September 1, 2016

Pedro Nava, Chairman
Little Hoover Commission
925 L Street, Suite 805
Sacramento, CA 95814

Sent to: Carole D'Elia, Executive Director
Little Hoover Commission
Email address: carole.d’elia@lhc.ca.gov

Chairman Nava:

The California League of Bond Oversight Committees (CalLBOC) is pleased to present our
recommendations to the Little Hoover Commission on what measures the State can take to
ensure that the significant amount of debt issued by local agencies can be spent as efficiently
as possible. Our focus is on Proposition 39 School Bonds.

As background, our Mission Statement is as follows:

To promote school district accountability by improving the fraining and resources
available to California's Prop 39 school bond oversight committees, educating the state
legislature, local school boards, and the public about the oversight and reporting power
these Citizens' Bond Oversight Committees (CBOCs) have, and to advocate on a state
level, where appropriate, on issues of common concern to all CBOCs.

CalBOC is an all-volunteer, non-partisan association of Citizen Bond Oversight Committee
(CBOC) members, current and past, who are interested in helping other CBOC members.
CalBOC was formed in 2006 by CBOC members frying to find better training to help perform
their duties. In short, our Mission and Volunteer Board of Directors strongly support efficient
spending of bond proceeds.

There are two specific areas we feel require more focus, attention, and where necessary
statutory change:

1. Implementation of a Structured Training Program for all Citizens' Bond Oversight Members.
In order to have the most effective bond oversight, the volunteer citizens must have a basic
understanding of the role of the bond committee and its required reports (e.g. Performance
Audit, Annual Report) pursuant to State Law. CalBOC stands ready to assist in a training effort
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which could possibly be administered by a number of entities such as the Fiscal Crisis
Management Assessment Team (FCMAT). It could be available on line via video instruction.

2. Require the Annual Performance Audit for a Bond Program be comprehensive and far
reaching in its analysis, which would include a review of Program Effectiveness and Internal
Controls. An Annual Performance Audit is required pursuant to the California Constitution with
specific Audit requirements found in the Education Code. These requirements include
compliance with the General Government Auditing and Accounting Standards (GAGAS).

Presently Performance Audits are only required to focus on Compliance. With respect to
Compliance, this relates to assurance: 1) none of the bond proceeds were spent on teachers’
salary or operations 2) only the type of projects allowed by the California Constitution (e.g.
construction, reconstruction, rehabilitation, or replacement of school facilities) and in the voter
approved project list were authorized for expenditures.

In order to get at the Oversight requirements that there should be an active review of whether
the bond spending is proper, it is recommended Program Effectiveness and Internal Controls
be reviewed by the Performance Auditor. In short, the review would not just look at what you
spent the money on but would also analyze the effectiveness and controls over that spending.

Professionals familiar with the design and construction processes inherent in any bond
program should do the Performance Audit review. For instance, the consultant should be
familiar with proper claims avoidance control in a construction environment.

There are specific training and experience requirements in GAGAS in the conduct of
Performance Audit. We must make sure there are auditors who understand the nuances of a
bond/construction program. Just because you are a Certified Public Accountant does not
mean one understands whether there are proper procedures in place to reduce change
orders in construction.

In addition, enclosed with this letter are two CalBOC proposals relative to Performance Audit
and Training. These proposals include are Operating Guidelines which may provide assistance
in your review of possible legislative or process changes.

Please do not hesitate to contact me if you have any questions.

Sincerely,

Michael Twrnipseed

Michael Turnipseed, President

California League of Bond Oversight Committees
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Kernlax

Facts Through Research

September 22, 2016

Little Hoover Commission

New Developments in State Bond Oversight
Thursday, September 22, 2016

Public Hearing 9:30AM

State Capitol, Room 437

Sacramento, CA

Scope: The Commission is interested in learning if the recommendations made in its June 2009 report,
Bond Spending and Enhancing Oversight, have been successful.

Presentation by

Michael Turnipseed

Executive Director, Kern County Taxpayers Association
President, California League of Bond Oversight Committees

Since | have not had the opportunity to vent my presentation with the entire CalBOC Board, these
are my personal comments:

First, fellow CalBOC board members, Anton Jungher and Nick Marinovich, will address the topic of
Performance Audits and Bond Oversight Committee Training from a macro level

CalBOC

The California League of Bond Oversight Committees (CaLBOC) is an all-volunteer, non-partisan
association of Citizen Bond Oversight Committee (CBOC) members, current and past, who are
interested in helping other CBOC members. CaLBOC was formed in 2006 by CBOC members trying to
find better training to help perform their duties. CalBOC is a 501(c)3 charitable organization.

CalBOC Legislative History

2010: SB 1473 (State Senator Mark Wyland): Set standards for the performance audit that
school districts are required to do annually after approval of a Proposition 39 bond.
Specifically, performance audits are now required to abide by the Generally Accepted
Government Auditing Standards (GAGAS) “Yellow Book.”

2011: SB 423 (State Senator Mark Wyland) A follow-up bill to SB 1473, SB 423 required that
financial and performance audits be submitted to the local bond oversight committee and
the school district no later than March 315t of each year.
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2011: AB 1199 (State Assemblywoman Julia Brownley) Added an additional two-year term for
local bond oversight committee members in addition to the four years (two terms) already in
law.

2013: SB 581 (State Senator Mark Wyland) SB 581 strengthened transparency requirements for
financial and performance audits, by requiring that local BOC's receive them when the district
does, and requiring the district to make a written response to the findings of the audit no later
than three months after receiving it. This ensures the BOC will have opinions from both the
auditor and the district in order to help them craft their required annual report to the general
public.

2013: SB 584 (State Senator Mark Wyland) SB 584 required a number of governmental
agencies to submit content to the Education Audit Appeals Panel (EAAP) regarding the
creation of performance audit guidelines.

2013: AB 182 (State Assemblywoman Joan Buchanan) Reformed Capital Appreciation Bonds
(CAB's) by limiting the principle to interest debt ratio at 4:1. Prior to this bill, bond examples had
bbeen as high as 10:1 in the Poway Unified School District. CaLBOC advocated for and
supported this legislation.

2014: AB 2551 (State Assemblyman Scott Wilk) AB 2551 amends the tax rate statement within a
local ballot pamphlet for a bond measure in order to ensure that the fiscal impact of the bond
is appropriately stated. Examples could include a written description of how the tax rate
calculation was made, etc. This information will provide valuable insight to voters before they
make important decisions regarding the approval of long-term debt.

The educational lobby groups, ACSA, CSBS, and CASBO, have generally opposed CalBOC's
legislative efforts.

KernTax has provided members to 25 Bond Oversight Committees:

KernTax’s Major Concerns in Accountability and Transparency:
e Bond Issuance
o Stop uninformed bond issuances.
Up until recently, many districts did not ask for total costs before issuing debt.
< Recommendation: require districts to receive incremental scenarios before voting for
issuance. Example:
District N wants to issue $20M bonds
* Meeting district’s wants: $20M, TC=$92M, 4.60 TDS, MC=$50M/$3M
e Deleting a few wants: $17M, TC=$42M, 2.47 TDS, MC=$22M/$4M
* Meeting district’s basic needs: $13M, TC=$20M, All CIBs, 1.47 TDS
< Before final bond issuance documents are signed by the district, a simple, readable
summary costs, fees and projected interest costs should be provided to the district o
sign for disclosure, with the other bond documents (Truth in Bonding Requirement).

e Prop 39 violations
o Transparency and Accountability
= Ed Code 15280. (a) The governing board of the district shall, without
expending bond funds, provide the citizens' oversight committee with any
necessary technical assistance and shall provide administrative assistance in
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furtherance of its purpose and sufficient resources to publicize the conclusions of
the citizens' oversight committee.

(b) All committee proceedings shall be open to the public and notice to
the public shall be provided in the same manner as the proceedings of the
governing board. The citizens' oversight committee shall issue regular reports on
the results of its activities. A report shall be issued at least once a year. Minutes
of the proceedings of the citizens' oversight committee and all documents
received and reports issued shall be a matter of public record and be made
available on an Internet website maintained by the governing board.

= Ed Code 15282. (a) The citizens' oversight committee shall consist of at
least seven members to serve for a term of two years without compensation and
for no more than two consecutive terms. While consisting of a minimum of at
least seven members, the citizens' oversight committee shall be comprised, as
follows:

(3) One member shall be active in a bona fide taxpayers organization.

Model Bond Oversight Committee Website: www.bcsd.com/bond

Recommendation: Before any bond funds are distributed by the County Office of
Education, compliance of ED Code Sections 15280 and 15282 is verified, just like the
terms of any other contract.

o Lease-Leaseback abuses. Davis v Fresno Unified School District.

o}

R/
0‘0

http://www.courts.ca.gov/opinions/documents/F068477.PDF. Published

Recommendation: Codlition for Adequate School Housing (C.A.S.H.) and others
have invalidated a major portion of the court ruling by legislative fiat with the
Governor’s consent. Hundreds of Lease-Leaseback agreements with no Leaseback
have occurred to circumvent the RFP competitive bidding process.

%  Cost Cutting Recommendations:

o}

O 0 o O 6 ©

Pre-checked or Re-useable Plans.
Cooperative/Leveraged Purchasing Agreements
Owner Furnished/Contractor Installed Inputs

Life Cycle Cost Analysis

Cost Effective Borrowing

Use Short Term Current Interest Bonds (CIBs)

Enhanced Oversight
. Independent BOC Member Nomination
= Independence in Auditing

> KernTax Bond Evaluation Process (Intervention)

o}
(0]

Attachment #1: The Evaluation Process
Attachment #2: The Matrix, Assessed Valuation Analysis; Debt Capacity Projections;

Principal Reduction and Tax Rate Projections

@)
O
o

CalBOC

Aftachment #3: Bond Issuance Principal Analysis
Attfachment#4: Bond Issuance Principal and Interest Analysis
Aftachment #5: Debt Service Analysis.

Anton Jungher: Performance Audits
Nick Marinovich: Formal BOC Training Statewide

Kern County Taxpayers Association 331 Truxtun Avenue, Bakersfield, CA 93301 (661)322-2973
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Thank you for the opportunity to address The Commission.

Michael Turnipseed

Executive Director

—______Kern County Taxpayers Association 331 Truxtun Avenue, Bakersfield, CA 93301 (661)322-2973
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ATT 4 |

Kernlax

Facts Through Research

> Grade the district’s final proposal
KernTax Bond Evaluation Process 160916 e 20 Percent Past performance

Timeline

> 3-6 months before School District places

bond measure on ballot
Meet with district to review plan
Identify total debt capacity
Identify existing debt
Identify available bonding capacity
Identify Authorized but Unissuable
Debt.
Establish district needs and wants
e Review detailed, prioritized project
list, including estimated costs
Discuss funding options
o General Obligation Bonds
o State matching funds
o District Resources
O
O

Bond Anticipation Notes
Certificates of
Participation

o Lease-Leaseback

> Post-Meeting Due Diligence

e Review past 7 years of AV growth

e Estimate future AV growth

e Analyze past bond performance

e Estimate future payments on existing

bonds. Excel Sheet (County Treasurer).

> Second Meeting with District, @ month

later
e Review findings with district and
make recommendations

O

Past promises to taxpayers
Completion of Project list
o Financial results (Staying under
$30 cap)
o Completion of Prop 39
requirements
o Annual Reports
o Performance & Financial audits
o Prop 39 webpage
e 20 Percent for Current Bond
Proposal
o Past performance of financial
advisors
o Detailed Project lists
o Plans to reduce costs
o Commitment to Competitive
bond sales
o No CABS or premium
e 20 percent for prioritization of
Needs and Wants
e 20 Percent Detailed Project List
e 20 Percent for Openness,
Transparency and
Communication

(0]

> August Board Meeting Make

recommendation to Board

Decide appropriate action to take for
Voter Guide

e Support
e No Position
e Do Not Support
o Additional Action
= Ballot Arguments
= Rebuttal Augments
o Political Action:
Independent Political
Action Committee

____Kern Counfy Taxpayers Association 1401 19t Street, Suite 200, Bakersfield, CA 93301 (661)322-2973
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