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RESPONSE TO GRAND JURY FINDINGS AND RECOMMENDATIONS REGARDING
CERTIFICATES OF PARTICIPATION IN PUBLIC FINANCES: IS MORE SCRUTINY
NEEDED?

GRAND JURY FINDINGS:

Finding 1: Projects funded by COPs are not subject to a well regulated, mandatory
public notice process, and this deficiency can preclude the general public from either
registering opposition or participating as investors.

District Response: The District disagrees with the finding. The current public notice
which follows the Brown act for noticing public meeting is sufficient. The process serves
to: notifying the public; allows for community to learn about the proposed debt issue;
and, to voice support or opposition to the debt.

Finding 2: Tax payers and/or investors may be at risk if standard assurances (e.g.
environmental and “escrow”) are not consistently required prior to issuance of COPs.

District Response: The District disagrees with the finding. The issuance of COPs is a
financial procedure that is controlled by rules and regulations of the Security Exchange
Commission (SEC). . Key components of a COP's issue are the District, a Bond
Underwriter, and Legal Council. An Official Statement is issued explaining the
issuance:; the proposed use of the debt proceeds:; security for the debt; sources of
repayment, and legal escrowing of funds. Environmental issues are best addressed
through planning processes which are noticed via the Brown Act.




Finding 3: The maturity terms of COPs are often comparable to those (20-30 years) for
General Obligation and Revenue Bonds, suggesting that COPs may be an
inappropriate substitute for such bonds.

District Response: The District disagrees with the finding. COP’s are not in any way
related to General Obligation bonds which appropriately require voter approve. Rather
COP's are intended to finance Capital Assets where the security for the issue is a
tangible asset, and the decision making is more business orientated. The life of a COP
is typically long due to the moneys involved and life of the assets acquired.

Finding 4: The regulations regarding the sales of COPs and the use of the proceeds
from those sales are inadequate.

District Response: The District disagrees with the finding. As stated earlier the
issuance of debt is highly regulated. Agencies must furnish financial and project
information to potential investors in order to sell the issue. The buyers of the issue may
be the largest investment firms in the country. They buy those issues on behave of the
investing public and therefore the issue must meet very high investment standards.

Finding 5: Districts and government agencies are not required to give notification of
the use of COPs to county or District governments, which might be affected.

District Response: The District agrees that the District is not required to notify the
County or other governments about a potential COP issuance, nor should they. School
districts, the State of California, and all manner of governmental agencies may use
COP’s for their intended purpose.

GRAND JURY RECOMMENDATIONS:

Recommendation 1: A consistent, mandatory public notice and approval process
should be implemented and sale of COPs should not proceed until completion of that
process.

District Response: Recommendation 1 will not be implemented because it is not
warranted. SEC regulations: Bond Counsel legal requirements; and Brown Act notices
are adequate to notify the public.
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Recommendation 2: All projects funded by COPs should receive the necessary
assurances that are demanded of projects funded by General Obligation and Revenue
Bonds.

District Response: Recommendation 2 might be considered should the District
engage in a COP's issues in the future, with the exception of seeking voter approval.

Recommendation 3: The use of COPs should be restricted to short-term projects.
Long-term projects should be funded with General Obligation or Revenue Bonds.

District Response: Recommendation 3 will not be implemented because it is not
warranted and not appropriate. Business type decisions made by public agencies are
different from voter approved general obligation debt. The District has the right and the
authority to use the most appropriate financing mechanism for construction and
purchase of assets.

Recommendation 4: COPs should be sold only as needed to fund the specific project
for which the COPs were approved, and the funds should not be used for other projects.
In particular, COPs should not be sold for the sole purpose of earning interest on the
funds.

District Response: Recommendation 4 has been implemented. The District uses the
COP debt issuance funds for the project named in the Official Statement. In additton,
SEC and IRS regulations prohibit the earning of arbitrage (interest). Arbitrage occurs
when money is borrowed at a low interest rate, and then invested at a higher interest
rate, thereby, earning interest income. If excess interest is it must, by law, be remitted
to the IRS.

Recommendation 5: Any district or government agency within the county that is
planning to issue any COPs should give notification to the County government and any
affected municipal government.

District Response: Recommendation 5 will not be implemented because it is not
warranted. The County of Santa Barbara and the other counties and cities were not
impacted by the District's decision to issue a COP’s for acquisition of landThe District is




solely responsible for the debt, tax payers cannot be assessed to pay the debt;

therefore. there are no impacts to other agency.

The above concludes the District’s response to the Grand Jury's report.




