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AG Probing Controver51a1 School Deals

"'Cashmg Out in Cahfomm

oft” ice is: examrnrng the -
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unchanged to slrghtly weaker
yesterday, followmg Treasury k

less claims came in lower than
expected. Complete market cov-
erage by Michael Scarchilli and
Dakin Campbell appears on
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- BY RICH SASKAL

- SANFRANCISCO - The Cil-

“ifornia attorney general’s office’
“has been asked to weigh in on 2
-school-bond reﬁnancmg practice

that has drawn some criticism.

“The “cash out” réfundings of -
. -school general obhgatJon bonds al--
- low districts to defease outstand:
" ing bonds while generating addi-

tional cash to spend. on capital
. ‘projects, using, for example, a pre-
mium bond structure to generate

'proceeds beyond the par amount.

- Critics-of the practice say-it-is

“deceptive toward thé voter's who
" approve logal schodl GO bonds in”
Ca.hforma,‘ andof ques'tl nablele- -
" gality-under statelaw. ’
8¢ I .

b -5 ‘atithorizéd by
votets and are sécured by-a specidl
7 ad-valorem property-tax. Butre-
* funding bonds, because they are
.not considéred new debt, do not

require voter approval Critics. of
the cash out pracuce say-.‘savmgs -

: BY TED PHILLIPS

New York Clty Mayor Mlchael

-Blo'omberg yesterday released his -
" . $59Billion exécitive budget for fiscal
‘2008, which calls for using a $4.39

billion surplus to prepay some debt

-sefyice-and help ‘close Iarge olt- year e
- budget gaps. -
Bloomberg' sald the. city’s strong,
. cal year, The residential real estate
.. market has slowed and while com- "
“ migictal property transactions have,
* slowed, tax fevenue has increased be-
- ’plus by about $500 milkion: The Re:. "
.publican mayor balaiiced talk of the .
) upbeat economic riews dnd the city’s

commercial real estate tharket and a

« hiear tecord yéar on Wall Strect that

generated $20.9 billion of piofits in
2006 helped fatten the expected sur

Lrstmgs

Page S

“Within the qualified hedge riiles, .
' there are’current issues that-need

’ .clarlf‘ catlon on the technrcal level "
' says NABL presrdent Carol L: Lew o

o record hlgh credlt ra.tl.ng with.notes

opportumtles from a refundmg

. ought to be- passed onto taxpay-

ers.

“My personal take on it is that
it’s inappropriate,” said Michael .
-Sinith, treasufer and tax collector

for Marin County, “It really is an
affrontand a violation of the trust

“that voters have given with their

support of the bond measure to be-

: gm wi -
In November Sen. Joe Slmlt-‘ 1

* ian, D-Palo Alto, made a formal

request to the attorney-general’s

" office for an opinion-on the prac-.

“tice, ask.mg for answers to'séven .

‘questions: it typieally takes four to-

six months to produce such an

oplmon, accordmgto the AG’s of- .
fice..Si ofﬁce did.not’ re-

¢ officials may request the opin-
n of the: -attorney. general, who is

currently. Jerry Brown. They are
: .not bmdmg,

ut they “have been

.of caution and fiscal responsxblhty ;
““Everybody in this city should

have a smile on their faces,” he said.

“We're domg the right things, butj Just

_because you're doing the right things -
doesi’t miean-[you] should throw: caps

tion to the wind.” -
Bloomberg said the 01ty expects

i ]Ob growili to slowin the coming fis-

cause of piany big-ticketdeals.
“No economic booms last forev-

“er,” he said: “Many forecastérs be-
o heve 4 correction in our housing mar- -
ket foneshadows a general slowdown Ty

“Oily; certam state and local pub- :

't Califamia pages )
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(| California

Eyes $6B
for Prisons

Lease-Revenue;D bt" -
To F und Expan o

BY RICH-SASKAL

i SAN FRANCISCO == Cah-
' fornia lawmakers announced an
agreeiment to add thousands of .
new prison beids with 'most of the
expansmn to.be financed with

“ ene bonds to finance new- pnson EICEE T
beds in 4 two-phiase projects. o
Lease-revenue bonds de-not re- y
quire-votér. approval.

The leglslatlve leaders of both

Turn to Prlson page 40

eoqnomy and we
certaml would not'be immune from-
- fegling sore of that paify—-national
-trends:do have gneat unpact on. New

Yoi ) S

eraung$225m11honto libtarysys- .
“tem, $91 million:to th pand. -
ZHospxtalsCorp.,and& K
- for New York City TransitAvthor- - -

ity subs1dy ‘payments, The budget also

calls for 2 $548 rriillion miscellaneous -
- payment to the New York C‘rty'n'an ) x
sitional Finance Authonty to retire -
“debt. .. -
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accorded great respect’ and great weight’
by the courts,” accordmg to the attomey

. general’s Web site.

The leader of a watchdog group-in San

" .- Jose says she is waiting for the attorney. )

‘general’s opinion before

-filing a lawsuit challengirng a San Jose '

Unified School District transaction from
2005. The district illegally pulled $20

" million of cash out of a 2005 deal tore-
"arefinancing of a bond whete theyi’ve al-
ready spent all the money?” she said. “I. -

fund bonds authorized by voters in a
1997 ballot measure, said Jill Escher,

. chairwoman of Citizens for School Bond

Accountability, the- group plannmg the
surt . .
The* attomey general typrcally does niot
issue an opinion on dn.issye that is ‘the

- subject of ongoing htlgatlon The De- -
‘cember 2005 bond issue was for a.par

amount of $148.1 million, according to.

its official statement, In addition to'the ~ -
] prmclpal amount of thé bonds, the is-
suance generated an original issue pre--

miurit of $20.4 million, deposited into a
building fundfor the pnor bonds, ac-

: cordmg to the OS

~UBS ‘Secu LLC underwrote the
issue, Stradling Yocca Carlson & Rauth
was bond ¢ounsel. : : )

Escher said the ' savmgs generated ina

refunding should have been passed to the’
SIUSD’s taxpayers, mstead of generat-
ing extra cash. .

Opponents of the cash out pracuce say
the California Government Code prohibits:
issuers from doing a refundmg that gén-

- erates principal in excess of what is need-

ed to retire the refunded bonds and pay

" issuing costs.
.~ “The proceeds of any sale of reftind- )
ing bonds for cash shall be placed in the-
treasury ‘of the local agency to the credit -

of a fund to be established for thé pur-
pose of refunding the bonds to'be re-
funded,” the code says in part. :

- “Ldon’t get-what loopholesthevj_see ’

that I'im not seeing,” said Escher, a'B'erke-

TRENDS IN T ::.'__E REGION

“ley law graduate who is currently raJsmg o
- children instead of practicing law..She -
‘began following the district’s finances as
"a member of a ¢itizens bond oversight

committee created for another school dis-

-tiict bond measure, the 2002 ' Measure F, ..
’ ) 'came from a client school district that

“was. solicitéd by an investment banking -

firm-with a proposal to generate cash

whlch authorized $429 million.

When the $20 million in new capital
funds appeared, Escher said, she ‘Wwas
skeptical.

“How does the dlstnct get cash Gut of

knew what their accounts look like. Did it

- fall from the sky" Where: did it come
'from?” )

Critics Brlng ’Cash Out Controversy to
~CaI|forn|a Attorney General s;Attentlon;‘* |

s ‘Contlnued from page 1

' “When school drstncts attempt to cap-

{urg:the savings up;front to pay for addi- .
“tional school facilities, they’ ‘should proceed -
" with: cautton as this transaction is complex

and controvetsial,” the article said.
* Small §aid the impetus for.the article

through a refunding by amortizing debt

more quickly and taking advantage.of a

run-up in assessed property valuations.
*We fouridthat it was not appropnate be-

cause of the way it was structured,” he said.

The article describes two basic. varia-

: trons of cash out” deal. One is a dlrect

» It reaIIy isan affront and a vrolatron of the

trust that voters have given: with their support

of the bond measure to begln with.”

_ e Mrchael smith;
o Mann Countytre_a;ure_r B

' Eventually, she’ sa1d ’that led her to the ‘

cash out’ refinancing: afrangement, despite

stonewalhng frofn the school district.

“Some bond counsel may atgue that
the prémium generated by issuing higher
thati market-raté bonds does not count as

‘proceeds,” but how is that possrble “when - -

" “but issues a higher amount of revenue
“bonds fo the public,-money the district
“ can then use for capital needs."

We taxpayers are paying highet taxes to

provide the district with this very potof,

excess cash?” Escher ‘wrote in-a letter

“subnitted to the attorney- general s office ~
- Smiall said. “Bven if stractured correct-

for consideration in the opinion process.
“Calling the premium anythirig other than
‘proceeds’ is just an‘attempt to. hngulstl-
cally dance a way around the rules.”
Issuers should think carefully about
any cash out refunding; accordmg to an

article written by Jeffrey Small ard..
Cathléen Dominico of finanicial adviso-

ry firm: Caprtol Public Fmance Group
LLC 1n late 2005. ;

(s

_Apgiroval -

Underwrlter

‘-1ssuance of refundmg bonds that.ge
_ateg proceeds.for the district ,T—ggvlpch

Expected’

bnngs up the questlon of the state’s- gov-

*_emniment code restrictions. Another vari- .
* quests for comment by ‘press timg.

ation" appears to get around that limit by
using.a joint pdwers authority that di-
rectly buys the district’s refunding bonds

“Some deals are better than others,

ly,.you néed to have the community’s

_“'support. At the.end of the day, if taxpay-

ers in your commumty feel thére’s been a

“.stedlth transaction generated to serve
some financial people and tor prov1de
‘somé other benefits, our.feeling is the

school district orcommunity college dis-

-~trict is going to lose credibility.”.

San Jose USD s chlef bus1ness offlcer,

mail:

. The Bond Buyer

.Ann J ones, sa.rd 1t conducted 1ts busmess'

openl R

C“All resoluhons referenced were part of
the - regular posted’ agenda Action was tak-
en in open public sesswn,  she said in an e--

"The refundlng bonds provrded addi-
tional funds for capital projects, decreased
total debt service, and reduced the term

-of the bonds whilé maintaining the esti-

mated tax rates promised to the voters
during the 1997 “election, Jones said.

Small said he believes school district
issuers should obtain a legal opinion for
cash out refundings endorsing the use of
the proceeds, preferably from general
counsel rather than. bond counsel.

“It’s ore thmg to, opine that it's a tax-

-7 exempt. borrowmg," he said. “It’s a com-
_ pletely separate issue to Opine that the

procéeds. are being used properly.”
-Smith said that cash out deals often oc-

- curwith little public. discussion..

“County; treasurers can all of a sudden
1ook at themiselves receiving funds at the .

. eleventh hour,” he said. = -
L Escher said she needed,to file: pubhc',

galreyer

: Bond counsel did not responded to re- -

Escher said her grogp has retained the

_firm McMaiis, Faulkner ‘& Morgaii to -

represent it; She said the group wants the

'$20.4 million returned to taxpayers, plus
- "the $1.6 million cost of issudnce. The cost

of any. litigation is-exponentially more
than the additional property tax Escher’s
family is paymg, but that’s not the point,
she said;

* “What else can we do, Just let it hap-
pen, ‘Jet it slide? I’m not just going to let .
it slide. What I'm doing makes no eco-

_nomic sense for me, I’m pissed. I see tax-

payer abuse going on,” she. said, adding
that she would expect to recover attor-
Q
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Underwriter Exnecied :

" Veterans home puichase rev.bonds -~ -~ " $140
Co 'Dollarsir{millions.A:approved,P=pendlrig‘. R

CMemill <. May
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Issuer and purpose - Amount* . status cholce . sale dale' Issuerand purpose. Amount* . status - - choice .sale date
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State gambling securmzanon _ o eesb - P - JPMorgan . " " 2007-08"/ |HFA Garvees - - ) A Citigoip

Statepensionbonds” - = . - §760° - P CoUBS - . 2007-08 - — _ T - o —

Univ. of Calif, rev. bonds a -5 $600 A . Merili o May é\tﬂgxg&%@s SR $135 o S op07-08

. San Diego waistewaler rev.bonds .~ $500: . P Ll oo "OREGON ‘ R Lo e
. LAUSD GOs™ - ’ SR $500 - «,'-‘-A_ R ' »-summer -‘_' DOTmvbonds ¢ . $520 S A 'Mdfgan Stanley - - May
San Diego pension obligation bonds o 8374 P Citigroup, Lehnian 2007 | pOTrev.bonds- .~ - S $300 - A R : - - 2008
DWRrevbonds - - §00 A " Goldman 007 | WASHINGTON ~ = .~ 0
- E| Camino Hospital rev.bonds -~~~ $130 A : ; 2008 - | Sfate molor vehicle fueltaxbonds ~.. ©  $450 P - compelitve’ . . fall”
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