board shall ensure that an
itemized summary of the costs of the bond sale and all necessary information and reports
regarding the sale are submitted to the California Debt and Investment Advisory Commission.
(Education Code 15146; Government Code 53509.5)
Bond Anticipation Notes
Whenever the Board determines that it is in the best interest of the district, it may, by resolution,
issue a bond anticipation note, on a negotiated or competitive-bid basis, to raise funds that shall
be used only for a purpose authorized by a bond that has been approved by the voters of the
district in accordance with law. (Education Code 15150)
Payment of principal and interest on any bond anticipation note shall be made at note maturity,
not to exceed five years, from the proceeds derived from the sale of the bond in anticipation of
which that note was originally issued or from any other source lawfully available for that
purpose, including state grants. Interest payments may also be made from such sources.
However, interest payments may be made periodically and prior to note maturity from an
increased property tax if the following conditions are met: (Education Code 15150)

1.

A resolution of the Board authorizes the property tax for that purpose.

2.
The principal amount of the bond anticipation note does not exceed the remaining
principal amount of the authorized but unissued bonds.
The notes may be issued only if the tax rate levied to pay interest on the notes periodically would
not cause the district to exceed the tax rate limitations set forth in Education Code 15268 or
15270, as applicable.

Legal Reference:
EDUCATION CODE
7054 Use of district property, campaign purposes
15100-15254 Bonds for school districts and community college districts
15264-15288 Strict Accountability in Local School Construction Bonds Act of 2000
17577 Sewers and drains
17584.1 Deferred maintenance, reports
47614 Charter school facilities
ELECTIONS CODE
324 General election
328 Local election
341 Primary election
348 Regular election
356 Special election
357 Statewide election
1302 School district election
15372 Elections official certificate
GOVERNMENT CODE
1090-1099 Prohibitions applicable to specified officers
1125-1129 Incompatible activities
8855 California Debt and Investment Advisory Commission
53506-53509.5 General obligation bonds
53580-53595.5 Bonds
54952 Definition of legislative body, Brown Act
CALIFORNIA CONSTITUTION
Article 13A, Section 1 Tax limitation
Article 16, Section 18 Debt limit
COURT DECISIONS
San Lorenzo Valley Community Advocates for Responsible Education v. San Lorenzo Valley
Unified School District (2006) 139 Cal.App.4th 1356
ATTORNEY GENERAL OPINIONS
88 Ops.Cal.Atty.Gen. 46 (2005)
87 Ops.Cal.Atty.Gen. 157 (2004)

Management Resources:
CSBA PUBLICATIONS
Bond Sales - Questions and Considerations for Districts, Governance Brief, December 2012
Legal Guidelines: Use of Public Resources for Ballot Measures and Candidates, Fact Sheet,
February 2011
WEB SITES
CSBA: http://www.csba.org
California Debt and Investment Advisory Commission: http://www.treasurer.ca.gov/cdiac
California Department of Education: http://www.cde.ca.gov
California Office of Public School Construction: http://www.opsc.dgs.ca.gov
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General Obligation Bonds
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Cautionary Notice: As added and amended by SBX3 4 (Ch. 12, Third Extraordinary Session,
Statutes of 2009), ABX4 2 (Ch. 2, Fourth Extraordinary Session, Statutes of 2009), and SB 70
(Ch. 7, Statutes of 2011), Education Code 42605 grants districts flexibility in "Tier 3" categorical
programs. The Cabrillo Unified School District has accepted this flexibility and thus is deemed
in compliance with the statutory or regulatory program and funding requirements for these
programs for the 2008-09 through 2014-15 fiscal years. As a result, the district may temporarily
suspend certain provisions of the following policy or regulation that reflect these requirements.
For further information, please contact the Superintendent or designee.
Election Notice
Whenever the Governing Board orders an election on the question of whether general obligation
bonds shall be issued for school facilities, the Superintendent or designee shall ensure that
election notice and ballot requirements comply with Education Code 15120-15126 and 15272, as
applicable.
Citizens' Oversight Committee
If a bond is approved under the 55 percent majority threshold pursuant to Proposition 39 (Article
13A, Section 1(b)(3) and Article 16, Section 18(b) of the California Constitution), then the
district's citizens' oversight committee shall consist of at least seven members, including, but not
limited to: (Education Code 15282)
1.
One member active in a business organization representing the business community
located within the district
2.

One member active in a senior citizens organization

3.

One member active in a bona fide taxpayers' organization

4.

One member who is a parent/guardian of a child enrolled in the district

5.
One member who is a parent/guardian of a district student and is active in a
parent-teacher organization, such as the Parent Teacher Association or school site council
(cf. 0420 - School Plans/Site Councils)
(cf. 1220 - Citizen Advisory Committees)

(cf. 1230 - School-Connected Organizations)
Members of the citizens' oversight committee shall be subject to the conflict of interest
prohibitions regarding incompatibility of office pursuant to Government Code 1125-1129 and
financial interest in contracts pursuant to Government Code 1090-1099. (Education Code
15282)
(cf. 9270 - Conflict of Interest)
No employee, Board member, vendor, contractor, or consultant of the district shall be appointed
to the citizens' oversight committee. (Education Code 15282)
Members of the citizens' oversight committee shall serve for a term of two years without
compensation and for no more than two consecutive terms. (Education Code 15282)
The purpose of the citizens' oversight committee shall be to inform the public concerning the
expenditure of bond revenues. The committee shall actively review and report on the proper
expenditure of taxpayers' money for school construction and shall convene to provide oversight
for, but not limited to, the following: (Education Code 15278)
1.
Ensuring that bond revenues are expended only for the purposes described in Article
13A, Section 1(b)(3) of the California Constitution including the construction, reconstruction,
rehabilitation, or replacement of school facilities, including the furnishing and equipping of
school facilities, or the acquisition or lease of real property for school facilities
2.
Ensuring that, as prohibited by Article 13A, Section 1(b)(3)(A) of the California
Constitution, no funds are used for any teacher and administrative salaries or other school
operating expenses
In furtherance of its purpose, the committee may engage in any of the following activities:
(Education Code 15278)
1.
Receiving and reviewing copies of the annual, independent performance and financial
audits required by Article 13A, Section 1(b)(3)(C) and (D) of the California Constitution
(cf. 3460 - Financial Reports and Accountability)
2.
Inspecting school facilities and grounds to ensure that bond revenues are expended in
compliance with the requirements of Article 13(A), Section 1(b)(3) of the California Constitution
3.
Receiving and reviewing copies of any deferred maintenance proposals or plans
developed by the district, including any reports required by Education Code 17584.1
4.
Reviewing efforts by the district to maximize bond revenues by implementing
cost-saving measures including, but not limited to, the following:

a.

Mechanisms designed to reduce the costs of professional fees

b.

Mechanisms designed to reduce the costs of site preparation

c.

Recommendations regarding the joint use of core facilities

(cf. 1330.1 - Joint Use Agreements)
d.

Mechanisms designed to reduce costs by incorporating efficiencies in school site design

e.

Recommendations regarding the use of cost-effective and efficient reusable facility plans

(cf. 7110 - Facilities Master Plan)
The district shall, without expending bond funds, provide the citizens' oversight committee with
any necessary technical assistance and shall provide administrative assistance in furtherance of
the committee's purpose and sufficient resources to publicize the committee's conclusions.
(Education Code 15280)
All citizens' oversight committee proceedings shall be open to the public and noticed in the same
manner as proceedings of the Board. Committee meetings shall be subject to the provisions of
the Ralph M. Brown Act. (Education Code 15280; Government Code 54952)
(cf. 9320 - Meetings and Notices)
The citizens' oversight committee shall issue regular reports, at least once a year, on the results
of its activities. Minutes of the proceedings and all documents received and reports issued shall
be a matter of public record and shall be made available on the district's web site. (Education
Code 15280)
(cf. 1113 - District and School Web Sites)
(cf. 1340 - Access to District Records)
The citizens' oversight committee shall be disbanded following its review of the final
performance and financial audits.
Reports
Within 30 days after the end of each fiscal year, the district shall submit to the County
Superintendent of Schools a report concerning any bond election(s) containing the following
information: (Education Code 15111)
1.

The total amount of the bond issue, bonded indebtedness, or other indebtedness involved

2.

The percentage of registered electors who voted at the election

3.
The results of the election, with the percentage of votes cast for and against the
proposition

Regulation
CABRILLO UNIFIED SCHOOL DISTRICT
approved: December 11, 2008
Half Moon Bay, California
revised: February 10, 2011
revised: June 28, 2012
revised: February 12, 2013

Menlo Park City School District
August 20, 2013
It is recommended that the following response is approved for submission to the The San Mateo
County Civil Grand Jury in response to their July 13, 2013 report: CAPITAL APPRECIATION
BONDS: TICKING TIME BOMBS:
On July 13, 2013, the San Mateo County Civil Grand Jury issued the Report: CAPITAL
APPRECIATION BONDS: TICKING TIME BOMBS. The Grand Jury requested that each County
School District’ governing body (MPCSD Board of Trustees) provide, pursuant to Penal code
section 933.05, a response to the following foregoing Findings and Recommendations referring
in each instance to the number thereof and that the governing body must be conducted subject
to the notice, agenda and open meeting requirements of the Brown Act.
R3. Adopt prudent loan parameters in connection with the issuance of school bond
financing.
In response to R3, MPCSD will continue to apply prudent loan parameters in connection with
the issuance of school bond financing as described by our bond program below:
MPCSD Bond Program
To fund MPCSD’s facilities expansion and improvements, our voters have overwhelmingly
approved two bond measures: a $22 million bond measure in 1995 with 82% voter approval (the
“1995 Bonds”) and a $91.1 million bond measure in 2006 with 70.6% voter approval (the “2006
Bonds”). MPCSD appreciates our community’s support of our previous bond measures. MPCSD
will continue to apply prudent loan parameters under current and future legislation in connection
with the issuance of school bond financings.
The 1995 Bonds
MPCSD issued the 1995 Bonds in two financings: Series A and Series B were issued in 1996
and 1998, respectively. The 1995 Bonds were issued as 100% current interest bonds. The first
payments for Series A and Series B were due in 1997 and 1999, respectively. Overall, the 1995
Bonds have a total debt repayment ratio (the sum of all interest and principal payments divided
by the issue amount of the bonds) prior to completed bond refinancing of 1.8 to 1.
The 2006 Bonds
MPCSD issued the 2006 Bonds in three financings: Series 2007, Series 2008, and Series 2010
were issued in 2007, 2008, and 2010, respectively. The 2006 Bonds were issued as 48%
current interest bonds and 52% capital/convertible capital appreciation bonds. The first
payments for Series 2007, Series 2008, and Series 2010, were due in 2007, 2009 and 2013,
respectively. Overall, the 2006 Bonds had a total debt repayment ratio prior to completed bond
refinancing of 3.13 to 1

Bond Refinancings
We have saved our taxpayers over $2.4 million by issuing Refunding Bonds in 2005 and in 2012.
MPCSD remains committed to taking advantage of all future taxpayer savings opportunities.
Facts on the Prospective 2013 Bonds
MPCSD will be asking our community for its support for a $23 million bond measure in
November 2013 (the “2013 Bonds”). The proceeds of this measure will be used to re-open the
O’Connor Elementary School site and renovate school sites in the District. The 2013 Bonds are
expected to be issued in a single series as 100% current interest bonds. The first payment is
expected to be due in 2014, and the debt repayment ratio is currently estimated to be 1.73 to 1.

R4. Post on the school district’s website basic information on all bonds issued by the
district that are outstanding, including date of issue, bond amount, maturity date, interest
rate, total debt service, amount due at maturity, and other relevant details.
MPCSD has published on its website information on all bonds issued by the district that are
outstanding, including date of issue, bond amount, maturity date, interest rate, total debt service,
amount due at maturity, and other relevant details:
http://district.mpcsd.org/modules/cms/pages.phtml?pageid=298071&sessionid=cab4d6e0a7b7b
0652e948d1ecd18b918&sessionid=cab4d6e0a7b7b0652e948d1ecd18b918

Menlo Park City SD : Item Inspector

1/28/14 4:17 PM

Menlo Park City SD

Aug 20, 2013 : BOARD OF EDUCATION REGULAR MEETING : V. ACTION ITEMS

f. Approval of District Response to San Mateo
County Grand Jury Report (10 minutes)
[Vote]

Originator
Maurice Ghysels, Ed.D., Superintendent
Recommended Action / Abstract
The District response to the San Mateo County Grand Jury Report regarding "Capital Appreciation Bonds:
Ticking Time Bombs" will be presented by Superintendent Ghysels for approval by the Governing Board.
RECOMMENDED ACTION: The Board approves the District response to the San Mateo County Grand
Jury Report.
Supporting Documents
MPCSD Grand Jury Response 8.20.13
Votes
Motion Made By : Laura Rich.
Motion Seconded By : Jeff Child.
Jeff Child
- Yes
Terry Thygesen - Yes
Laura Rich
- Yes
Maria Hilton
- Yes
Joan Lambert - Yes

http://mpcsd.csbaagendaonline.net/cgi-bin/WebObjects/mpcsd-eAgenda.woa/wo/18.0.7.1.3.0.0.7.2.0.40.4.0.19.3.5.3.1.13.1.1.0.0.3.1
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Portola Valley School District
Ormondale School (K-3)

Corte Madera School (4-8)

Board of Trustees: Caitha Ambler, Jocelyn Swisher, Karen Tate, Linda Wong and William Youstra

Lisa Marie Gonzales, Ed.D., Superintendent

October 8,2013

Hon. Richard C. Livermore
Judge of the Superior Court
do Charlene Kresevich
Hall of Justice
nd
2
Floor
400 County Center;
Redwood City, CA 94063-1655

To The Honorable Richard C. Livermore:
In response to the findings and recommendations of the Grand Jury Report: “Capital
Appreciation Bonds: Ticking Time Bombs”, the Board of Trustees of the Portola Valley School
District approved the following comments;
1) The Portola Valley School District Board of Trustees agrees with the findings.
2) The recommendation has not been implemented, but will be implemented in the future. The
Board of Trustees will be presented with a board policy regarding loan parameters as stated in R3
by November 13, 2013. The bond information will be posted on the District’s website no later
than November 1, 2013.
Respe

omitted,

es. Ed.D., Superintendent
Joceld Swisher, President, Board of Trustees
Linda Wong, Clerk, Board of Trustees
Karen Lucian, Administrative Coordinator

4575 Alpine Road, Portola Valley, CA 94028
www.pvsd.net

•

Telephone: (650) 851-1777

Sequoia Union High School District
BOARD OF TRUSTEES
480 JAMES AVENUE, REDWOOD CITY, CALIFORNIA 94062-1098

Administrative Offices (650) 369-1412

Carrie Du Bois
Olivia G. Martinez
Alan Sarver
Chris Thomsen
Allen Weiner
James Lianides
Superintendent

August 29, 2013

Honorable Richard C. Livermore
Judge of the Superior Court
c/o Charlene Kresevich
Hall of Justice
400 County Center; Second Floor
Redwood City, CA 94063-1655
Re: Grand Jury Report: “Capital Appreciation Bonds: Ticking Time Bombs”
Dear Judge Livermore:
This letter is in response to the Civil Grand Jury Report, “Capital Appreciation Bonds: Ticking Time Bombs.”
This report was sent out to all San Mateo County school districts and, per statute, each school district needs to
respond to the report.
The report makes two findings and two recommendations that pertain to San Mateo County school districts:
Findings
F1.

School districts need to follow prudent loan parameters before issuing a Capital Appreciation Bond
(CAB).

F2.

The public would benefit from having one convenient source to consult regarding the details of all
CABs issued within the County.

Recommendations for San Mateo County School Districts
R3.

Adopt prudent loan parameters in connection with the issuance of school bond financing.

R4.

Post on the school district’s website basic information on all bonds issued by the school district that
are outstanding including date of issue, bond amount, maturity date, interest rate, total debt service,
amount due at maturity, and other relevant details.

Response of the Sequoia Union High School District
Finding #1
The district agrees with the finding. For the record the Sequoia Union High School District has never issued a
CAB and wishes to point out that the Civil Grand Jury Report erroneously lists the December 1, 2005,
issuance by SUHSD as a CAB when it is not. This particular issuance has paid down capital beginning in
Year 1. The district also notes that its overall debt ratio is 1.64 for all bond issuances, which is one of the
lowest ratios in the county.

Hon. Richard C. Livermore
August 29, 2013
Page 2

Finding #2
The district agrees with the finding and will make all of its bond issuance information available to the San
Mateo County Office of Education.
Recommendation #3
The district will review and align its policies regarding school bond financing with AB182 upon its
enactment.
Recommendation #4
The district will post complete bond issuance information on its website in accordance with the
recommendation of the Civil Grand Jury.
The Sequoia Union High School District Board of Trustees approved this response to the San Mateo County Civil
Grand Jury at its meeting on August 28, 2013.
Respectfully,

James Lianides, Ed.D.
Superintendent
c:

Enrique Navas
Board of Trustees

Carlmont

■

Menlo-Atherton

■

Redwood

■

Sequoia

■

Woodside

■

Adult School

