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AOBIFO aND ST e OFFICE OF AUDITS & ADVISORY SERVICES GHIEF OF AUDITS

5530 OVERLAND AVENUE, SUITE 330, 5AN DIEGO, CA 02123-1281
Phons: (858) 406-5081

April 6, 2016

Melinda Richards, Foreperson
County of San Diego Grand Jury
330 W. Broadway, Suite 477
San Diego, CA 82101-3830

Dear Ms. Richards:

FINAL REPORT: GRAND JURY AUDIT OF THE SAN YSIDRO SCHOOL DISTRICT BONDS

Enclosed is our reporf.on the Grand Jury Audit of the San Ysidro School District Bonds. The
report addresses the audit objective spscified in'the Grand Jury request letter dated January 7,

2016
e

Our-audit was conducted in accordance with auditing standards prescribed by the Institute of
Internal Auditors, Inc., as required by California Government Code, Section 1236.

Thank you for the opporiunity to be of service to your office. if you have any immediate
concerns about the report, please contact me at (858) 495-5681.

eV

JUAN R. PEREZ
Chief of Audits

AUD:ML:aps
Enclosure

¢ Tracy M. Sandoval, Deputy Chief Administrative Officer/Auditor and Controlier
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Office of Audits & Advisory Services Report No. A18-005

INTRODUCTION

Audit Objective

Background

At the request of the San Diego County Grand Jury (Grand Jury), the
Office of Audits & Advisory Services (OAAS) completed an audit to
evaluate the adequacy of expenditures refated to San Ysidro School
District's (SYSD or the District) General Obligation Bonds and the
adequacy of the process for obtaining additional funding through
Certificates of Participation.

SYSD is located in the southwest corner of San Diego County and
encompasses approximately 29 square miles. SYSD reported that
approximately 5,000 students attend one of SYSD's erght elementary
schools or preschools. Table 1 shows the number of schools within
SYSD in FY 1997-98 and FY 2015-16.

Table 1 - Number of SYSD Schools _
Number of schools | FY 1997.98 | FY 2015-16

. 'Preschools .. -

SYSD is governed by a five—member Board of Trustees (Board), elected
to ‘a four-year term. The. Board adopts policies to govern SYSD and
approves the budget and local control accountability plan.' The
Superintendent is directly responsibl le for the administration of SYSD in
accordance with Board policies. The Chief Business Officer (CBO) has
overall ‘responsibility for maintaining sound fiscal control of SYSD,
accounting for, and reporting all funds to the Board. The Superintendent
and CBO are also responsible for implementing and enforcing
appropriate internal controls throughout the SYSD.

In March 1997, voters passed Proposmon C (PROP C), which
authorized SYSD to sell up to $250 million in General Obligation Bonds
(GO Bonds) to finance the acquisition and improvement of real property
for authorized school purposes. Figure 1 shows the amount SYSD has
borrowed from the approved debt. '

Figure 1: Breakdown of PROP C Funds -

Prop C bonds passed by voters:
§250 mlliian

5142 million

{horrowed) §

Amount SYSD.can stitl borrow
under Prop C

! Required per California Education Code §42127, 52062(b)(2).
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From 1997 to 2015, SYSD issued nine series of GO Bonds totaling
approximately $217 million® comprised of Current Interest Bonds (Cl
Bonds) and Capital Appreciation Bonds (CABs). Specifically,

e Seven bond series were “new’ issue bonds, which resulted in
approXimately $141.5 million deposited in SYSD's Building Fund.

« Two bond series were refunded bond series totaling more than
$75.5 million, which means the bond issuances were used to pay off
outstanding bonds and accumulated (“accreted”) interest. SYSD did
not receive cash from the transactions. '

Cl Bonds typically allow SYSD to pay interest semi-annually until the
bond matures. CABs allow SYSD to borrow for construction and pay it
-back with compounded interest many years later.

Figure 2 shows the total amount SYSD is expected to pay back in GO
Bonds principal and interest from Fiscal Year (FY) 2016 - 2050.

Figure 2: GO Bond Repayment from FYs 2016 - 2050

' -SYSD. will pay back 'ahp_rb;ima’,tél_y' . .
$426.miltion from FY 2016 to 2050 w

438 miillion in
Ciinterest

$10 milfion in.
Cl principal-

In addition to GO Bonds, SYSD also obtained funding for land
acquisition and school construction and improvements using a nen-
voter approved debt instrument known as a Certificate of Participation
(COP)® which provides jong-term financing through -a lease of real
property. COPs function like municipal bonds. However, if the corP
involves a tax-exempt lease then both a lessor and lessee are required.

- Government agencies may establish a non-profit corporation to serve
as the nominal lessor if no other agency or joint powers authority is
available.

In 1998, the SYSD formed the San Ysidro School Public Financing
Corporation (Corporation), a non-profit whose officers are the same
individuals as the SYSD Board Members. Meetings for the Corporation

are held during SYSD Board Meetings.

2 Appendix B of this report contains a detailed fisting of PROP C, GO Bonds issued by SYSD.
3 Monies obtained through a COP do not constitute a public debt; therefore California law does not require voter
approval.
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From 1998 to 2015; SYSD approved six COPs totaling more than $66
million,* also comprised of Cl Bonds and CABs. Spacifically, -

¢ Five of the COPs were "new” issue COPs, which resulted in
approximately $44.9 million to SYSD.

¢ One COP was a refunded COP tofaling approximately $21.5 million,
which means the procéeds ware used to pay off outstanding COPs.
SYSD did not receive cash from the transaction.

Figure 3 slhows' the total amount SYSD is expected to pay back in
COPs principal and interest from FY 2018 to 2050,

Figure 3: COPs Repayment from FY 2016 to 2041

SYSD will pay back approxlghaiglv $62 million
front FY 2016 to 2050; C ’

Dos1s inl!!lah ) e
- . . In.:c&ln- " . -‘ - -

“atgreted’ - ..
< negrast T N

' . .. $1 li‘l“"on'lli' ) < > 536 .5 million ' .
CABpringfpal .- i Ol principal ¥
STl \
’ 523 mitlion in \
Clinterest

A

In an effort to determine the appropriate use for-debt financing and debt
structures and to establish prudent debt management, the Legisiature
enacted Assembly Bill (AB) 2197 to clarify. the reporting requirements
for non-voter approved debt, sffective January 1, 2008. AB 2187 also
amended Education Code (Ed. Code) §42133.5 to prohibit the
praceeds from COPs from being usad for a school district’s general
operations, regardless of the school district’s budget ceriification.

in October 2015, SYSD hired a consultant, _

(B to develop and implement a Facilities Financial Management
and Reporting System to We integrated with SYSD's existing fiscal
system, Specifically, the consultant will track all major revenue and
expenditures for SYSD’s GO Bonds, COPs, and State grants.

Appendix A of this report canfains a list of acronyms, abbreviations, and
definitions.

* Appendix C of this report contains a detailed listing of the COPs issued by SYSD since 1998.



Office of Audits & Advisory Services Repart No. A16-005

Audit Scope & The -scopa of the audit includes, but is not iimited to, a review of
Limitations expenditures from proceeds of general obligation bonds issued under

the provisians of Prap C. approved by voters in 1897, and the COPs
series 1998, 2001, 2005, 2007, and 2012. -

~ OAAS found that SYSD financial accounting system did not contain
financial records prior to 2002. Further, OAAS found that records for the
Building- Fund prior to FY 2011 -are not-stored in the system of record.
As such, OAAS questions the Infegrity of these records and was not
able to evaluate Building Fund transactions prior to FY 2011.

This "audit- 'was conducted in conformance. with the International
Standards for the Professional Practice of Internal Auditing prescribed
by the Institute of Internal. Auditors as required by California
_Government Code, Section 1236.

Methodology 'OAAS performed the audit using the following methods:

» Reviewed state laws and regulations, California School Accouniting

. Manusal (CSAM),® San Diego County Office of Education Accounting

Manual, guidelines and best practices related to school districts, and
the adminisfration of GO Bonds and COPs.

B Rév"e}wet_i documentation of internal controls, policies and
", procedures “related to accounting, document retention, budget
controls, bond management, and COP approval processes.

« Interviewed District personnel to identify processes for managing
the bond program, including paying and recordirig expenditures, and
approvat of funding through GOPs.

« Inspected documentation related to the Prop C ballot measure, GO
Bond and COP documents; faciities neads and planning; Board
Meeting Minutes and suppleriental documentation; contracts; and
expenditures from the Building Fund.

" . Conducted limited review of Bullding Fund transactions to verify
whether records appear complete and accurate, including data
reviews of SYSD's vendor master file.

e Conducted limiited reconciliatibn warrants paid frém the Building
Fund to expenditure file provided by SYSD consultant.

o Conducted limited audit testing of SYSD of expenditures; including a
review of documents related to procurement, accounts payable,
escrow, and contracts.

5 Bd. Code §41010 states that California school districts must comply with the CSAM.
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AUDIT RESULTS
Summary Within the scope of the audit, OAAS concluded that SYSD lacks

Facts:

adequiate oversight of the GO Bond proceeds and expenditures, and
does not have an adequate progcass for approving COPs. During our
review, OAAS found a number of errors which resuited from
inadequate Board oversighf and questionable management practices

over SYSD.
" Specifically, OAAS fourid that SYSD's prior administration failed to

implement a strong system of interhal controls and may have illegally
destroyed documents to hide the extent of their mismianagement. Also,
they withheld information and failed to sufficiently educate the Board
on a number of issues related to Building Fund expenditures and the
issuance of COPs, mismanaged 8YSD's Building Fund, and other
school assets and-did riot provide public transparency over tax payer-
monhey. ' e

Further, ' it appears that the Board comipletely disragarded their
fiduclary duty to govern SYSD and failed to hold SYSD administrators
accountable far complying with laws, regulations, and Board policy.
The Board alse appears to have approved numerous questionable
transactions. and several complex Iong-term debt instruments' without
sufficient knowledge, expertise, or public fransparency.

inadequate Board oversight and management practices significanttly
increases the likelihood of non-coppliance with laws, Tegulations and

Board policy, fraud, ‘and ethical violations occurring at sYsD,®
inicluding but not limited to breach of fiduciary duty, bribery; kickbacks;

“and management overrides of existing controls.

Lack of a strong system of internal controls significantly increases the
risk of unsound business practices, improper accounting for and
recording of fund balances, which can result in fraud, waste, and
abuse of tax payer money, misstated financial statements, and fiscal
instability. : S

The exceptions noted and recommendations are included In the body
of this report.

SYSD’s Recent Litigation _ -

In' January 2016, a trial date was set in a suit filed by SYSD against a
former employee, who worked ‘as SYSD's superintendent from 2007
until his resighation ih 2013. The lawsuit filed in 2015, alleges the
Superinterident violated public trust, breached his fiduciary duty, and
committed fraud and government waste related to the separation
agreement negotiated with SYSD when his contract was terminated.

¢ Acszording to the FBI, a former SYSD Superintendent pled guilty in federal court to deprivation of benefits ‘for
political contributions in August 2014, One SYSD Board member also pled guilty to a misdemeanor charge of
periury related to receiving gifts from contractors.
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.Finding L:

State law requires the reimbursement of any severance money paid
out by school disricts to an employee who is convicted of a crime
involving an . abuse of office. The lawsuit against the former

. Superintendent also alleges the District's lawyer at the time, was

presént. while the deal was being worked out between the former
Superintendent and three Board members.

In- 2015, -SYSD sued its former legal counsel for malpractice for
allegedly falling to -inform that school board of potential settiement
offers during a case and for breach of its fiduciary duty to SYSD.
SYSD also filed a State Bar complaint against the firm.

The {aw. firm settled the case for $2 million at the first mediation
between the parties, before any depositions were taken or binding
arbitration ‘sessions. started, SYSD received a net payout of over $1.8
million after paying ottside legal fees.

Recent Changes to SYSD Board and Administration

In FY 2014-15, SYSD received a Negative Certification on its First
Interim Report and a Qualified Certification for its Second interim
Report. Further, thé San Ysidro Education Assaciation went on strike

- ip. Oct_olqpr 201 4

in' July 2015, the Board hired a new Superintendent and in Ssptember
2015, they hired a Chief Operating Officer to-act as the Financial
Custodian of the District, In addition, four new members were elected
to SYSD's Board. According to current administrator, the current
Board and administration setfled with the San Ysidro Education
Assoclation and in FY 2015-16 the District received its first Positive
Cartification for-any Inteyim Reports in nearly eight years.

Poor ‘Fiscal -Control and Lack of Adequate Governance and
Oversight of SYSD ,

During the auidit, OAAS found that former administrators maintained
peor control over SYSD's business and fiscal services. Also, the Board
granted " administrators with blanket authority to manage SYSD.
Further, the' San Diego Office of Education (SDCOE), which has
oversight responsibllities for SYSD, appears to have failed to.conduct
a review of SYSD deficiencles.

Former SYSD Administrators Maintained Poor Fiscal Control
Over SYSD ~ According to the curreht SYSD administrators, prior to
November 2015, SYSD lacked formalized accounting policies and
procedures. In addition, accounting staff had not received any
formalized fraining or job manuals, and were unaware of the CSAM
before late 2015.
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In January 2014, the Fiscal Crisis.and Management Assistance Team’
- (FCMAT) conducted an Organization and Staffing Review of SYSD
and found that: . ' -

e After hiting the Assistant Superintendent of Business. Services
{also khown as the CBO) three ysars éarlier, SYSD eliminated the
Diractor of Fiscal Services, Director of Purchasing, and Diregtor of
Maintenance, Operations, and Transportation and moved the
regponsibilities ‘and duties’ formerly handled by those positions to

the'CBO. -

e SYSD's Business Services Division lacked policies and
procedures. FCMAT recommended that SYSD develop Business
Services ‘policies and procedurés manual, and develop- desk
manuals for all positions in the Business Services area. -

-

OAAS. also found that over the fast six years, SYSD's finaincial
statements includad findings againét SYSD, such as going concern
issues, improper year end closing; and insufficient internal controls,
over purchasing and fixed assets. Most recently, auditors found that
SYSD's financial statements contained a material misstatement due to
SYSD's ornission of journal entrigs related td the issuance of a GO
Bond. Auditors reported concems related to the District's inability to
meet its financial obligations, an increased risk of fraud, and material
misstaternent of fund balances, '

Despite these issues, GO Bond and COP documents show SYSD
reported conformance with generafly accepted accounting principles in
" accordance with the policies and procedures of the GSAM.

Ed Code §41010 states that California school districts must comply
with the CSAM.

Lack of Appropriate Governance by SYSD Board - Based on our
reviéw, OAAS observed that past Boards granted superinteridents with
blanket authority to make significant decisions for 8YSD, including
some Issties that the Board is legally requited to overses.

According fo current SYSD administrators, a superintendent's. contract
should fully express-all righits, responsibilities, and obligations of the
position. As such, the Board should not grant a supérintendent with
blanket authotization over school district operations. I

SDCOE Lacked Oversight of 8YSD — Though numerous audit
reports identified significant deficiencies in SYSD internal contrals, the
SDCOE did not appear to have conducted a review of SYSD's
expenditures and internal controls.

7 BCMAT is designed to help Californias local educational agencies fulfill their financial and management
responsibilities by providing fiscal advice, management assistance, fraining and other related school business
services.

|
|
!
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Finding it:

Finding Ii:

Ed. Code §1241.5(b) states that at any time, the county
superintendent niay audit a.school district's expenditures and internal

. confrols if they have reason to believe that fraud, misappropriation of
-funds, or_other illegal fiscal ‘practices have. ocgurrad. . The county

supermtendent shall report-the findifigs and recommendatlons fo the
schoof's. board mthrn 45. days of compleimg their review. :

) State Laws and Regulations for Retent:on and’ Dastruction of
. Public Records were Violated by SYSD

OAAS found that-until laté 2015, $YSD ldcked pdhcnes and proceduras

- for-récord retentlon and destrunﬂon in"accordance with state laws: and

regulations. . . :

- Speclfrcaliy, the State Records Management Act (Government Code

Sections  12270-12279) -addresses the . creation, utilization,

" maintenance, retention, preservation, and’ d:sposal of -state records;

and directs' agencies to establish -ahd maintain a records retention
schedule that details the public records the agency will keep, how.the
records will. be managed, and how the agency will legaily dispose of

- non-permanent records.

Prior SY'SD' administrators ordered staff to destroy procurement

. racords after three ysars and accounts payable records after five

years. Staff were not aware of the State laws and regulations related
to record retention.

OAAS found SYSD Inconsistently destroyed documents. Spacifically,
during audit work, OAAS identified documents that SYSD should have
‘destroyed based on interviews with District staff. As a result, SYSD

" could . face potential liability related to premature desfruction of

records.

In addition, OAAS found that SYSD lacks an organized filing system.
As 4 result, SYSD was unable to locate several key documents that
SYSD should have retained; including supporting documentation for
the 1998, 2001, and 2007 COPs and 2012 GO Bond issuances,
supplemental dodumentation for Board Meeting Minutes 1997~2004
facllity needs assessments, and project prioritization schedules.

Further on September 8, 2011, the Board approved the destruction of
215 boxes of documents; however, Board Minutés do not contain a
fisting of documents destroyed

According fo Ed. Code §35250(d), the governing board of every schoo!
district shall make or maintain such other records or reports as are
required by law,

iltegal Destruction of SYSD Documents

OAAS determined that past District employees may have been
Involved with the unauthorized destruction of SYSD records. On July
11, 2013, SYSD Board Members addressed allegations that several
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Finding IV:

school district records ‘had been buried on school property. According
to the Board Minutes, SYSD-would hold an internal investigation and
cooperate with law enfarcement to determine any misconduct by
current or former employees. )

According to current-SYSD adiministrators, though witnesses ohserved
former and current employees burning District records, an
investigation was not conducted, accounting of items destroyed was
not completed, -and there was- no contact made with local law

-enforéament. According ta current SYSD administrators, SDCOE was

notifled of the incident, though-it is. unclear what action was taken by
SDCOE, : .

Ed. Code §1241.5(b) states that at any time, the county
superintendent may.audit a school- districts expenditures and internal
contrals if they have reason to believe that fraud, misappropriation of

_ funds, - or: other illegal fiscal practices have occurred. The county.

supetintendent shall report the findirigs-and recommendations to the
school's board within 45 days of completing their review. Furthermore,
if ‘the county superintendent determines that there is evidence that
fraud or ‘misappropriation of funds has occurred, then Ed. Code
§42838(b). states that the county supetintendent should notify the
school district’s governing board, State Controller, and local district
attorney. '

8YSD Board Negligence and Disregard of Fiduciary Duty
Resulted In Improper Approvals of Expenditures from the
Building Fund o -

OAAS. noted that past District Boards were negligent in performing
their due diligence and- disregarded their fiduciary duty to- govern over
SYSD. This resulted in approving expenditures from.the Building Fund
for purposes other than those listed in the PROP C ballot measure.

For example, Board Meetings Minutes for May 8,,1997, documented
one Board Member's -concern that insufficient information was
provided to the Board on the faw firm selected for general operation
over bond projects, and she requested in the future administration
provide backup information. Despite the lack of support, the Board
approyed the confract unanimously. - N

In another-example, Board Meeting. Minutes for September 13,2012
documented the - Board President's concern that the Board " had
insufficient Information and knowledge about GO Bonds and CABs.
The President stated that the Board should have received sufficient
information before making key decisions.

In addition, OAAS found the Board approved expenses far
administrators and staff to attend training and travel to conferences
funded by the Building Fund. Specifically: :



Office of Audits & Advisory Services : Report No. A16-005.

Finding V:

Finding VI:

* On January 24, 2013, the Board approved SYSD's request to
.spend up to $10,500 from the General and Building Fund to send a
District office employee fo a leadership academy.

¢ On March 14, 2013,’,t_he Board approved SYSD's request to spend
up to' $5,000. from the .Child Nutrition and Building Fund to send
four Dlstnct offi ce employees to a conference

OAAS found that the PROP C ba!lot language was overly broad and

. described general improvements that might be completed at any or all

of the scheols-in SYSD. The ballot measure stated funds-would be
used to acquire or liprove property for schoal purposes only.

SYSD . Administrators’ CIréumvented Board Approvals and

.. lllegally Entered into Contracts and Approved Change Ordsrs on
Behalf of 8YSD -
- OAAS observed that cne vendor’s file contamed a note staling that the

prior CBO had directed staff not to forward change orders from the

. Gonsuitant to the Board.

Based on a review of Board Meeting Minutes and accounts payable
documents, it appears that SYSD administrators withheld contract

“amendments and a number of changé orders from Board review.

Further, OAAS. found that the formier -CBO signed contract
amendments and change orders, and authofized payments. As a

-result, SYSD made several payments and entered into coritracts that

were not Board approved,

According to Ed. Code §35231, any contract or appointment obtained
from the governing board of any schodl district by corrupt means is
void.

Lack of Accountability and Oversight of the SYSD Building Fund
OAAS found a number of issues related to SYSD oversight of the
Building Fund:
Poor Budget Processes - Budget amendments for the Building Fund
did not includé information refated to the nature of the transaction. For
instance, OAAS identified -a budget amendment with no description
and justification of such fransaction. Instead, the name of the
employee requesting the update was recorded. Entries fo the Bullding
Fund did not always include a reference to a project, vendor, or other
identifying information.

Improper Interfund Borrowing — SYSD borrowed approximately $18
million from the Building Fund, and failed fo transfer approximately
$6.1 million back into the fund. Interfund fransactions did not
consisteritly reference the corresponding fund. SYSD used restricted
bond funds to cover payroll expenses and transfer cash to other funds.
SYSD failed to repay the Building Fund in the same fiscal year,
resulting in non-compliance with laws and regulations. As a resuil,

10
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Finding Vil:

other SYSD funds may be overstated, and owe the Building Fund

~interest. - - -

. Ed. Code §42803 provides that moneys héld in any fund or account

may be temporarily transferred to another fund or account for payment
obligations, with certain limitations.

Improper Accounfing of Wire Transfers — SYSD is unable to
determine-the total amount of wire transfers made from the Building
Fund. Further,- SYSD did’ ndt. record wire transfer amounts, dates,
purpose, or payee. Based on audit work, OAAS identified wire
transfers of approximately $346,200 made from the fund.

Poor Controls Over Vendor Master-File — SYSD's Vendor Master
File containéd numerous instances of duplicate- vendor's names.
Specifically, several employees’ names were apparently manipulated
and entered more than once. Far instance, names including and
excluding . middié initlals, and slight modifications on -name spelling.
Also it was noted that SYSD does not perform reconciliations .of the

Veéndor Master File,

Inadequate Tracking of Project Costs — SYSD improperly tracked
the funding-source for project costs. For example, one project budget
to actual reconciiiatioh showed that SYSD improperly recorded costs
paid from the Building Fund totaling $376,914 as being paid from the
Capital Facilities Fund. '

According to Ed. Code §35250(b),/the governing board of every school
district shall - keep an accurate account. of the receipts "and
expenditures, of school moneys. Further, Ed. Code §35250(d) states
that the governing board of avery school district shall make or maintain
such other.records or reports as are required by law.

SYSD Improperly Recorded Expenditures
OAAS found a number of errors in recording and processing paymetits
from the Building Fund including: ' : :

Impréper Recording to Accounting Codes — SYSD charged
expenditures object and school codes that were not applicable to- the
Building Fund. Specifically: S

e SYSD recorded approximately $2 million to improper object codes
for Books and Supplies — Materials and Supplies; and- Non-
Capitalized Equipment, Services and Other Operating Expénses —
Travel and Conferences, and Interagency Transfers Out' — Other
Debt Service-(Principle). S

« SYSD recorded approximately $2.5 million to improper school.

codes typically reserved for District Office expenditures; such as -
Superintendent, data systems, Business Services, and all sites.

"
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improper Recording. of Retention Payments ~ SYSD incorrectly
recorded payments under the bank holding the escrow accounts for
retention payments, rather thian to vendor who received the payments.
- Support.for 17- wairants showed that payments made to a contractor

- TR <o recorded to M-
Payments: for Imperiissible Purposss ~ OAAS found that Prop C
Bond proceeds were not always spent to acquire or improve District
property in ‘accordance-with PROP C. For example, OAAS found that
SYSD. paid - $9,000- from the Building Fund for services related to
-administering: 8YSD's Community Faciities District (CFD) funds.
These -funds are :used to repay COPs. In another example, SYSD
spent approximately $3,600 to send District staff to a conference for
school business officials in Long Beach, California.

Improper -Approvals — OAAS found that the former CBO approved
her-own travel report. The CBO then approved her own request for
reimbursement,  and signed her own reimbursement check for
approximately $958.

Purchase Orders Created After Invoices Received — OAAS found
that SYSDcreated purchase orders after the District had received the
invoice. Far example, one purchase order was dated July 14, 2014
however, SYSD received the invoices on July 1, 2014,

Sarvices Provide by Vendors Do Not Always Agree to Purchase
Orders — OAAS found that descriptions for services on purchase
orders and invoices do not always agres. For example, SYSD
matched an inveice for services related to administering CFDs to a
-purchase order for analyzing redevelopment during FY 2014-15.

Double Payments Made to Vendors — OAAS found SYSD paid a
rating agency twice for services related fo issuing the 2015 Refunding
GO Bond. $pecifically, OAAS found a warrant for $25,000 was paid to
the:agency; and records show the amount was alsa deducted from the
hond proceeds after the bonds were issued.

Fallure to Reverse Cancelled Warrants — OAAS found one warrant
for approximately $82,715 was cancelled; however, SYSD failed to

s reverse the expenditures from the Building Fund. The warrant includes
two payments; $81,750 for services related to the 2012 COPs, and
‘nearly $965 for miscellaneous finance services. Later, SYSD re-lssued
a warrant_for approximately $965. As a result, the Building Fund is
understated by $82,715.

Lack of Supporting Documentation — Support for several warrants
were missing invoices and management approvals. Further, SYSD did
not track ‘or.maintain records of escrow accounts held by SYSD. As a
result,"QAAS found that the prior CBO is still listed as the authorized
contact for at least one bank account.

12




- e _ - ..

AR - S T N -

Office of Audits & Advisory Services : Report No. A18-005.

Finding. VIit:

Finding IX:

Aceording to Ed. Code §35250(b), the governing board of every school

district. shall keep -an accurate - account - -of - the receipis -and

" expenditures of school moneys. Further, Ed. Code §35260(d) states

that the governing board of every school district shall make or maintain

such other records or repoits as are required by law.

lnédequate Processes for Approving COPs
OAAS determined that SYSD lacks adequate processes for issuing

" and providing adequate oversight of COPs as evidenced by the
“following: . ’

Lack of Poficies and Procedures for issuing CORs — OAAS found
that SYSD does not have formal policles and procedures for approving

. COPs; including proper assessment of faciiity needs, appropriate long-

term debt ratios, negotiating costs of issuance and other fees, or
providing information to the public.

OAAS “also found that, while currént Board members knew of the
Corporation, they were not aware of their duties and responsibilities
related the Corporation®. Further, the current Superintendent and COO
did not -know about the -Corporation untl. OAAS requested
documentation during audit fieldwork. Curently, the Corporation
Officers have not been updated to include all current SYSD Board
Members. The prior CBO is-still listed as the Registered Agent for the
Corporation. ' :

Lack of Adaquate Documentation to Demonstrate District Need —
8YSD could not locate facility needs assessments prior to FY 2007 or
for FYs 2008-2010. CAAS is uncertain whether the documents
existed. In addition, though SYSD hired consultants to complete

facilities needs assessments for FYs 2011-2015, the documents failed

to include a detailed valuation of existing facilities.

SYSD did not develop a districi-wide prioritization of facility
improvements based on facility need. As -a result, it is unclear what
information ‘the Board reviewed fo demonstrate SYSD's need for
additional long-term funding. o

Possible ‘[ssues Related to Financlal Advisors and Bond
Underwriters Hired by SYSD to Oversee Long-Term Debt
Issuances

During our review, OAAS identified a number of questionable issues
related to the Financial Advisors and Bond Underwriters that SYSD
used {o issue GO Bonds and COPs. The following issues were noted:

Questionable Use of Consultants — OAAS found that SYSD utilized
consultants for a number of services that appear to present a conflict
of interest, Audit work found that since 2011, SYSD coniracted with

to provide a number of services related to developer

® The San Ysidro School Public Financing Corpotation.
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Finding X:

. unanimously approved

fees; facilifles planning and demographics; financial advisory services,
and .special tax/assessments, il also provided services for GO
Bonds and COPs,

Fee justification studies, capacity analysis, and facility assessment
needs must be completed before a school district can decide on the
amount of-funding needed. Further, consuitants’ charges for issuing
debt is often tled fo total amount of debt issued. SYSD hired the same
consultant to perform the aforementioned services and to overses the
issuance-of GO Bonds and COPs. OAAS questions whether hiring the
same -consultant to perform those services was in the best interest of
sysD. . :

Presentations to SYSD Board on GO Bonds Issuances Contained
Inaccurate Information ~ Board Minutes for March 12, 2015 show
that the Board heard & presentation from a potential Bond Underwriter
for the GO Bornds and GOPs, . According
to the présentation, JlMinformed the Board that SYSD would refund
all'CABs from the GO Bond Series F. Subsequently, the Board
as the Bond Underwriter after the

presentation.

However, CAAS reviewed SYSD documents and found that the 2015
Refunding GO Bond Series did not include all CABs from Series F.
Specifically, the CABs maturing in 2041; which will result in the
$581,000 in principle and $13.6 million-in interest at the band's
maiturity. Based on supporting documentation it was uriclear the Board
was informed- that SYSD would not refund all CABs from GO Bond
Series F.

2015 Refunding GO Bond Debt Schedule Inciudes Questionable
Interest Payments — A. review of the 2015 GO Bond debt service
schedule included two questionable payments for interest in FYs 2016
and 2017, Specifically, annual debt service for each year is $520,750;
however, there is no principal or coupon rate that supports those
amounts. OAAS.questians whether these paymenis are correct.

8YSD's Lacks Public Transparsncy of GO Bond and COP
Management Programs - , L
in 1997, a SYSD_employee and the SYSD Parent-Teacher
Association's (PTA) i created the non-profit organization
called Yes on “C’, Yes for Students to support PROP C. The
organization circulated flyers to the public before the proposition
passed that included specific projects. Specifically, the fiyers stated
that bond proceeds would go towards faclifies (buildings and
equipment) not for salaries and administration.

OMS found that while SYSD’s GO Bonds and COPs included the

purpose of the funds, SYSD did not present the public with a list of
projects, facility priorities, or estimates of project costs.
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OAAS alse found that the PTA gisiiiiillrequested SYSD set up an
oversight committes to. monitor. how thie bond money- would be spent in
March 1997. However, the SYSD Board disregarded R request.

Finally, a review of SYSD's website'showed. that SYSD posted no
information related to-approvals of COPs on its website. - -

Ed, Code §16284(é)"réquires sc’hboi_ governing boards to appoint
citizens to a bond -oversight committee. However, this law was not
passed until 2000.- - - . - 7. - .

Recommendations: 1. To ensure proper oversight and governance, sound fiscal contral,
: - and properly accounting for and_reporting of SYSD funds, the
Board ghould: -~ - - 777 o
a. Oversde development and implementation of a strong system
of internal eontrols; formal policies and procedures, and sound
business practices thyoughout SYSD. '

b. Hire an independent, experienced firm to_conduct a forensic
audit of Building Fund revenue and expenses. :

c. Implement a Bond Oversight Committee to monitor SYSD's use
of remaining bond proceeds. : : .

. Office of Audits & Advisory Services )
Compiianea g Rel[ability Efectiveress chountability ' TranSparency Efﬁcfe’nby'

" VALUE
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Acronymis and Abbreviations

Report No. A16-005.

‘AB -Assembly Bill
Board ‘| San Ysidro Board of Trustees
CAB | Capital Appreciation Bond
‘1 CBO | Chief Business Officeér -
" CFD Community Facilities District
-Cl Bond .|. Current Interest Bond " .
COPs | Certificates of Part;clpatlon
. | Corporation ‘San Ysidro Schoo! Public Financ cing Corporatmn
1 CSAM California School Accpunting Manual .
‘FCMAT ‘| Fiscal Crisls and'Management Assistarice. Teany -.
|LEPPC  California Fair Political Practices Cc:mmlss}on
GO Bond . | General Ohligation Bond.
PTA .| Parent-Teacher Association --
SDCOE. .| San Diego County Office of Education
SYSD. . | San Ysidro School District -

Definitions
r

Accreted Inferest — Accumulated interest that is compounded over time.

Bond — A certificate containing a written promise to pay a specified sum of money, called the
face value, at a fixed time in the future, called the date of matirity, and specifying interest at a
fixed rate usually payable periodically.

Bond Measure A method of barrowing employed by school districts to pay for a large capital
investment, used in much the same way as a person who takes out a mortgage to purchase a
home. Slnce 2001, voters in a school district have been able to authorize a local generat
obligation bond f 55% .or more of voters approve It by vote. Before 2001, a two-thirds vote was
required. Districts can choose to seek bond passage with either a two-thlrds vote or a 55% vote
that requires. greater accountability measures. The principal and interest are repaid by local
property owners through an jncrease in property taxes.

Buifdiné Fund — A restricted fund that districts must use only for buildings. The money comes
from sources such as bonds and the sale or rental of property.

: Capital Apprer:iaﬂan Bond (CAB) ~ Also talled Zero Coupon Bonds. CABs are typically sold

at deeply.discounted face value. The schooi district does not make interest payments untif the
bond reaches maturity. However, the school district does track the amount of interest that has
accumulated {"accreted”) éach year. When the bond reaches maturity, the buyer is paid the full
value of the bond and all the intérest earned until the bond matures,

Certificates of Pamcipatfan' (COPs) — A financing technigue that provides long-term financing
through a lease (with an option to-purchase or conditional sale agreement).
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Current.intérest (Cl) Borid ~ Also called Fixed Rate Bonds. The school district pays fixed

Interest on the bond, typically twice a year, untii the bond reaches maturity.

-n'evé?ope_'r-Fées —A charge per square foot on residential and commercial construction within a

school district's geographic boundatigs. These fees, charged to deévelopers of new properties
and-to-property owniers who remodel, are based on the premise that new construction will iead
to more students. Individual school districts declde whether to levy the fees and at what rate, up
to thie miaximum allowed by law. The maximium, adjusted for inflation every two years, is higher
for -Fesidential’ construction than -for commercial.. Districts are required.to substantiate the
financidl impact of new devélopment and how that they have used the revenues to address that
Impact. Procegds are used to build or renovate schools and for portable classrooms. -

Fund — Afiscal.and accounting entity that consists of ‘a numbier-of accounts that record cash
and- ofher financial resources, all related liabilities and fesidual equities or balances, arid
changes therein. A fund sérvés to seéparate the acedunts in it from others ta. carry out specific

* -activities of attain. certain objectives in accord with special fegulations, restrictions, or. limitations.

Firid Bafarice = The différénce bitween assets and fiabiities. Tie fund quity of goverhmental
and frust funds. . . ’ : S

Genaral Obligation Bond (GO Bond) — A form of borrowing. commonly ‘used: to-fund school

facilities; these bonds dre a general obligation of the government agency that issiies ‘them.

Local. GO Bonds, financed by an increase in property taxes, can be used to-rencvate,
reconstruct, and build new facilities, and for certain. new equipment. School districts can seek
cither two-thirds or 55% voter approval; the latter includes additional dccountability-
requirements. ' ' T
Mello-Roos.Community Facility District (CFD) — A portién of a schaol district, often a new
housing developnient that can be' taxed if two-thirds of property owners vote to approve it,
Under Mellow-Roos, praperty owners pay special tax that is not based dirgctly on thie assessed
value'of the property. - .

Objééi ;_,cgi{::"e,_.—_ In schoo! district budgets, object codes are used to classify revenues and
expenditures. For expenditures, it identifies the type of item or services being purcha's.ed. :

Refunded Bonids — A bond-issuance used to pay off ancther outstanding bond: The new bond

will‘ofteri bie issued at a fower rate than the older outstanding bond, -

Rest‘:;'i'cted. Funds — Money the use of which use is restricted by legal requiremenit or by the
denor. - :
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