Oakland Unified School District
Office of the State Administrator
October 29, 2008

LEGISLATIVE FILE
File ID No. 08-2472

To: Vincent Matthews, State Administrator

Board of Education Enactment No.

Introduction Date_ 10-29-08

Enactment Date
From: Roberta Mayor, Interim Superintendent By

Leon Glaster, Chief Financial Officer Consultant

Subject: Paying Off District’s Certificates of Participation (COPs)

Action Requested:

Adoption by the State Administrator of Resolution No. 0809-0063 authorizing the
repayment in full of certain outstanding lease obligations (Certificates of Participation or
“COPs”) directly payable by the District, and to refinance the portion of outstanding
COPs that are related to the loan to Chabot Observatory and Science Center as specified
in said resolution.

Background:

Long term lease obligations are also called Certificates of Participation (COPs) and are
used by school districts to finance capital projects that cannot be financed through the
general obligation bond program. Oakland USD has issued COPs to pay for certain
energy saving modernization projects prior to the approval of general obligation bond
measures. COPs were also issued to pay for portable classrooms to accommodate class
size reduction. The most recent COPs were issued to purchase and install computer
information systems.

Series Issue Final Outstanding Source of Purpose

Date Maturity Repayment

Series G — 6/17/99 8/1/2024 $8,110,000 Payments from | Loan to Chabot Observatory during

Chabot portion Chabot construction

Series G — 6/17/99 8/1/2024 $1,130,000 Facilities Fund | Refinanced prior COPs for CSR and

District portion (Fund 25) energy efficiency projects

Series H 7/15/99 11/1/2014 $6,810,000 Facilities Fund | Refinanced prior COPs for energy
(Fund 25) efficiency projects

Series J 1/8/2002 8/1/2010 $1,335,000 General Purpose | Purchase & installation of BiTech

Fund (Fund 1) | computer system

TOTAL $17,385,000

The credit crunch being felt throughout the world has also had an effect on the District’s
outstanding COPs. Because the COPs are variable rate, the interest rate is determined
each week, depending on market conditions and demand. Historically, variable rate
obligations have allowed the District to pay short term interest rates on long term debt.
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From 2001 through 2007, the interest rate on the COPs averaged from 1.30% to 5.13% a
year. The average from 2001 to today is approximately 3%.

Unfortunately, beginning in June, the interest rates for Series G and Series H have shot
up to around 10%. This is directly related to the credit rating of the bond insurer, Ambac,
who insures the Series G and Series H COPs. Fitch Rating Service downgraded Ambac
from AAA to AA in January and, as a result, the interest on Series G and Series H has
been higher than the interest rate on the Series J COPs, which are not Ambac insured. In
June, Standard and Poor’s and Moody’s also downgraded Ambac from AAA to AA,
increasing the interest rate even higher.

Until the June downgrades, the interest rates the District had been paying on the Series G
and Series H COPs were still attractive and less than what the alternatives would cost.
However, the June downgrades have pushed the interest rate much higher than
reasonable, and the high rates have persisted.

Late in September, the interest rate for the Series J COPs also jumped up to 8%. They
have since backed down to under 4%.

The continued high rates on the Series G and Series H, and the potential for future
increases on the Series J prompted a review of options available to the District regarding
these long term obligations. Options included refinancing to a fixed rate obligation and
paying-off all or a portion of the COPs with funds on hand.

The information above was also presented in the Multiyear Recovery Plan prepared in
May 2008. However, recent developments in the bond markets have changed the
analysis and recommendations.

Discussion:

While interest rates on the COPs were low, the District was able to earn more from
investing the State Loan funds and other capital funds on hand than it had to pay in
interest on the COPs. Now that interest rates have gone up, it is worth reconsidering
whether paying off the COPs with funds on hand, thereby eliminating the interest
payments, is a better option.

Based on review of various options and analysis of future savings, staff recommends the
following:

a. Series J is currently being paid from the General Purpose fund. Using interest
earned in Fund 17 (Emergency Loan Fund), the entire amount outstanding,
$1,335,000, can be paid off. This will save the General Fund interest costs of
$60,000 to $130,000 a year over the next two years. This savings in future
interest costs is greater than the interest that could have been earned if the
funds had remained in Fund 17.
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b. Series G & H (excluding Chabot obligation) is currently being paid from the
Capital Facilities Fund (Fund 25). Using funds currently available in Fund 25,
plus a loan from Fund 17 the District portion of Series G ($1,130,000) and all of
Series H ($6,810,000) can be paid off. The total to be paid off is $7,940,000.
There is currently $4,500,000 available in Fund 25. The additional $3,440,000
can be borrowed from the Emergency Loan Fund, Fund 17, and repaid over the
next two years. Fund 25 will repay $1,220,000 in 2009-10 and $1,220,000 in
2010-11. This will save Fund 25 interest costs of $300,000 to $700,000
(depending on interest rate assumptions) a year over the next two years.

¢. The remaining portion of Series G, the Chabot portion, can be refinanced as a
fixed rate obligation. Chabot will continue to reimburse the District for payments
on the new obligation. The District’s financial advisor is seeking lease providers
to identify the lowest interest rates possible. The actual refinancing will require
separate Board approval at a future Board meeting.

Fiscal Impact:

The fiscal impact is a net savings to the District over the next several years. Because the
interest rate costs are now greater than the interest that could have been earned, the net
difference is positive for the District. The variable nature of the interest rates on the
COPs makes an exact savings impossible; however current market conditions have
interest rates on the Series G and Series H at 9%, while the interest rate on Series J is
3.60%. The Emergency Loan Fund is earning interest at 2.75% and decreasing based on
the current Fed interest rate reductions. Thus more is being paid in interest on the COPS
than is being earned on the Loan. Although it is not known how long these market
conditions will persist, it is prudent to pay off the COPs at this time.

Recommendation:

Adoption by the State Administrator of Resolution No. 0809-0063 authorizing the
repayment in full of certain outstanding lease obligations (Certificates of Participation or
“COPs”) directly payable by the District, and to refinance the portion of outstanding
COPs that are related to the loan to Chabot Observatory and Science Center as specified
in said resolution.

ATTACHMENT
COP Repayment Analysis
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By:

RESOLUTION
OF THE
GOVERNING BOARD'
OF THE
OAKLAND UNIFIED SCHOOL DISTRICT
No. 0809-0063

REPAYMENT IN FULL OF CERTIFICATES OF PARTICIPATION DIRECTLY PAYABLE BY
DISTRICT AND TO REFINANCE OUTSTANDING COPS RELATED TO LOAN TO CHABOT
OBSERVATORY AND SCIENCE CENTER

WHEREAS long term lease obligations, also called Certificates of Participation (COPs),
are used by school districts to finance capital projects that cannot be financed through the
general obligation bond program.

WHEREAS the Oakland Unified School District (the “District”) has issued COPs to pay
for various capital projects, including certain energy saving modernization projects prior
to the approval of general obligation bond measures, portable classrooms to
accommodate class size reduction, and most recently the purchase and installation of
computer information systems.

WHEREAS the District’s COPs have a variable interest rate that is determined each
week, depending on market conditions and demand.

WHEREAS historically, variable rate obligations have allowed the District to pay short
term interest rates on long term debt. The average has been approximately 3% over the
life of the COPs.

WHEREAS beginning in June, the interest rates on Series G and Series H COPs have
risen rapidly and is now approximately 10%. This increase is directly related to the

downgraded credit rating of the bond insurer Ambac, which insures the District’s Series
G and Series H COPs.

WHEREAS in late September 2008, the interest rate for the Series ] COPs rose to 8%.
Currently, the rate is under 4%.

' Governing Board means the Superintendent of Public Instruction or his designee, the State Administrator,
pursuant to Senate Bill 39.



WHEREAS when interest rates on the COPs were low, the District was able to earn
more from investing the State Loan funds and other capital funds on hand than it had to
pay in interest on the COPs. Now that interest rates have increased, the District must
consider paying off the COPs with funds on hand, thereby eliminating the interest
payments on COPS.

WHEREAS the continued high rates on the Series G and Series H COPs, and the
potential for future increases on the Series J COPs prompted a review of options available
to the District regarding these long term obligations.

WHEREAS Series J is currently being paid from the General Purpose Fund. Using
interest earned in Fund 17 (Emergency Loan Fund), the entire amount outstanding
($1,335,000) can be paid off. This will save the General Fund interest costs of $60,000 to
$130,000 a year over the next two years. Savings in future interest costs will be greater
than the interest that could have been earned if the funds had remained in Fund 17.

WHEREAS Series G & H COPs (excluding Chabot obligation) is currently being paid
from the Fund 25 (Capital Facilities Fund). Using the $4,500,000 currently available in
Fund 25, plus a loan of $3,444,000 from Fund 17, the District portion of Series G
($1,130,000) and all of Series H ($6,810,000) can be paid off. The total to be paid off is
$7,940,000. The $3,440,000 to be borrowed from Fund 17 can be repaid over the next
two years. Fund 25 will repay $1,220,000 in 2009-10 and $1,220,000 in 2010-11. This
will save Fund 25 interest costs of $300,000 to $700,000 (depending on interest rate
assumptions) a year over the next two years.

WHEREAS the remaining portion of Series G ($ 8,110,000), the Chabot portion, can be
refinanced as a fixed rate obligation.

NOW, THEREFORE, BE IT RESOLVED that the Board authorizes the repayment in
full of Series G, H &J COPs outstanding lease obligations (Certificates of Participation
or “COPs”) directly payable by the District, and refinancing that portion of outstanding
COPs that are related to the loan to Chabot Observatory and Science Center.

[ hereby certify that the foregoing is a full, true, and correct copy of a Resolution passed
at a Regular Meeting of the Governing Board of the Oakland Unified School District held
October 29, 2008.

Vincent Matthews

State Administrator
Oakland Unified School District

ATTEST:

Edgar Rakestraw, Jr.
Secretary, Governing Board
Oakland Unified School District
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