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State Allocation Board
Subcommittee on Priority in School Construction Funding
May 12, 2010 2-5pm
LOB Room 100

PURPOSE

To discuss the details and concerns associated with the implementation of “Option 3”
from the April 2010 Priorities in Funding item, as directed by the State Allocation Board
(SAB).

RECAP OF OPTION 3

Option 3 - Prioritize Apportionments to Projects that are Ready to Submit Fund
Releases

The current process requires districts to obtain an apportionment before they can submit
a fund release request. Option 3 would change the order to require districts to submit a
“preliminary” fund release request before an apportionment is granted. The preliminary
fund release will require districts to certify that they will submit a full fund release request
within 60 days after an apportionment. All projects on the unfunded list will have the
opportunity to submit a preliminary fund release request. The SAB will only apportion
funds up to the $415 million of cash available.

APRIL 2010 BOARD DIRECTION FOR THE PRIORITIES IN FUNDING ITEM

e Convene a subcommittee of the SAB to further discuss the details and concerns
with “Option 3”, which prioritizes projects that are ready to submit fund releases.

* |[fthe SAB takes action to prioritize projects that are ready to submit fund
releases it does not set precedent.

¢ |f “Option 3" will take too long to implement, the SAB would like to revisit the
other options presented.

* \When making changes, the SAB should be mindful of not creating underground
regulations.

* Implementation of this option should consider the various types of projects (such
as financial hardship, small school districts, facility hardships, etc.).

ISSUES FOR CONSIDERATION

The items below require discussion by the subcommittee. The information on this
document is intended to assist the subcommittee by providing a starting point for
the discussion. :

1) How to Implement the Funding and Allocation Process Specified in Option 3
a) Regulations are not necessary
i) Budget Letter 10-09 requires that if there are insufficient bond proceeds,
departments and agencies are responsible for prioritizing the projects that will
be funded consistent with the prioritization criteria outlined (including job
creation)



2)

3)

4)

5)

6)

7)

8)

9)

i) Budget Letter 10-09 also indicates that If bond proceeds are not managed
efficiently, additional bonds may not be sold for the program

b) Government Code Section 15503 allows the Board to “require the procedure,
forms, and the submission of any information it may deem necessary or
appropriate.” )

c) Education Code Section 17076.10(d) sets the maximum amount of time between
apportionment and fund release at 18 months, but does not require a minimum
amount of time.

Facility Hardship Projects ($15.7 million on the unfunded list, $3.1 million on the
current OPSC workload)

a) Should these projects receive priority?

b) Should a reservation of funds be made for these projects?

Financial Hardship Projects/Small School District Projects

a) Problems moving forward — What are the challenges?

b) Should these projects receive priority?

c) Should a reservation of funds be made for these projects?

d) Site and/or Design Apportionments — Should these projects be able to participate
in the proposed funding process?

Equitable Distribution of Funds Among Districts

Bond Source Switching
a) Proposition 47 remaining bond authority —
b) Projects that switch to Proposition 1D will have to forego LCP grant

Reimbursements
a) Should these projects receive the same priority as new projects?
b) Require that State funds be used immediately for other projects?

Penalties for a false certification

a) EC 17070.51(a) states that the OPSC shall notify the Board if funding application
related information is found to be falsely certified (material inaccuracy)

b) EC 17070.51(b) outlines the penalties the Board may impose if a material
inaccuracy has occurred

¢) Districts that submit the preliminary fund release request with the certification that
a fund release will be filed within the required timeframe, who do not then file the
fund release have falsely certified

Data Collection/Impact of this Process

a) Report back to the SAB in November with results

b) Include information on effectiveness of funding methods
c) Determine if any districts were harmed

Communication Plan
a) Notification to school districts
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REPORT OF THE EXECUTIVE OFFICER
State Allocation Board Meeting, April 28, 2010

PRIORITIES IN FUNDING

PURPOSE OF REPORT

To discuss the current method of providing apportionments and whether modifications are necessary to reflect the
State’s extraordinary financial climate.

BACKGROUND

Prior to December 17, 2008, the process for making apportionments and providing fund releases for the School Facility
Program (SFP) was relatively uncomplicated. Fund release requests could be accommodated on a regular basis due to
the ability to borrow from the Pooled Money Investment Account in advance of bond sales. However, the State’s
financial crisis altered the availability of cash and the normal operating process for making State Allocation Board (SAB)
approvals, requiring that apportionments only be made on a direct bond funding model.

Due to the unprecedented circumstance of the State’s inability to provide cash for projects that were supported by
bonding authority, the SAB took multiple actions beginning in January 2009 to ensure that regulations and processes
were adjusted in an attempt to minimize the impact on school district projects. These actions included:

e Emergency Regulations declaring prior apportionments inactive until cash was available;
o Creation of an Unfunded List for approved projects; and
e Prompt action to make apportionments or reactivate unfunded approvals once cash became available

Bond sales in 2009 provided $2.627 billion to the SFP, which made it possible for the SAB to reactivate previously
inactive apportionments and apportion unfunded approvals. Once an application receives an apportionment, the school
districts have 18 months to submit a Fund Release Authorization (Form SAB 50-05). In order to submit a Form SAB 50-
05 the district must have entered into a construction contract for at least 50 percent of the construction work included in
the plans and specifications, have issued a Notice to Proceed for the project, and certify that the local matching share
funds have been deposited in the County School Facility Fund, and that those funds have been expended or will be
expended prior to the Notice of Completion for the project.

Despite the current availability of cash and a SAB approved apportionment, many school districts are not in a position to
immediately submit a fund release request. Fund release requests have decreased from an average of approximately
$265 million per month from April through July 2009 to approximately $38.7 million per month from August 2009 through
April 1, 2010. At this rate of release, the current bond proceeds will not be completely disbursed until September 2014.
Districts have indicated multiple reasons for this including the time it takes to re-start a project that has been put “on-
hold" pending funding availability, unforeseen declining enroliment that calls into question the current need for the
project, declining assessed valuation that restricts their ability to sell local bonds, and local political environments that
make it difficult to move forward with capital outlay projects while operating budgets are being reduced.

The current practice for making apportionments is based on the date a complete application is received for processing
and placed on the Unfunded List, and the availability of cash due to bond sales. With this current system, no
consideration is given to whether or not the school district is actually ready or able to proceed with the construction of
the project. Thus, it is possible that cash available for an apportionment could remain in an account for 18 months while
local districts decide whether a project will move forward. The current approach limits the ability to prioritize school
construction, stimulate the economy, or create jobs.

(Continued on Page Two)
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Page Two
AUTHORITY

Education Code (EC) Section 17070.35(a) states, “In addition to all other powers and duties as are granted to the board
by this chapter, other statutes, or the California Constitution, the board shall do all of the following:
(1) Adopt rules and regulations, pursuant to the rulemaking provisions of the Administrative Procedure
Act, Chapter 3.5 (commencing with Section 11340) of Part 1 of Division 3 of Title 2 of the
Government Code, for the administration of this chapter. . . .
(2) Establish and publish any procedures and policies in connection with the administration of this
chapter as it deems necessary. ..."

EC Section 17076.10(d) states, “If a school district has received an apportionment, but has not met the criteria to have
funds released pursuant to Section 17072.32 or 17074.15 within a period established by the board, but not to exceed 18
months, the board shall rescind the apportionment and deny the district’s application.”

SFP Regulation Section 1859.90 states that “With the exception of an Inactive Apportionment, subject to Section
1859.96...., a district must submit the Form SAB 50-05 within 18 months of the Apportionment of the SFP grant for the
project or the apportionment will be rescinded without further Board action....".

SFP Regulation Section 1859.93 and 1859.93.1 state that all modernization and new construction applications “shall be
funded in the order of receipt of an Approved Application for funding.”

Government Code Section 15503 states, “Whenever the board is required to make allocations or apportionments under
this part, it shall prescribe rules and regulations for the administration of, and not inconsistent with, the act making the
appropriation of funds to be allocated or apportioned. The board shall require the procedure, forms, and the submission
of any information it may deem necessary or appropriate. Unless otherwise provided in the appropriation act, the board
may require that applications for allocations or apportionments be submitted to it for approval.”

STAFF COMMENTS

The State of California is in a time of severe financial crisis. The policies and regulations that are currently in place do
not allow the SAB to take proactive steps in assisting in the financial rebound of our State. The Office of Public School
Construction (OPSC) currently uses a First In-First Out (FIFO) funding process that allows districts to submit a request
for funding in the order that the apportionment was granted. This method works extremely well in a normal financial
climate. Currently, however, applications that were First-In may not be ready to meet the criteria for a fund release. The
applications that are ready to begin construction are the ones that will immediately help stimulate the economy. The
OPSC and the SAB should consider alternatives beyond the standard parameters of the SFP in order to assist districts,
taxpayers and the State.

The March 2010 bond sale provided over $1.3 billion to the SFP. This agenda contains an item to apportion unfunded
approvals using $961 million of this amount following the current process of FIFO, regardless of bond source. The
balance of approximately $415 million provides an opportunity for the SAB to review its current funding practices to
facilitate school construction projects and stimulate our State’s economy through the creation of a pilot program to
prioritize construction-ready projects. :

It should be noted that under the options listed below, the SAB would need to give special consideration to Financial
Hardship Districts and possibly those projects with Preliminary Apportionments. In most cases, these projects may not
be able to move forward as the State covers 100 percent of the project costs. Failing to make special considerations for
these projects would put the applicants at an unfair disadvantage. The SAB may also give special consideration to
projects with health and safety issues. These projects have demonstrated an urgent need to remedy serious facility
deficiencies.

(Continued on Page Three)
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Page Three
OPTIONS

Option 1 - Taken no Action: Continue to Make Apportionments Sequentially from the Unfunded List

This option upholds the current process of making apportionments (equal to, but not in excess of, the amount of bond
funding available). As bond funds become available, the SAB will make apportionments directly from the unfunded list.

Pros
« Maintains consistency in program practices
«  Fulfills expectations for funding order which may assist school districts with construction planning

« Does not prioritize projects that are ready to construct
»  Apportioned funds could be unused for up to 18 months from the date of the apportionment
» Accrued apportionments not released may jeopardize future bond sales

Option 2 - Award Conditional Apportionments to All Projects on the Unfunded List

The SAB would grant conditional apportionments to all projects currently on the unfunded list. All subsequent Approved
Applications will also be given conditional apportionments up to the bonding authority. By granting apportionments to all
projects on the unfunded list and all subsequent Approved Applications, more projects will be able to submit fund
release requests and ultimately increase the possibility of cash flowing out of the program. However, the State could
potentially award more apportionments than available cash to back the apportionments. The apportionments will need
to include certain conditions in order to absolve the State from liability when cash is unavailable. The conditional
apportionments will activate the 18-month time limit on apportionment requirement for all projects receiving such
apportionments. The OPSC will only accept fund release requests up to the amount of cash available. Once the
available funds have been exhausted, the 18-month clock will again be frozen for projects that have not submitted a
fund release request.

Legal counsel has suggested that the following language be used with the “conditional or tentative apportionments”.
“Although the State Allocation Board has provided the project with a “conditional/tentative apportionment”, such
apportionment is different from a normal or unqualified “apportionment” in that a “conditional/tentative” apportionment
does not in any way assure, guarantee, or promise that full funding does or will exist for the project. A
“conditional/tentative apportionment” will commence the 18-month time limit requirement under EC Section 17076.10(d)
for all projects receiving such “conditional/tentative apportionment” and to the extent that funds are available, will allow
for the funding of the project. If however, a sufficient number of projects have requested fund releases so that the bond
funding available has been exhausted, any fund releases associated with “conditional/tentative apportionments” shall be
null and void. The school district (applicant) specifically understands and acknowledges that the conditional/tentative
apportionments are not a guarantee, assurance or promise that funds are going to be available, and the school district
agrees that the State of California and any of its entities or departments shall have no liability, whatsoever, for the lack
of such funds.

Pros
« All projects on the unfunded list will receive a conditional apportionment
¢ Al projects ready to submit a fund release request will be able to compete for available funds
 This could expedite the number and amount of fund release requests from school districts.

(Continued on Page Four)
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OPTIONS (cont.)

¢ The conditional language recommended above could provide a mechanism to ensure that the State limits its
liability to the amount of bond authority available.
¢ The re-activation of time limit for fund release will force school districts that are uncertain about proceeding

with certain projects to rescind the apportionments thereby increasing available bond authority to commit to
new applications for funding

» There is no certainty on the frequency or amounts of bond sales
*  Many projects could have inactive apportionments for extended periods of time

¢ School districts will assume all risks and costs when moving forward with projects and acquiring loans to cover
the State share of the project

Option 3 - Prioritize Apportionments to Projects that are Ready to Submit Fund Releases

The current process requires districts to obtain an apportionment before they can submit a fund release request. This
option would change the order to require districts to submit a “preliminary” fund release request before an
apportionment is granted. The preliminary fund release will require districts to certify that they will submit a full fund
release request within 60 days after an apportionment. The objective is to only make apportionments to projects that
will be able to submit a fund release request within a specified time after an apportionment.

All projects on the unfunded list will have the opportunity to submit a preliminary fund release request. The OPSC will
only accept fund release requests up to the amount of cash available.

Pros

* Alldistricts will have an opportunity to submit a preliminary fund release request if they are ready to construct

 Districts that cannot certify that a preliminary fund release request can be submitted within 60 days of
apportionment will remain on the unfunded list

» Apportionments will be awarded in date order at each SAB meeting. This may be critical if there is insufficient
cash during any given month to cover all apportionments. Staff will present each month all of the projects that
submitted a fund release request within a certain date and then list them in order based on the unfunded
approval date

¢ This option may require regulation changes, thus delaying implementation of this funding method

¢ Due to delayed implementation, this option will not immediately stimulate the economy

School districts will still assume all risks and costs when moving forward with projects and acquiring loans to
cover the State share of the project if the State runs out of cash before the preliminary fund release request is
made
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SUBJECT: _
GENERAL OBLIGATION BOND FUNDED PROGRAMS/PROJECTS | PATE ISSUED: April 27, 2010
REFERENCES: SUPERSEDES:
BUDGET LETTERS 08-33, 09-02, 09-09, & 09-15 BL 08-33 AND BL 09-15
TO: Secretary of State Department Directors
State Controller All GO Bond Financing Committees
State Treasurer California Institute for Regenerative Medicine
Superintendent of Public Instruction Departmental Budget Officers
Administrative Office of the Courts Departmental Accounting Officers
Agency Secretaries Department of Finance Budget Staff

Office of the President, University of California
Chancellor’s Office, California State University
Board of Governors, California Community Colleges

FROM: DEPARTMENT OF FINANCE

Budget Officers are requested to forward this Budget Letter (BL) to their Department Facilities,
Construction, and Contract Managers.

Background

In December 2008, the Department of Finance (Finance) issued BL 08-33 which directed departments and
agencies that had expenditure authority over bond funds to cease making any new contracts or obligations
for programs or projects that were funded from both general obligation (GO) bonds and lease revenue
bonds. That direction was necessary as the Pooled Money Investment Board had voted to freeze all
disbursements from the Pooled Money Investment Account because of the significant cash crisis that the
state was experiencing at that time.

Since that time, capital projects, grant programs, and funding for staff support has been provided by the
upfront sale of bonds. Bond projects and programs have had limited authority to initiate new obligations to
the extent bond proceeds have been made available.

As a result of successful GO bond sales and departments being aware of the need to have bond proceeds
on hand before making any binding commitments, departments may now begin to plan on having those
bond proceeds at specific times of the year. This BL sets out a framework and process for GO bond
funded projects and programs to provide some amount of certainty and assurances in planning and
moving forward. This BL supersedes the restrictions in the previous BLs so that departments, grant
applicants, and the contracting community can begin to plan for the future.

Over the last year, state agencies and departments have been reporting semi-annually estimated cash
needs for GO bond projects and programs that have been underway as well as estimating cash needs for
new and future projects to Finance and the State Treasurer’'s Office (STO). While the allocation of bond
proceeds have been prioritized to fund projects, programs, and other commitments underway, funding to
initiate new projects has not been consistent or easy to anticipate.

STATE OF CALIFORNIA



Initial Plan

The information collected by Finance in preparation for the spring 2010 bond sales was used as the
starting point for planning future GO bond sales. Based on the bond cash needs reported by departments
and agencies in February 2010, for the 2010-11 through 2012-13 fiscal years and beyond, the proceeds of
the spring 2010 bond sales, as well as planned future sales, have been allocated as detailed in the
attached Bond Proceeds Allocation Plan (Plan). This Plan should be used by departments and agencies
to plan, design, and adjust staffing levels for future workload associated with the spring 2010 bond sale
proceeds and those included in subsequent cycles covered in this Plan.

After a review of the bond cash need information reported for the fall of 2010, it is expected that bond
proceeds from the fall 2010 bond sales should provide sufficient funds to allow departments and agencies
to start planning up to the amount identified on the attached Plan in anticipation that the bonds will be
issued as proposed. This Plan will be reevaluated and updated at least twice a year, prior to each bond
sale cycle. Actual allocations made during the fall of 2010 may be different than those currently proposed
in this Plan. Therefore, project or program commitments may only be made on a contingent basis until
upfront bond proceeds (cash) have been allocated for a specific project or program.

For planning purposes, it is generally assumed that projects that take multiple years to fund should be a
higher funding priority in the fall bond sales because it provides more certainty that the design phases
could be started sooner on these long lead projects and to allow sufficient time to award contracts by the
following spring. Projects and grants that need funding on a one-time basis should be a higher funding
priority in the spring bond sales because this provides the ability to begin planning grant solicitations in the
fall with cash distributed in the spring of each year. Further prioritization, if needed, because of insufficient
GO bond proceeds in any sales cycle should be as follows:

* Projects already underway that have a need for continuing funding should always have priority.

¢ In order to ensure bond cash is used expeditiously, projects and grants that are generally
constructed over multiple years should not have all the cash provided up front, but rather over
multiple bond sales.

e Additional prioritization should take into consideration the following: health and safety, contractual
liabilities if not funded, benefit to the General Fund and or cash situation, significant job creation,
leveraging other non-state funding, and other critical factors as determined.

Plan Updates

Updated bond cash need estimates will generally be requested twice a year prior to each spring and fall
sale period. The updating and reevaluating of the bond cash needs prior to each bond sale could change
the estimated allocations for each subsequent Plan. The attached Plan, including the fall 2010 bond cash
needs, will be further reevaluated and updated prior to the fall 2010 bond sale period and thereafter.
Below are some high-level parameters under which each Plan will be updated:

1. Following the release of each approved Plan, Finance will distribute reporting documents and more
detailed instructions to agencies and departments, at least twice a year, in preparation of the fall
and spring bond sale periods.

2. Departments and agencies will also be required to allocate bond proceeds specifically approved for
new projects from the prior bond sale at the project or program level and will be required to report
these allocations as part of each subsequent Plan update.
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3. In the event the amount of funding allocated for new projects is less than those needs reported to
Finance for the group of projects or programs the funds were requested, departments and
agencies will be responsible and accountable for determining which new projects get started
consistent with the prioritization criteria above.

4. To ensure consistent data collection for both Finance and the STO and as a condition of plan
approval, departments and agencies will be required to update and complete the Finance designed
reporting documents with requested project/program information within the timeframe requested.
Modifications or substitutions to the format or content of these reporting documents will not be
permitted unless prior Finance approval is granted.

5. Finance will collect and summarize the department and agency information on a statewide level
and will coordinate with the STO to help plan the size and structure of future bond sales.

6. The release of each approved Plan would then start the next Plan update cycle.

7. Departments and agencies will be responsible for managing their bond proceeds allocated from
each bond sale. Department and agencies who do not manage bond cash resources efficiently
(meaning growing cash balances that do not match the original cash flows submitted) could be left
out of a subsequent bond sale until existing bond cash is disbursed unless the discrepancies can
be adequately justified.

Please contact your Finance budget analyst if you have any questions.
/s! Karen Finn

Karen Finn
Program Budget Manager

Attachment



2010 Spring Bond Sale Plan Attachment
BL 10-09

Existing Projects

(Started prior to Spring 2010) i
CIRM - Grants $ 15,000,000 $ 218,569,000 § -
CIRM - Loans $ $ 51,256,000 § -
cccco § 226,519,933 $ 168,535,726 § -
ARB § 33,731,793 $ 3,103,945 § -
UC - State-Owned $ 23,605,462 $ 22,038,472 § -
UC - BAB Slate-Owned $ $ 227,887 § -
csu $ 36,031,340 $ 6,314,142 § -
CHFFA $ 153,266,929 $ 480,731 § -
Polluiton Contral Auth. $ $ 5423624 § -
HCD s $ 480,113,988 § -
Caltrans - State-Owned s 32,059,205 $ 115,980,007 § -
Caltrans - Nov Starts $ 23,794,863 $ 183,077 § -
Caltrans - Grants Non-Ex $ 3,365,123 $ 28,815671 § =
Caltrans - State-Owned Non-Ex $ 75,629,727 $ 335,306,630 § -
Caltrans - Grants $ 4,231,003 $ 8,899,068 § -
Resources $ 393,441,761 s 256,335,045 § -
DWR $ 414,031,752 S 654,282,756 § -
Water Board $ 74,968,788 $ 74,586,349 § -
Library $ 8,742,059 $ 1,871,000 § -
Public Health $ 38,830,255 $ 26,614,561 § -

Existing Projects
(Started spring 2010 New Starts)

CIRM $ -
Caltrans P116 $ *
Resources § -

Existing Projects

(Started fall 2010 New Starts)
HSR
Caltrans P1B
Caltrans
Resources
DWR (New)
DWR (Future)

CIRM

CAL EMA

ARB

uc

OPSC

Streets and Roads
CHFFA

Polluiton Control Auth.
HCD

Caltrans - P116
Caltrans - P18

236,782,397
38,343,472

135,206,000

103,760,000

LR T R R R R T AT AT Y

1,025,000,000

R R T R A R R LR T ST SRV AT ST Y
'

Resources 298,772,818 -
DWR 394,264,349 e -
Water Board 12,034,701 -
Public Health - -
Library 3,000,000 -
Future Projects
CAL EMA 8 98,230,845 98,230,845 -
cccco 4,752,000 -
HSR 493,160,000 -

7,500,000
605,000,000

Polluiton Control Auth.
Caltrans - P1B

R R R T AR Y

Resources 244,787,643 -
DWR 411,402,352 -
Excess Bond Capacity S 1,100,000,000 S 632,016,476 s 325,911,969 $ 6,219,000,000

* Departmental needs based on point-in-time surveys sent to Finance in February 2010.



AUTHORITY

Government Code Section 15503

Whenever the board is required to make allocations or apportionments under this
part, it shall prescribe rules and regulations for the administration of, and not
inconsistent with, the act making the appropriation of funds to be allocated or
apportioned. The board shall require the procedure, forms, and the submission of
any information it may deem necessary or appropriate.

Unless otherwise provided in the appropriation act, the board may require that
applications for allocations or apportionments be submitted to it for approval.

Education Code Section 17076.10(d)

If a school district has received an apportionment, but has not met the criteria to
have funds released pursuant to Section 17072.32 or 17074.15 within a period
established by the board, but not to exceed 18 months, the board shall rescind
the apportionment and deny the district's application.
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Bonding Authority vs. Unfunded Approvals

(as of May 24, 2010 SAB Meeting)

Proposition 1D
New Construction Bond

Proposition 55
New Construction Bond

Proposition 47
New Construction Bond

Authority Authority
($1.7005 billion) ($5.278 billion)* ($6.318 billion)*
Apportioned $ 1,458.6 $ 49252 $ 5,795.5
Unfunded Approvals $ 89.1 $ 2845 $ 516.2
Remaining Bond Authority ~ $ 152.8 $ 68.6 $ 6.4 **
Totals (in millions) $ 1,7005 $ 52783 $ 6,318.1

Proposition 1D
New Construction Bond Authority - $1.7 billion
(in millions)
$152.8

$1,458.6

Proposition 55
New Construction Bond Authority - $5.28 billion
(in millions)
$284.5

68.6

$4,925.2

B Apportioned B Unfunded Approvals ORemaining Bond Authority

Proposition 47
New Construction Bond Authority - $6.32 billion
(in millions)

$516.2 $6.4

$5,795.5

* At the September 2009 SAB meeting, the Board authorized the transfer of Unrestricted Critically Overcrowded School Facilities Fund to New Construction Fund. ($68.1 million from Prop. 47 and $318.3 from Prop. 55)
** $6 million in Proposition 47 is not currently available (outstanding account receivables)
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