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RE: Assembly Bill 182 (Buchanan and Hueso) Bonds: school districts and community college districts 

(as amended March 12, 2013) Set for Hearing in the Assembly Education Committee, March 20 
POSITION: Oppose Unless Amended 

 
Dear Assembly Member Buchanan: 
 
On behalf of the California Association of School Business Officials (CASBO), we are writing to inform 
you that the Association has adopted a position of Oppose Unless Amended on Assembly Bill 182, your 
legislation that would enact a number of major statutory changes to the means by which school districts 
and community college districts are able to finance the construction and modernization of school facilities 
through the use of capital appreciation bonds (CABs). 
 
Notwithstanding this position, please be assured that CASBO agrees that the controversy surrounding the 
use of CABs by some school districts has raised a number of legitimate public policy issues that are 
worthy of discussion.  Further, CASBO is committed to working with you, your staff and other members of 
the Legislature to find a legislative solution that is in the best interest of both the public and school 
districts and community colleges who are facing enormous facilities funding needs, some to the point of 
crisis.  We believe it is important that any legislative solution not create insurmountable facilities problems 
for school districts and community colleges that are using CABs in a fiscally responsible manner. 
 
Considered outside the spotlight of controversy, we believe that CABs are an effective tool that can be 
used to fully fund the commitments school districts have made to their communities when passing local 
bonds to construct and modernize school facilities.  It is critical to take into account that one of the largest 
contributing factors to school districts having to consider issuing CABs is the maximum tax rate on 
Proposition 39 bonds that districts have to certify to when a bond measure is placed on the ballot, and 
each time a bond is issued.  Along with the increased costs of school construction and the decreased 
availability of state bond funds, this limit has contributed to the need for additional borrowing to complete 
school facility commitments.  These are important factors, and we believe that adjusting the Proposition 
39 limitations on assessed value would significantly lessen the need for school districts to consider the 
use of CABs as a financial tool. 
 
With regard to the specific issues that are included in AB 182, we offer the following thoughts: 
 
Application to school districts and community college districts only.  CABs are a tool used by many 
different public agencies in California.  We believe strongly that any limiting legislation with respect to 
CABs should be applied universally to all California issuers; singling out K-14 is a huge disservice to 
schools and community colleges that already face unique issues with regard to facilities that do not apply 
to other issuers.  The state has redefined school facilities funding by shifting a great deal of the burden 
back to local communities – who have risen to the occasion by approving school facilities bond measures 
in record numbers.  Any effort to limit that local authority must be considered in that context. 
 
Government Code authority. AB 182 would delete school districts and community college districts from 
existing Government Code authority to issue bonds.  Two practical effects of this statutory change would 
be to limit the terms of all bonds to 25 years, and cap interest rates at 8 percent.  This would result in 
numerous districts being unable to meet their facilities needs, as their tax rate will be insufficient to pay 
the interest rate that would be set by the market for the shorter term.  Based on input from governing 
board members, superintendents and school business officials, we believe that any limit of bond terms 
should be focused solely on CABs, and their terms should not be limited below 30 years. 
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Ratio of Debt Service to Principal.  AB 182 would require that the ratio of total debt service to principal 
for each bond series shall not exceed four to one.  Our greatest concern with this provision is that it 
requires the four to one ratio to be applied to each bond series, as opposed to being considered within 
the context of the bond program that has been authorized through the passage of a single bond measure. 
 
For example, following the passage of a bond measure in November 2008, one school district in Northern 
California has issued three bond series within that authorization during the 2009-2012 time frame.  Each 
series has consisted of a combination of Current Interest Bonds and Capital Appreciation Bonds.  The 
ratio of debt service for Series A (2009, 24 Year Term, $29.9 million principal) was 2.13 to 1, the ratio of 
debt service for Series B (2010, 35 Year Term, $17.7 million principal) was 5.49 to 1, and the ratio of debt 
service for Series C (2012, 33 year term, $16.7 million principal) was 2.35 to 1.  Under the current 
language in AB 182, this financing structure would not have been allowable, even though when 
considered in the aggregate, the ratio of debt service for the three series ($64.4 million principal, $200.5 
million bond repayment) is 3.11 to 1. 
 
Callable Bonds.  AB 182 would require CABs to be callable beginning 10 years from the date of 
issuance.  While we are willing to consider this as part of an overall package of statutory reforms, we do 
have concerns that with this change, the market would adjust and investors would insist on higher interest 
rates (or a call premium) to compensate for the fact that CABs may be called for refinancing.  This higher 
interest rate could make the financing unaffordable for some school districts. 
 
Disclosure/Transparency.  AB 182 also includes provisions that would increase disclosure requirements 
when the use of CABs is being considered by a governing board.  We are supportive of increased 
disclosure, and agree that there are a number of steps that can be taken to increase transparency by 
strengthening those requirements.  At a minimum, governing boards should be required to disclose the 
interest rate on bonds, whether all or part will be issued as current interest bonds or capital appreciation 
bonds, the time of maturity, the total cost of borrowing, the repayment ratio, and the assumed changes in 
the value of local property. 
 
As previously stated, CASBO is committed to working with you and others to find a legislative resolution 
to these issues.  But we remain greatly concerned that the picture painted by the media and others 
regarding the use of CABs by school districts is incomplete.  We do not believe that the decisions made 
by school districts regarding CABs – even those that are controversial – are rooted in anything but a 
sincere desire on the part of governing board members, administrators and school business officials to 
find solutions to pressing facilities needs that if not met, would greatly impact the ability of those districts 
to serve their communities and educate the children in those communities.  We reject the notion that 
school districts have taken these steps as a means to bypass current statutory requirements or act 
against the public interest. 
 
We look forward to continuing conversations with you and your staff regarding Assembly Bill 182. 
 
Sincerely, 
 

 
 
Jeffrey A. Vaca 
Deputy Executive Director, Governmental Relations 
 
cc: Members, Assembly Education Committee 
 Sophia Kwong-Kim, Consultant, Assembly Education Committee 
 Rick Pratt, Chief Consultant, Assembly Education Committee 
 Robert Becker, Consultant, Assembly Republican Caucus 
 Senator Ben Hueso 


