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FISCAL CRISIS & MANAGEMENT
ASSISTANCE TEAM

June 17,2020

Paul Gothold, Superintendent

San Diego County Office of Education
6401 Linda Vista Road

San Diego, CA 92111

Dear Superintendent Gothold:

In February 2019, the San Diego County Office of Education and the Fiscal Crisis and Management Assis-
tance Team (FCMAT) entered into an agreement to conduct an AB 139 extraordinary audit of the Sweet-
water Union High School District to determine if fraud, misappropriation of funds or other illegal fiscal
practices may have occurred. Based on discussions with the county office the work performed under the
agreement includes the following:

1. Review the district’s use of Mello-Roos proceeds for internal borrowing including interfund
borrowing practices for fiscal years 2016-17 through 2018-19 and the authority to make such
borrowing.

2. Review budget entries identified in FCMAT’s December 17, 2018 Fiscal Health Risk Analysis
and evaluate the potential for possible manipulation of the district’s 2017-18 budget through
the use of unsubstantiated budget entries.

3.  Review 2017-18 payroll transactions to determine if a correlation exists between general
ledger posting and suspected understated budget. Review of the process and internal
controls related to posting payroll transactions to the general ledger.

The attached final report contains the team’s findings and recommendation. FCMAT appreciates the op-
portunity to serve you and extends thanks to all the staff of the San Diego County Office of Education and
Sweetwater Union High School District for their cooperation and assistance during fieldwork.

Sincerely,

Michael H. Fine
Chief Executive Officer

Michael H. Fine « Chief Executive Officer
1300 17th Street — City Centre, Bakersfield, CA 93301-4533 - Tel. 661-636-4611 - Fax 661-636-4647
www.fcmat.org
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INTRODUCTION., Background

Introduction

Background

The Sweetwater Union High School District is located south of San Diego near the southern border of
California and serves approximately 40,364 students in grades 7-12 at 29 school campuses. Leadership of
the Business Services department was consistent until the longstanding chief financial officer, the position
serving as chief business official, retired after serving in the district for approximately eight years. To fill the
vacancy, the district promoted the director of fiscal services into the chief financial officer position (referred
to in this report as the CFO) and the former budget analyst into the director of fiscal services position (re-
ferred to as the director), both of whom retired in August 2018. In August 2018, a replacement (current CFO)
was seated. Significant budget and related fiscal concerns came to light after the replacement (current)
CFO was seated, during the preparation of the district’s unaudited actuals.

The district’s original 2018-19 adopted budget and accompanying multiyear financial projection submitted
June 22, 2018 were disapproved by the San Diego County Office of Education (county office). In a letter dated
September 18, 2018, the county office required the district to provide a revised adopted budget that con-
tained revisions necessary to maintain fiscal solvency and meet its reserve requirements by October 8, 2018.
The deficiencies in the district’s 2017-18 budget were so significant that the district’s fiscal health became
compromised to the point of fiscal distress. Consistent with the 2018-19 Budget Act, disapproval of a district
budget by the county superintendent is one of the triggers for FCMAT to conduct a Fiscal Health Risk Analysis
(FHRA). In September 2018, the district entered into an agreement with FCMAT to conduct an FHRA.

The FHRA is a high-level analysis of key systems and processes that, when deficient, most commonly con-
tribute to the decline in a district’s fiscal health and potentially the need for state intervention. The results
of the FHRA are intended to help the district and the county office focus on the deficiencies that present
the greatest vulnerability to the deterioration of fiscal health.

During FCMAT’s work on the FHRA, several concerns were identified relative to the district’s ongoing
borrowing from Mello-Roos funds maintained in the capital projects fund for blended component units
(Fund 49). The district developed an ongoing and increasing dependency on internal borrowing from this
fund to cover cash deficiencies in other funds. Increasing frequency and volume of these borrowings raised
questions as to the district’s ability to repay the outstanding balances in compliance with Education Code
Section 42603.

Questions were also raised about budget revision entries that appeared to reduce budgeted expenditure
projections in the 2017-18 fiscal year budget, primarily in the area of salaries and benefits. District personnel
were unable to locate sufficient documentation supporting the budget reduction entries made to the 2017-
18 budget and to develop the 2018-19 budget, calling into question the legitimacy of the district’s financial
position as presented by the former business administration. FCMAT’s FHRA report further identified con-
cerns relative to the timeliness of posting payroll transactions to the district’s general ledger.

The dramatic shift in the district’s financial position and the findings in the FHRA report raised questions as
to potential intentional manipulation of the district’s budget and financial position. As a result, in December
2018, the Fiscal Crisis and Management Assistance Team (FCMAT) received a request from the San Diego
County Superintendent of Schools for an Assembly Bill (AB) 139 extraordinary audit of the Sweetwater
Union High School District. Under the provisions of Education Code Section 1241.5, on February 1, 2019,
FCMAT entered into an agreement with the county office to conduct an AB 139 extraordinary audit to deter-
mine if fraud, misappropriation of funds or other illegal fiscal practices may have occurred at the district.
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Study and Report Guidelines (AB 139 Audit Authority)

Education Code Section 1241.5(b) permits a county superintendent of schools to review or audit the expen-

ditures and internal controls of any school district in the county if he or she has reason to believe that fraud,
misappropriation of funds, or other illegal fiscal practices have occurred that merit examination. This review
or audit is known as an AB 139 extraordinary audit, or fraud audit. Education Code Section 42638(b) states

that on completion of the fraud audit:

If the county superintendent determines that there is evidence that fraud or misappropria-
tion of funds has occurred, the county superintendent shall notify the governing board of the
school district, the State Controller, the Superintendent of Public Instruction, and the local
district attorney.

The purpose of a extraordinary audit is to determine if sufficient evidence exists that fraud, misappropria-
tion of funds, or other illegal fiscal practices may have occurred, and to document the findings for referral to
the local district attorney’s office and further investigation by law enforcement if needed.

In writing its reports, FCMAT uses the Associated Press Stylebook, a comprehensive guide to usage and
accepted style that emphasizes conciseness and clarity. In addition, this guide emphasizes plain language,
discourages the use of jargon, and capitalizes relatively few terms.

Scope, Procedures and Audit Fieldwork

Fraud audits consist of gathering adequate information about specific allegations, establishing an audit
plan, and performing audit test procedures, often based on sampling of transactions, using the team’s judg-
ment and experience to determine whether fraud, misappropriation of funds, or other illegal fiscal practices
may have occurred; evaluating the loss associated with the inappropriate activity; and determining who was
involved and how it may have occurred. A fraud audit is conducted based on the study team’s experience
and judgment.

Extraordinary audits have many components including: obtaining and examining available original source
documents; corroborating documents and information through third-party sources when possible; inter-
viewing potential witnesses; gaining an understanding of internal controls applicable to the scope of the
work; and assessing factors such as intent, capability, opportunity, and possible pressures or motives.

Allegations of potential fraud were asserted by the county superintendent and are directed toward the for-
mer director and/or CFO seated during the 2017-18 fiscal year. Specific assertions made are that the former
director and/or CFO may have intentionally misrepresented the district’s projected financial position for the
purpose of either:

1. demonstrating financial feasibility to influence the governing board’s decision to authorize
a salary increase that the district could not otherwise afford, and/or

2. acquiring a more favorable bond rating to influence the results or likelihood of a bond sale.

It is further asserted that the district superinendent was or became knowledgeable of the district’s compro-
mised fiscal condition and did not immediately take corrective action.

FCMAT focused on the presentation of fiscal position in the district’s 2017-18 budget, the timing of recorded
payroll transactions in the district’s general ledger and the financial information provided to bond rating
agencies during the same time frame to determine if the concerns raised by the county office were valid.
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The team conducted fieldwork April 30 through May 2, 2019 and March 3 through March 5, 2020, with
additional offsite fieldwork through the end of March 2020. During fieldwork, FCMAT conducted interviews,
collected data, and reviewed documents. FCMAT interviewed county office staff, district administrative per-
sonnel, both past and present district office staff and external contractors to obtain an understanding of the
district’s general business practices and events that transpired during the period under review, including
any alleged financial mismanagement, fraud, or abuse. FCMAT was unable to make contact with the former
director of fiscal services. The CFO declined, through her legal counsel, to meet with FCMAT.

During interviews, FCMAT team members asked questions pertaining to policies and procedures; job re-
sponsibilities; budget and financial accounting activities and the internal control structure, including control
activities, lines of authority and oversight of financial activities. Open-ended questions were designed to
elicit information about other possible irregularities related to the scope of work. FCMAT also conducted
interviews with the consultant that provides the district with financial system support services to obtain an
understanding of system design and functionality.

To investigate the allegations, several testing and analytical procedures were developed to provide an
analysis and understanding of the allegations and potential outcomes. FCMAT reviewed, analyzed, and
tested business records including payroll disbursement transaction entries, budget and financial reports,
board policy and administrative regulations, board meeting minutes, and other relevant documents secured
from various departments and from independent sources.

Fraud audit scope, objectives, and substantive transaction testing were based on the team’s experience
and professional judgment and did not include the testing of all available transactions and records. Sample
testing and examination results are intended to provide reasonable but not absolute assurance of the accu-
racy of the transactions and financial activity and/or to identify if fraud, misappropriation of funds or other
illegal fiscal practices may have taken place during the period under review.

Study Team

The study team was composed of the following members:

Marisa A. Ploog, CPA, CFE, CICA, CGMA Roberta Montalbano

FCMAT Intervention Specialist FCMAT Intervention Specialist
Lori Raineri, President Laura Haywood

Government Financial Strategies FCMAT Technical Writer

Sacramento, CA

Each team member reviewed the draft report to confirm its accuracy and to achieve consensus on the final
recommendation.
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Occupational Fraud, Internal Control
and Fiduciary Duties

Fraud can include an array of irregularities and illegal acts characterized by intentional deception and mis-
representations of material facts. While the board and all employees in the district have some responsibility
for internal control, the superintendent, board, and other key management personnel have a higher ethical
standard, fiduciary duty, and responsibility to safeguard the assets of the district.

Occupational Fraud

Occupational fraud includes asset misappropriation, corruption, and fraudulent financial statements. Oc-
cupational fraud occurs when an organization’s owners, executives, managers, or employees use their
position within the organization to deliberately misuse or misapply the employer’s resources or assets for
personal benefit.

Asset misappropriation includes the theft or misuse of district assets and may take place in the form of
taking cash, inventory, or other assets, and/or fraudulent disbursements. Asset misappropriation is the
largest category of occupational fraud and includes numerous fraudulent disbursement schemes. Corrup-
tion schemes involve an employee(s)/board member(s) using his or her influence in business transactions to
obtain a personal benefit that violates that employee’s duty to the employer or the organization; conflicts of
interest fall into this category. Financial statement fraud is the deliberate misrepresentation of the financial
condition of an organization and includes the intentional misstatement or omission of material information
in financial reports.

Although there are many different types of fraud, occupational fraud, including asset misappropriation and
corruption, is more likely to occur when employees are in positions of trust and have access to assets. Em-
bezzlement occurs when someone who is lawfully entrusted with property takes it for his or her personal
use. Common elements in all fraud include the following:

. Intent, or knowingly committing a wrongful act
«  Misrepresentation or intentional false and willful representation(s) of a material fact

+ Reliance on weaknesses in the internal control structure, including when an individual re-
lies on the fraudulent information

. Concealment to hide the act or facts
« Damages, loss, or injury by the deceived party

This report presents the team’s findings regarding the presence of factors including opportunity, rational-
ization/attitude, and capability to manipulate the district’s budget and falsely represent the district’s finan-
cial position for personal or organizational benefit.

Internal Control

The accounting industry defines the term “internal control” as it applies to organizations, including school
agencies. Internal control is “a process, effected by an entity’s board of directors, management, and other
personnel, designed to provide reasonable assurance regarding the achievement of objectives relating to
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operations, reporting and compliance.” [The Committee of Sponsoring Organizations of the Treadway Com-
mission — May 2013] The reference to achievement of objectives fundamentally refers to an organization’s
work of planning, organizing, directing, and performing routine tasks relative to operations, and monitoring
performance.

An organization establishes control over its operations by setting goals, objectives, budgets, and perfor-
mance expectations. Several factors influence the effectiveness of internal control, including the social
environment and how it affects employees’ behavior, the availability and quality of information used to
monitor the organization’s operations, and the policies and procedures that guide the organization. Inter-
nal control helps an organization obtain timely feedback on its progress in meeting operational goals and
guiding principles, producing reliable financial reports, and ensuring compliance with applicable laws and
regulations.

Internal control is the principal mechanism for preventing and/or deterring fraud or illegal acts. lllegal acts,
misappropriation of assets or other fraudulent activities can include an assortment of irregularities charac-
terized by intentional deception and misrepresentation of material facts. Effective internal control provides
reasonable assurance that operations are effective and efficient, that the financial information produced is
reliable, and that the organization complies with all applicable laws and regulations.

Internal control provides the framework for an effective fraud prevention program. An effective internal con-
trol structure includes the board policy and administrative regulations established by the board and opera-
tional procedures used by staff, adequate accounting and information systems, the work environment, and
the professionalism of employees. The five integrated components of internal control and their summarized
characteristics are included in the table below.

Internal Control Component Characteristics

The set of standards, processes and structures providing the basis for carrying out
internal control across an organization. Comprises the integrity and ethical values of
the organization. Commonly referred to as the moral tone of the organization, the
control environment includes a code of ethical conduct; policies for ethics, hiring and
promotion guidelines; proper assignment of authority and responsibility; oversight by
management, the board or an audit committee; investigation of reported concerns;
Control Environment and effective disciplinary action for violations.

Identification and assessment of potential events that adversely affect the achieve-
ment of the organization’s objectives and the development of strategies to react in a
Risk Assessment timely manner.

Actions established by policies and procedures to enforce the governing board’s
directives. These include actions by management to prevent and identify misuse of
the district’s assets, including preventing employees from overriding controls in the
Control Activities system.

Ensures that employees receive information regarding policies and procedures and

understand their responsibility for internal control. Provides opportunity to discuss
ethical dilemmas. Establishes clear means of communication within an organization

Information and Communication to report suspected violations.

Ongoing monitoring to ascertain that all components of internal control are present
and functioning; ensures deficiencies are evaluated and corrective actions are imple-
Monitoring Activities mented.

The five components of internal control are supported by underlying principles that help ensure an entity
achieves effective internal control. Each of the five components listed above and their relative principles
must be present and functioning in an integrated manner to be effective. An effective system of internal
control can provide reasonable but not absolute assurance that the organization will achieve its objectives.
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Control Environment

The internal control environment establishes the moral tone of the organization. Though intangible, it
begins with the leadership and consists of employees’ perception of the ethical conduct displayed by the
governing board and executive management.

The control environment is a prerequisite that enables other components of internal control to be effec-
tive in achieving the goals and objectives to prevent and/or deter fraud or illegal acts. It sets the tone for
the organization, provides discipline and control, and includes factors such as integrity, ethical values, and
competence of employees.

The control environment can be weakened significantly by a lack of experience in financial management
and internal control.

Control Activities

Control activities are a fundamental component of internal control and are a direct result of policies and
procedures designed to prevent and detect misuse of a district’s assets, including preventing any employ-
ee from overriding system controls. Examples of control and transaction activities include the following:

1. Performance reviews, which compare actual data with expectations. In accounting and
business offices, this most often occurs when budgeted amounts are compared with
actual expenditures to identify variances and followed up with budget transfers to prevent
overspending.

2. Information processing, which includes the approvals, authorizations, verifications and
reconciliations necessary to ensure that transactions are valid, complete, and accurate.

3. Physical controls, which are the processes and procedures designed to safeguard and
secure assets and records.

4. Supervisory controls, which assess whether the transaction control activities performed are
accurate and in accordance with established policies and procedures.

5. Segregation of duties, which consists of processes and procedures that ensure that no
employee or group is placed in a position to be able to commit and conceal errors or fraud
in the normal course of duties. In general, segregation of duties includes separating the
custody of assets, the authorization or approval of transactions affecting those assets,
the recording or reporting of related transactions, and the execution of the transactions.
Adequate segregation of duties reduces the likelihood that errors will remain undetected
by providing for separate processing by different individuals at various stages of a
transaction, and for independent review of the work.

Employees should be regularly trained in what constitutes fraud and how it damages the organization. Em-
ployees should have several avenues for reporting improprieties and should be encouraged not to ignore
warning signs. Risk awareness training about suspicious situations that merit reporting will help create a
districtwide culture that supports appropriate reporting.

The district should also implement common fraud detection methods such as a third-party anonymous tip
hotline, surprise audits or fraud risk assessments. Knowing that someone is checking or could anonymously
report suspicious behavior can deter fraudulent activity.

Fiscal Crisis and Management Assistance Team San Diego COE re: Sweetwater Union High School District 6




OCCUPATIONAL FRAUD, INTERNAL CONTROL AND FIDUCIARY DUTIES Fiduciary Responsibilities

Fiduciary Responsibilities

A fiduciary duty is the highest standard of care. The person who has a fiduciary duty is called the fiduciary,
and the person to whom he or she owes the duty is typically referred to as the principal or the beneficiary.
(Source: https://www.law.cornell.edu/wex/fiduciary_duty)

A fiduciary also may be a person who holds a legal or ethical relationship of trust with one or more other
parties (person or group of persons). In other words, a fiduciary takes care of money or other assets for
another. District board members, administrators and management are examples of those who have fiducia-
ry responsibilities or a fiduciary duty. The Cornell law source cited above further describes several compo-
nents of fiduciary duties, which FCMAT summarizes and applies to districts as follows:

Duty of Care: Before making a decision, collect all evidence and information available. Do your due dil-
igence and review all the information and evidence available — do not just accept the information as it is
presented. Assess information with a critical eye and ask the questions: who? what? when? and where? A
fiduciary’s responsibility is to protect the assets of the district.

Duty of Loyalty: Do not use your position in the organization to further your private interests. Avoid any-
thing that might injure the district.

Duty of Good Faith: Advance the interests of the district. Do not violate the law. Fulfill your duties and re-
sponsibilities.

Duty of Confidentiality: Keep confidential matters confidential and never disclose confidential information
for your own benefit or to avoid personal liability.

Duty of Prudence: Be trustworthy, with the degree of care and skill that a prudent board member, member
of management, or fiduciary would exercise. Prudent means acting with wisdom and care, including exer-
cising good judgment.

Duty of Disclosure: Act with complete candor. Be open, sincere, honest, and transparent. Disclose all finan-
cial interests on Form 700, Statement of Economic Interests.

A system of strong internal control is among the most important aspects of any fraud prevention program.
Superintendents, chief financial officers/chief business officials and other managers are in a position of au-
thority and therefore have a higher standard of care to establish the ethical tone and serve as examples to
other employees. Employees with administrative responsibility have a fiduciary duty to the district to ensure
that their activities are conducted in compliance with all applicable board policies, laws, and regulations.

Management personnel are entrusted to safeguard the district’s assets and ensure that internal controls
function as intended. The internal control environment includes ethical values and integrity displayed by
the governing board and management, as well as the underlying tone established by the organization’s site
administrators. While the governing board and all district employees have some responsibility for internal
controls, the superintendent, CFO and other financial management have a fiduciary duty and responsibility
to manage and oversee the finances of the district and to ensure that the governing board fiscal policies
and procedures are applied and conducted responsibly and ethically and that all laws and regulations are
adhered to.
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Fiscally Accountable School Districts

School districts that wish to manage their finances independent of the county office may apply for either fiscal
independence (Education Code Section 42647) or for fiscal accountability (Education Code Section 42650).
The table below outlines the main differences between fiscal independence and fiscal accountability:

Fiscal Independence (Education Code 42647) Fiscal Accountability (Education Code 42650)

Allows districts to process warrants in categories designated by the
Allows district to process all warrants, except debt service payments, COE, such as vendor warrants and/or payroll warrants, except debt

independent of the county office of education (COE). service payments, independent of the COE.
Approved by the county superintendent of schools and the county
Approved by the Superintendent of Public Instruction. auditor.

Upon receipt of a written application, the county superintendent shall cause a survey to be made of the district’s accounting controls by an inde-
pendent certified public accountant.

Education Code Section 42650 provides the legal basis for a district to issue its own payroll and/or vendor
warrants. With the approval of the county office and the county auditor, the governing board of a school
district may cause warrants to be drawn on the county treasury against designated funds, except debt ser-
vice. The limited approval for independent warrant processing, either payroll and/or vendor warrants, does
not require the approval of the SPI.

The San Diego County Office of Education granted fiscal accountability status to the Sweetwater Union
High School District in October 2007. The district maintained this designation until February 12, 2019, when
the county office revoked its approval based on an independent risk assessment. Once a district is grant-
ed fiscal independence or fiscal accountability, the county office is not responsible for producing reports,
statements or other data relating to or based on payments of the district’s expenses.

While a district may be authorized as fiscally independent or accountable, AB 1200, county office fiscal
oversight, and AB 2756, county office approval of school district balanced budgets in accordance with
criteria and standards pursuant to Education Code Section 33127, continue to apply. Likewise, Government
Code Sections 3540, et al., pertaining to the disclosure and certification of collectively bargained agree-
ments continue to apply. Because the district manages its finances outside the county office financial sys-
tem, the county office’s duties associated with oversight are significantly impacted due to the loss of direct
visibility to financial information.

To ensure that the financial information presented to the county office for review at budget adoption, inter-
im and unaudited actual reporting periods is complete, current and a true reflection of the LEA’s recorded
transactions and financial position, county offices must enhance their review processes. The financial data
provided in financial reports must be verified to ensure it is complete. For example, when an LEA presents
its interim report, the COE should require general ledger exports that tie to the actuals through the report-
ing period presented. The system exports should provide enough detail so that the county office can verify
that beginning fund balances are up to date and/or tie to the district’s audited actuals and that all transac-
tions recorded during the reporting period are included.

Balance sheet activity should be reviewed to determine if asset and liability accounts are being monitored
and outstanding balances are resolved timely; this would include confirming that interfund borrowing is
repaid in compliance with Education Code Section 42603.
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Accounting & System(s)

Most school districts statewide rely on their county office of education for financial system and support
services. Most county offices host centralized financial system software that their districts use to develop
and maintain budgets, process, record and retain employment and compensation data and financial trans-
actions, and prepare financial reporting exports. While the county office hosts the system, district adminis-
tration usually determines and assigns access permissions based on job responsibilities of their employees.

District employees log in to the system for data management, budget development and management and
processing routine financial transaction details. Data is extracted from that system for budget and financial
reporting. Because the financial system is centralized, the county office has access to all financial data,
transactions, and records. This visibility provides for efficient fiscal oversight because original financial
records can be easily accessed, reviewed, traced through the general ledger accounts and verified. Autho-
rization and/or posting controls are often established for many functions. Utilizing a financial system hosted
by the county office enhances transparency and the district’s system of internal control.

Sweetwater UHSD does not utilize the county office financial system to account for all financial transaction
activity. Rather, it chooses to host its own financial system called Truecourse. However, as a condition of
granting fiscal accountability, the county office requires the district to process all payroll transactions using
the county office’s Human Capital Management (HCM) system. HCM integrates with the county office’s Peo-
pleSoft financial system but does not integrate with the Truecourse financial system. As a result, all payroll
expenditure transactions must be posted to the district’s financial system using journal entries, which are
subject to user input error and/or manipulation. The HCM application was implemented by the county office
in January 2017 and the district transitioned to this system in 2017-18. A previous application managed by
the county office also did not integrate with the district’s financial system.

To obtain a greater understanding of the district’s financial system and its functionality, FCMAT spoke with
the system development/support consultant (consultant). The Truecourse financial system was developed
and marketed in early 2000. The system was initially intended to be designed as a wide-range financial
system application. Sweetwater was the first client that invested in licensing the software under the leader-
ship of the CFO seated at that time, who was reported to be extensively involved in the development of the
product.

Interviews with the consultant indicate that after the district was heavily invested in Truecourse the com-
pany folded. Sweetwater owned licensing rights and proceeded to use the software. Initially the district
independently contracted with two members of the original software development team to provide support
for the base product and to develop additional functionality specific to the needs of the district; now only
one consultant supports the application.

The system administration of Truecourse described by the consultant is like most financial system applica-
tions whereby system accesses are assigned to each user based on their roles and responsibilities. Specific
user and administrative rights are controlled by Information Technology department staff and the consul-
tant, who resides outside the United States. The consultant reports having greater involvement with estab-
lishing user accounts and access permissions over the past year.

Access controls limit what each user may see and do in the system. Each user has a unique identification
number that is recorded with all user activity. Access groups are established to define accessible docu-
ments and establish account protections. User assignments determine the functional components of the
system accessible to the user and are attached to access groups. This ensures that users can only use
those system functions connected to each assignment appointed to their user account. Document writ-
ing controls determine the level of access permitted to each user for each assignment and include view,
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edit, and write accesses depending on the user’s job role. Whenever an entry is created it is electronically
stamped with the user ID and the relation to the assignment (e.g., created, approved, etc.) is identified.

Entries recorded in the financial system are based on transaction definitions. Depending on the transaction
type, general ledger accounts will have debit and credit entries based on posting actions. Some account
postings are not visible to the user and take place in the background when an account number falls within
a specified masked range. For example, a user who initiates the payment of a vendor invoice using the ac-
counts payable process does not see the background entries that set up and relieve the liability or post to
cash when the check is ultimately cut; they only see the accounts in which the payment is expensed.

While the permission settings described to FCMAT appear consistent with most financial systems, the
internal control they offer is dependent on the permissions assigned to each individual user. Inappropriate
assignment or lack of monitoring and modification based on changes in employee duties or level of respon-
sibilities diminishes the strengths of these controls. FCMAT did not review or evaluate employee permission
settings; however, weaknesses were apparent during interviews with staff when inquiring about their ac-
cesses and capabilities when working within the financial system. For example, some employees have the
ability to create and approve general ledger entries; no review and/or secondary approval is required.

Users have the ability to post directly to cash (9110) and fund balance (9790/9791); typically system back-
end balancing entries. The system also permits unbalanced entries to post to the general ledger and the
system automatically creates unbalanced entries by deleting invalid account strings and amounts in entries
rather than posting the offset to a suspense account. Posting unbalanced entries to the general ledger
presents a significant challenge in reconciling and is subject to user detection and correction.

Budget and Accounting

Budgeting and accounting are two separate but integrated processes. A budget is a fiscal plan of anticipat-
ed revenue and expenditures. It is developed based on factors that are known at the time it is developed,
including historical activity and trends, along with assumptions or estimates of what is not yet certain.
Budgets should be routinely updated as new information becomes available. Accounting is the recording of
actual financial activity. Effective fiscal oversight requires these two processes to be thoughtfully monitored
and routinely assessed.

The actual financial activity of an LEA is recorded in a general ledger through multiple processes and/or
systems ideally integrated within a financial system. Regardless of the process or system used to record
financial activity, each entry must be balanced with a debit and a credit for financial records to be complete.

Throughout the year the LEA will encumber (reserve) portions of the budget, typically using automated pur-
chase orders and automated payroll encumbrance systems to encumber remaining salary and benefit com-
mitments. When these processes take place in real time, they allow an LEA to monitor the fiscal plan at any
point in the fiscal year by comparing the budget to actual expenditures and encumbrance commitments.
Access to reliable budget balances available for expenditure is greatly diminished when a nonintegrated
system is used if transactions and/or encumbrances are not posted to the general ledger and/or appropri-
ately adjusted in the financial system in a timely manner.

When a budget deficiency occurs, this indicates that either a budget adjustment is needed to increase the
allowable spending commitment or a correction of a recorded transaction is necessary. A budget deficien-
cy serves as a “red flag” that should indicate to those monitoring financial information that further analysis
is required.
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Salary and Benefit Budgets

On average, salary and benefit costs account for more than 85% of unrestricted general fund expenditures
for local educational agencies (LEASs) in California. For this reason, it is imperative that LEAs accurately
manage personnel data, develop budget projections, account for expenditures, and generate reasonable
cost projections for multiyear financial projections; all these functions must be timely. Weaknesses in any of
these areas present risk to the accuracy of an LEA’s financial position.

It is best practice and industry standard for LEAs to develop and maintain a position control system to ac-
count for all board authorized positions and employment data for each employee hired by the district. Each
position authorized should be identifiable by a unique control number and an assigned budget allocation.
Each employee hired by the district should be assigned to a position by full-time equivalent.

The annual cost of salaries and benefits can be accurately projected when a position control system is
properly maintained and used for budget development. Once employment contracts are executed, staffing
is in place and payroll is being disbursed, a reconciliation between three systems (position control, budget
and payroll posted to the general ledger) should be performed. This ensures that:

. salary and benefit costs for all employees receiving a paycheck are assigned to board au-
thorized positions and accounted for in the position control system,

» all board authorized positions (including vacant positions unless expressly frozen) are in-
cluded in the budget, and

. employee payroll is allocated to the proper expenditure budgets.

All new expenditure decisions made by a governing board should be heavily influenced by the LEA’s ability
to afford the additional financial burden either on a one-time or ongoing basis, depending on the nature of
the expenditure being considered. Because LEAs have little influence over securing new revenue sourc-
es, when the costs of a new expenditure cannot be sustained on an ongoing basis, a district must identify
achievable expenditure reductions to offset the cost of the new financial commitment.

While the district uses the county office’s HCM system for processing payroll and also maintains personnel
data in a human resources application called Infor, it was reported by staff and the external consultant that
the data from these systems is not used to develop the district’s salary and benefit budgets.

Budget Encumbrances and Expenditures

As described earlier, a budget is a spending plan. As the district commits to or otherwise authorizes an
expenditure against this plan, it does so by encumbering the commitment. This allows users to know the
remaining budget available for future expenditures.

Actual Expenditures Remaining Budget

Budget — to Date —

Integrated purchase order systems are designed to encumber each transaction. Once goods and/or ser-
vices are received, the district initiates payment through the accounts payable process. When a payment
transaction is processed through the accounts payable system, the budget encumbrance is relieved and
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general ledger transactions are created. Some of these entries are not visible to the user on entry screens;
rather, they are created and are posted in the background.

Unlike other expenditure budgets, salary and benefit budgets are typically encumbered at the beginning
of the fiscal year and adjusted to relieve the related encumbrance as payroll is recorded. Systems for this
process vary depending on the accounting software used by the LEA. In some systems, it is more practical
to cancel all encumbrances for salaries at the time payroll expenditures are posted and to re-encumber the
adjusted amounts for the remainder of the year; this is how payroll encumbering works for the Sweetwater

UHSD.
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Findings

Analysis of Budget and Financial Accounting and
Reporting

FCMAT sought to identify deficiencies in the district’s budgeting practices and a potential correlation in
timing between an understated expenditures budget and delays in payroll expenditure transactions post-
ed to the general ledger during the 2017-18 fiscal year. This could present a budget that erroneously aligns
with actual expenditures and encumbrances, projecting a more favorable financial position by presenting a
higher available fund balance. If that condition was present, further analysis was performed to determine if
it occurred at a point in time where either:

1. the governing board authorized a salary increase that the district could not otherwise
afford; thereby benefiting one or more employee(s), or

2. a potentially more favorable bond rating was issued by an external agency

To determine if the salary and benefit budgets were understated, FCMAT reviewed and analyzed the
certified budget reports for each reporting cycle from July 1, 2016 through October 8, 2019. FCMAT also
reviewed financial projections submitted with the district’s June 23, 2017 Disclosure of Collective Bargain-
ing Agreement (DCBA), which were certified by the superintendent and CFO. FCMAT reviewed the changes
in budgeted expenditures for each reporting period to identify significant changes. FCMAT’s findings are
described in the pages that follow.

Budget and Financial Reporting

FCMAT’s review of the district’s board approved budgets and unaudited actuals financial reports for fiscal
years 2016-17 through 2017-18 indicates that the salary and benefit budgets were not properly revised to
reflect the new commitments; this includes increases in salary and benefit expenditures resulting from ne-
gotiated agreements for all employee groups for 2016-17 and 2017-18.

Numerous factors influence both increases and decreases to expenditure budgets. FCMAT did not eval-
uate assumptions presented at each reporting period to determine if they came to fruition; this includes
proposed expenditure reductions presented in the DCBA to support the cost of the proposed salary agree-
ments. The table below presents a summary of the district’s financial position for the combined general
fund during the above noted period. The full version of this comparison is presented in Appendix A.
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2016-17 2016-17 2016-17 2016-17 2017-18 2017-18

) . 2016-17 2017-18 2017-18 . 2017-18
Adopted First Second Estimated . . . Second Estimated .
. . Audited Actuals Adopted Budget  First Interim . Audited Actuals
Budget Interim Interim Actuals Interim Actuals
6/23/16 12/6/16 3/8/17 | 6/23/17 2/22/18 |  6/23/17 12/7/17 3/12/18 6/22/18 12/5/18
:el“""ease/("e“ease)'“ Fund $ 1,151,205 S (4,862,328) $ (10,204217) $ (5872,311) $ (14,815350) $ 694,802 $ (5321,965) $ (1,924,427) $ (6,137,056) $ (28,699,332)
alance
Beginning Balance $38,361,127 $38,361,127 $ 38,361,127 $38,361,127 $ 36,285100 $ 30,412,788 $ 26,093,901 $ 26,093,901 $ 24,683,517 S 21,469,748
Audit Adjustments $ (2,076,027) $ (2,076,027) $ (2,076,027) $ (2,076,027) $ (5,289,793) $ (3,213,765)
Other Restatements S 665,637 S 665,637
Ending Balance $39,512,331  $31,422,772 $ 26,080,883 $30,412,788 $ 21,469,750 $ 31,107,590 $ 19,361,546 $19,545319 $ 15,332,696 S (7,229,584)
Increase/(Decrease) $ (8,089,560) $ (5,341,889) $ 4,331,906 S (8,943,039) $ 9,637,841 $ (11,746,045) $ 183,773 S (4,212,623) $ (22,562,280)
% Increase/(Decrease) -20.5% -17.0% 16.6% -29.4% -37.8% 0.9% -21.6% -147.2%
L )
T
$ Decrease in Ending Balance 2016-17 vs 2017-18 Adopted S (8,404,741)
% Decrease in Ending Balance 2016-17 vs 2017-18 Adopted -21.27%
f
2016-17 Budget Prior to Salary Increase vs 2017-18 Audited Actuals $ (33,310,467)

-127.72%

Salary and Benefit Increases — Classified and Management

The district’s governing board authorized a 3.75% salary increase for classified and management staff on
December 12, 2016, effective January 1, 2017. Governing board approval of the district’s 2016-17 first interim
budget report and acceptance of the district’s 2015-16 audit followed later that same evening. The order of
presentation of these items to the governing board obscures the significant fiscal impact on the district’s
financial position. The negotiated settlement was approved prior to presenting the impact of changes in the
first interim budget (-$8,089,560), which included an unfavorable audit adjustment of -$2,076,027.

Furthermore, the district did not prepare and submit to the governing board a DCBA prior to board ratifi-
cation to disclose the projected fiscal impact of the salary increase. Additionally, the district did not submit
any disclosures to the county office, which is contrary to statewide practice and the county office’s own
guidance to districts. The failure to prepare and submit a DCBA is also inconsistent with the district’s prior
practice. This violates both Government Code and Education Code (specifics provided in Appendix B).

A DCBA should have been prepared and should have included the projected costs for all employees affect-
ed by the increase including the classified and management settlement. Review of the board agenda item
indicates that only the settlement for the National Association of Government Employees (NAGE) and con-
fidential unit members amounting to $1,546,136 was presented. It is unclear whether that amount reflected
only the impact on the 2016-17 fiscal year or the impact for both 2016-17 and 2017-18. The projected cost of
the California School Employees Association (CSEA) settlement was not presented in the board materials.
The fiscal impact of the settlement for CSEA, as discussed further below, was an additional $2,245,561
($1,062,090 affecting 2016-17 and $1,564,025 affecting 2017-18). No documentation was provided demon-
strating the multiyear impact of the settlement. Because no DCBA was prepared, there was no certification
by the CFO and the superintendent as required by the Education Code.

Appropriate budget revisions should have been made within 45-days of approval as required by Educa-
tion Code Section 42142. The district incorporated a board approved settlement for CSEA into a DCBA
prepared after settling negotiations with certificated bargaining units on June 26, 2017. Review of the
information presented in the DCBA indicates that the calculated cost of the classified settlement affecting
the 2016-17 budget was included in the district’s 2016-17 second interim budget revision approved by the
governing board on March 8, 2017, nearly 85 days after the governing board approved the classified agree-
ment. The disclosure prepared did not appear to include the impact of the increase for NAGE and confiden-
tial unit staff.
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County offices should annually notify districts regarding the above-referenced disclosures requirements
including certifications, timelines for submitting data to their office within 45 days of adopting a collective
bargaining agreement, revisions to the district’s current year budget that are needed as a result of the con-
tract settlement, and the consequences of inaction. The county office should follow up with districts regard-
ing the status of negotiations throughout the year and remind them of the requirements to forward a DCBA
as they approach settlements.

Once the county office receives the disclosure document and copies of the collective bargaining contract
settlement(s), it should immediately assess the financial impact on the district by reviewing updated multi-
year financial projections, if provided, against current financial ledgers, payroll activity reports/summaries,
and any recent interim or budget multiyear projections using currently known budget assumptions to deter-
mine the accuracy of the anticipated adjustments in the disclosure documents.

County offices should also review the actual bargaining unit agreement to ensure that all potential costs
and/or savings are identified in the disclosure document and updated multiyear projections. Questions
should be asked of the district CBO if the financial impact is unclear or if it does not identify how the district
will continue to maintain fiscal solvency in all years.

County offices should validate that the district is correctly accounting for the full ongoing fiscal impact of
the agreement. This would include showing the ongoing effect of the increase in subsequent fiscal years,
which should be demonstrated in a multiyear financial projection. A review of the documents provided to
and reviewed by the county office indicates the lack of a thorough review by the county office. The docu-
ments provided were incomplete and did not demonstrate the impact on the district’s financial position on
an ongoing basis and/or for the duration of the agreement. Specific deficiencies are cited below.

Certificated Salary and Benefit Increases

On June 12, 2017, the district’s governing board approved three-year agreements with the certificated bar-
gaining unit (SEA) and the counselor bargaining unit (SCGA) in which all members received a 3.75% salary
increase retroactive to January 1, 2017. In the same meeting, the governing board also approved the 3.75%
salary increase retroactive to January 1, 2017 for unrepresented management employees. In addition, the
board approved increasing the work year by three days for teachers, counselors, psychologists and assis-
tant principals beginning in fiscal year 2017-18, resulting in an additional salary increase of approximately
1.5%.

The governing board adopted the 2017-18 proposed budget on June 26, 2017, 15 days after the approval

of these negotiated increases. The district prepared a DCBA (Appendix C) that was signed by the CFO and
superintendent on June 12, 2017 and June 13, 2017, respectively. The disclosure erroneously states that

the agreements were going to the board for its consideration at its meeting on June 26, 2017; however, the
governing board approved the tentative agreements for SEA, SCGA and unrepresented management at

its June 12, 2017 board meeting and the DCBA was not included in the board materials presented for this
meeting. Furthermore, the fiscal impact of each agreement in total did not agree with the DCBA, did not
include the cost of the settlement for unrepresented management and significantly understated the project-
ed cost when compared to the impact presented in the DCBA.

The June 12, 2017 DCBA incorporated adjustments for settlements authorized by the governing board for
CSEA and NAGE (classified staff) approved December 12, 2016, six months prior. The faults identified rel-
ative to the public disclosure of collective bargaining are egregious and are violations of Government and
Education codes.

The tables below present a summarized version of the district-prepared DCBA.
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Summary of SUHSD 6-26-17 Disclosure of Collective Bargaining Agreement

CERTIFICATED

Step/Column

Salary Schedule Inc/(Dec)

Other Compensation Inc/(Dec)

Stat Benefits Inc /(Dec)

H&W Inc/(Dec)

Total Compensation Inc/(Dec)

Total Number of Represented Employees
Total Compensation Inc/(Dec) per Employee

CLASSIFIED

Step/Column

Salary Schedule Inc/(Dec)

Other Compensation Inc/(Dec)

Stat Benefits Inc/(Dec)

H&W Inc/(Dec)

Total Compensation Inc/(Dec)

Total Number of Represented Employees
Total Compensation Inc/(Dec) per Employee

COMBINED (Inclusive of Step/Column)
Salaries Certificated

Salaries Classified

Benefits Certificated
Benefits Classified
Total Benefits

Total

LCFF Sources
Remaining Revenue
Total Revenue

Certificated Salaries
Classified Salaries
Benefits

Books & Supplies
Services & Other Ops
Capital Outlay

Other

Total Expenditures

Operating Surplus/(Deficit)
Other Sources & Transfers In
Increase/(Decrease) EFB

Beginning Balance
Ending Balance

Prior to Proposed

Fiscal Impact of Proposed Agreement Total
Agreement
16-17 17-18
$ 160,856,538.00 - S 2,073,789.00 1.3%
160,856,538.00 3,016,060.00 3,031,542.00 $  6,047,602.00 3.76%
160,856,538.00 -
25,656,618.00 481,062.00 964,397.00 $ 1,445,459.00
$ 186,513,156.00 3,497,122.00 $ 6,069,728.00 $ 7,493,061.00
2201 2201 2201
S 84,740.19 1,588.88 $ 2,757.71
16-17 17-18
S 45,877,369.00 - S 380,554.00 0.8%
45,877,369.00 860,201.00 866,973.00 $ 1,727,174.00 3.76%
45,877,369.00 -
10,767,418.00 201,889.00 316,498.00 $ 518,387.00

$ 56,644,787.00

1,062,090.00 $

1,564,025.00 $

2,245,561.00

1507 1507 1507
$ 37,587.78 70477 $ 1,037.84
16-17 17-18
$ 160,856,538.00 3,016,060.00 $ 5,105,331.00 $ 8,121,391.00
$  45,877,369.00 860,201.00 $ 1,247,527.00 $  2,107,728.00
$  25,656,618.00 481,062.00 $ 964,397.00 $  1,445,459.00
10,767,418.00 201,889.00 316,498.00 $ 518,387.00
$ 36,424,036.00 $ 682,951.00 $ 1,280,895.00 $ 1,963,846.00
$  4559,212.00 $ 7,633,753.00 $ 12,192,965.00

2016-17 Board
Approved Budget
Before Settlement

Adjustments related

to Settlement

Other Revisions

Total Impact on
Budget

$ 359,630,823.00
93,482,129.00

3 (73,113.00)
1,284,286.00

$ 359,557,710.00
94,766,415.00

$ 453,112,952.00 $ - § 1,211,173.00 $ 454,324,125.00
$209,571,21600 $  3,016,060.00 $ (2,692,679.00) $ 209,894,597.00
72,068,228.00 860,201.00 26,882.00 72,955,311.00
98,255,550.00 682,951.00 66,755.00 99,005,256.00
31,293,631.00 (4,943,036.00) 26,350,595.00
41,470,818.00 (1,646,217.00) 39,824,601.00
6,746,807.00 9,821,694.00 16,568,501.00
7,208,338.00 2,364,058.00 9,572,396.00
$ 466,614,588.00 $  4,559,212.00 $ 2,997,457.00 $ 474,171,257.00
$ (13,501,636.00) $  (4,559,212.00) $ (1,786,284.00) $ (19,847,132.00)
4,359,507.00 10,300,623.00 14,660,130.00
$ (9,142,129.00) $  (4,559,212.00) $ 8514,339.00 $ (5,187,002.00)
(2) (3)
$  36,285,100.00
$ 27,142,971.00 $  22,583,759.00 S 31,098,098.00

(1)

(1) Classified salary and benefit budgets presented in DCBA prior to settlement were adjusted to remove the effect of the
negotiated increase from the board approved 2016-17 2nd interim budget.

(2) 2016-17 budget adjustments tie to individual DCBA worksheets (Benefits in total) base salaries used for calculations could not be verified
(3) Revisions made to bring revenue and expense budgets in line with estimated actuals accompanying 2017-18 adopted budget
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The table below presents FCMAT’s extrapolation of the negotiated settlement, compared to district certi-
fied financial reports for 2016-17 and 2017-18. This extrapolation excludes revisions included in the Other
Adjustments column of the DCBA, which were noted as revisions to the district’s 2016-17 budget for esti-
mated actuals that accompanied the 2017-18 adopted budget.

2016-17 2016-17 2017-18 Cost of Extrapolated Adopted Budget Actuals
. . 2017-18 2017-18

Before Increase  Projected Cost Increase & Revised Adopted Over/(Under) Audited Actuals (Over)/Under
* of Increase * Step/Col * Totalr P Revised Total? Adopted Budget
Certificated Salaries $ 209,571,216 §$ 3,016,060 S 5,105,331 $ 217,692,607 $ 211,547,863 S (6,144,744) $ 230,931,638 S (19,383,775)
Classified Salaries 72,068,228 860,201 1,247,527 74,175,956 74,001,658 (174,298) 78,711,841 (4,710,183)
Benefits 98,255,550 682,951 1,280,895 100,219,396 107,480,182 7,260,786 117,335,191 (9,855,009)
$ 379,894,994 $ 4,559,212 $ 7,633,753 $ 392,087,959 $ 393,029,703 $ 941,744 $ 426,978,670 S  (33,948,967)

* Source: District prepared Disclosure of Collective Bargaining Agreement
A FCMAT extrapolation based on DCBA projected costs excludes "Other Revisions" provided in the DCBA - for comparative purposes only

FCMAT’s extrapolation uses the base salary and benefit budgets provided in the district prepared DCBA.
No documentation was provided to support the basis of salary and benefit costs prior to the negotiated set-
tlements, and FCMAT did not prepare an assessment to evaluate the accuracy of that base. Furthermore,
no cost analysis and/or disclosure of financial impact was identified for additional negotiated items includ-
ing but not limited to increases in the number of workdays. As such, the potential impact of those compo-
nents of negotiated settlements are excluded from FCMAT’s analysis. FCMAT used an extrapolated rate for
projected statutory benefits based on the district’s calculated rate.

FCMAT did not review the individual rates to verify their accuracy. Significant errors in projected State
Teachers’ Retirement System (CalSTRS) and Public Employees’ Retirement System (CalPERS) obligations
are clearly noted in audit adjustments in the independent audit reports for both 2015-16 and 2016-17 fiscal
years; however, there was no audit adjustment for CalPERS/CalSTRS in 2017-18. FCMAT also noted that the
district failed to budget $2,820,665 in allocated other post employment benefit (OPEB) obligations in 2017-
18 until unaudited actuals were prepared.

Unaudited actuals are not finalized for several months after each fiscal year ends and audits are not final-
ized until December, six months into the new fiscal year. These timing delays also contribute to variances
between budget to actual reports. The failure to address the CalPERS/CalSTRS and OPEB obligations until
after the fiscal year concludes significantly distorts the district’s fiscal position.

Audit findings should not be repeated from one year to the next. The 2015-16 audit finding amounted to

a reduction in fund balance of $2,076,027. Both the district and the county office failed ensure corrective
action was taken so that the finding did not repeat in the subsequent fiscal year. Failure to correct the omis-
sion of these obligations resulted in a repeat audit finding in the 2016-17 fiscal year, reducing the fund bal-
ance an additional $3,213,765. The impact of the 2016-17 audit adjustment was not recognized until March
2018 as the result of a delayed audit.

These omissions resulted in the presentation of a more favorable financial position throughout the 2016-17
and 2017-18 fiscal years as the governing board was considering the approval of negotiated salary increases.

Based on the information in the DCBA, the projected costs of the negotiated settlements in the 2016-17
fiscal year were effective January 1, 2017. As such, only the costs of six months (approximately 50%) of the
settlement would impact the 2016-17 fiscal year; this calculated to $4,559,212 in ongoing costs. The remain-
ing cost of the increase of $4,862,912, plus estimated step/column of $2,770,841, equals new ongoing costs
of $7,633,753 that occur beginning in the 2017-18 fiscal year.

Insufficient supporting documentation accompanied the district’s DCBA, such that only a high-level com-
putation could be performed to evaluate the reasonability of the calculations. FCMAT did not validate the
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pre-settlement base used to calculate the cost projections associated with the agreements. FCMAT found

the June 26, 2017 DCBA submitted to the county office for review to be fraught with deficiencies.

FCMAT observed the following during its review of the DCBA.:

The financial information provided under the Board Approved Budget Prior to Settlement
column was presented as 2016-17 second interim. However, the budget amounts for clas-
sified salaries and benefits did not agree to the second interim report as adopted by the
board in March 2017. FCMAT identified the difference as the projected cost of salary and
benefit increases related to the classified agreement approved in December 2016 totaling
$1,062,089.24, although this was not stated anywhere in the disclosure.

Application of the 3.75% salary increase was based on an unidentifiable salary base of
$160,856,538 for certificated and $45,877,369 for classified employees although budget-
ed salaries in the second interim budget were $209,571,216 and $72,068,228, respec-
tively. This would mean that the salary increases were not applied to a significant portion
($74,905,537) of budgeted salaries. The absence of documentation to substantiate the
projections leaves FCMAT to further question the accuracy of estimated costs for each
settlement.

Additional budget revisions totaling $8,514,339 were presented in the Other Revisions
column of the DCBA and were identified by FCMAT as adjustments for 2016-17 estimated
actuals that were presented in the 2017-18 adopted budget on June 23, 2017. These revi-
sions had a favorable impact on the projected 2016-17 ending fund balance and the 2017-18
beginning fund balance and fully negated the expenditure increases from the negotiated
settlements, resulting in a net increase to the district’s projected ending fund balance

of $3,955,127. However, the district’s June 30, 2017 audited ending fund balance was
$8,943,038 less than presented in the estimated actuals; clearly no savings was achieved.
This significantly distorted the district’s fiscal position.

The DCBA prepared by the district did not present the multiyear impact of the agree-
ments. Government Code Section 3547.5(b) requires the disclosure to cover the term of the
agreement. No multiyear financial projection was provided to demonstrate the impact of
the proposed settlement costs into the 2017-18 fiscal year, let alone for the duration of the
agreement. The district also failed to disclose and include the impact of the settlements
associated with increases for NAGE and confidential units.

The DCBA presented the effect of the increase for the entire general fund and did not
isolate the effect of the increase on the unrestricted and restricted general fund. Had that
analysis been presented, it would have been clear that the unrestricted resources could
not support the ongoing cost of the increase because the entire ending fund balance was
exhausted by the end of the 2016-17 fiscal year. Without significant program reductions, the
increased costs to the district’s unrestricted general fund would have further impacted the
deficit.

Supplemental information in the DCBA was brief at best and did not provide the reader

a reasonable basis for evaluating the disclosure. The supplemental information provided
stated that the salary and benefit increases would be covered using funding from the Local
Control Funding Formula (LCFF). This funding source is directly tied to district enrollment
and student demographics and requires distributions managed through the Local Control
Accountability Plan. In 2016-17 the LCFF funding model was close to full implementation, so
increases in funding were substantially less than in prior years and demand for those fewer
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dollars was high. In the absence of a detailed distribution plan, the ability to cover the costs
of the salary increase through increased funding from LCFF is highly questionable, espe-
cially since the district is experiencing declining enrollment.

«  The impact of the negotiated settlement on other funds, including the cafeteria and adult
education funds, was not disclosed. It can only be assumed that since LCFF funding was
the only funding source identified in the disclosure, other funds would require contributions
from the unrestricted general fund to support the increased costs, further increasing the
general fund deficit.

The district failed to properly disclose negotiated settlements in compliance with Education and Govern-
ment codes. The CFO and the superintendent failed to certify the affordability of all negotiated settlements
and the county office failed to identify, effectively evaluate and comment on the lack of disclosure and
deficiencies of the disclosures.

Salary and benefit budgets presented in the 2017-18 adopted budget did not reflect any change sufficient
to indicate that the second portion of the negotiated salary increases was incorporated into the 2017-18
adopted budget. At a minimum, if the base used for the calculations was accurate, the additional six months
would have increased salary and benefit costs an additional $4,862,912. Furthermore, the additional costs
associated with step and column of approximately $2,770,841 were excluded from the 2017-18 adopted
budget. Only increases associated with benefits were notable and were most likely associated, at least in
part, with the CalPERS/CalSTRS recognition that had been neglected in the two preceding fiscal years.

The following table presents the district’s financial conditions prior to the negotiated settlements and each
certified budget report through 2017-18 audited actuals.

2016-17 2nd
2016-17 2016-17 Interim Budget 2016-17 Actuals
Before Increase  Projected Cost Revised for Estimated 2016-17 Audited  Under/(Over) Pre-
* of Increase * Increase Actuals Actuals settlement
Certificated Salaries $ 209,571,216 S 3,016,060 S 212,587,276 S 209,940,959 S 211,360,566 S (1,789,350)
Classified Salaries 72,068,228 860,201 S 72,928,429 73,150,828 74,782,847 (2,714,619)
Benefits 98,255,550 682,951 S 98,938,501 99,140,721 107,952,526 (9,696,976)
$ 379,894,994 S 4,559,212 $ 384,454,206 S 382,232,508 $ 394,095,939 $ (14,200,945)

2017-18
Projected Cost 2016-17 Revised
of Increase & for 2017-18 2017-18 2017-18 2017-18 Actuals vs
Step/Col * Increase A 2017-18 Adopted First Interim Second Interim Audited Actuals Adopted
Certificated Salaries S 5,105,331 S 217,692,607 S 211,547,863 $ 214,335,340 $ 217,263,837 S 230,931,638 S (19,383,775)
Classified Salaries 1,247,527 74,175,956 74,001,658 74,685,782 73,604,231 78,711,841 (4,710,183)
Benefits 1,280,895 100,219,396 107,480,182 113,309,557 113,355,553 117,335,191 (9,855,009)

$ 7,633,753 $ 392,087,959 $ 393,029,703 $ 402,330,678 S 404,223,622 $ 426,978,670 $ (33,948,967)

* Source: District prepared Disclosure of Collective Bargaining Agreement - 2016-17 2nd interim w/ classified increase backed out
A FCMAT extrapolation based on DCBA projected costs excludes "Other Revisions" provided in the DCBA. This calculation includes a
simple extrapolation for statutory benefits and does not take into account other considerable variances in benefit budgets

Revised budget reports presented during the 2017-18 fiscal year indicate that adjustments to salary and
benefit budgets were made gradually during each interim budget cycle. This indicates that salary and bene-
fit budgets were being revised after the actual expenditures were recorded, rather than based on a sound
salary and benefit cost projection.
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FCMAT’s assessment of budgeted salaries and benefits from 2016-17 to 2017-18 indicates that the ongoing,
full effect of the agreements for certificated and classified personnel was not included in the 2017-18 adopt-
ed budget. Only the amount attributable to the 2016-17 portion of the settlement for classified personnel
appeared to be incorporated in the 2017-18 adopted budget.

FCMAT received multiple reports that the 2016-17 settlement for certificated personnel, paid in the 2017-
18 fiscal year, was not accrued as a liability in the 2016-17 unaudited actuals. While an audit adjustment
was noted in the 2016-17 audited financial statements, it was associated with recognition of CalPERS and
CalSTRS obligations. There was no audit finding or adjustment relative to the proper recognition of salaries
and benefits associated with the certificated salary increase in the 2016-17 or 2017-18 independent audit. If
the retroactive portion of the certificated salary increase was not accrued as a liability and recorded as an
expense during the 2016-17 fiscal year, this could explain, in small part, a portion of the increase observed
in the district’s 2017-18 audited actuals.

Analysis of financial reports from one period to the next indicates that the district could not afford the nego-
tiated agreements. Indicators that should have raised questions include:

1. Significant deficit spending in both restricted and unrestricted resources prior to
settlements.

2. Significant dependency from restricted resources on the district’s unrestricted general
fund. Contributions from the unrestricted general fund budget to general fund restricted
program resources prior to the negotiated settlement were $56,224,594.73, leaving
a deficit of $3,157,873 and completely exhausting the fund balance in the combined
restricted program resources. This clearly indicates that restricted programs could not
support the ongoing salary increase without expenditure reductions.

3. Significant and ultimately repeated audit adjustments for understatement of CalPERS and
CalSTRS obligations that resulted in a negative impact on the district ending fund balance.

4. Of greatest concern is that actual salary and benefit expenditures for 2016-17 and 2017-18
increased considerably more than otherwise projected in both FCMAT’s extrapolation and
the district’s DCBA.

Comparisons of FCMAT’s Extrapolated Revised Budget and the district’s adopted budget to the 2017-18
audited actuals identifies increases in salary expenditures that significantly exceed what should have been
expected based on the cost of the increase as presented in the DCBA.

2016-17 2016-17 2017-18 Cost of Extrapolated Adopted Budget Actuals
. N 2017-18 2017-18
Before Increase  Projected Cost Increase & Revised Adopted Over/(Under) Audited Actuals (Over)/Under
* of Increase * Step/Col * Totalr P Revised Total® Adopted Budget

Certificated Salaries $ 209,571,216 S 3,016,060 $ 5,105,331 $ 217,692,607 S 211,547,863 S (6,144,744) S 230,931,638 S (19,383,775)
Classified Salaries 72,068,228 860,201 1,247,527 74,175,956 74,001,658 (174,298) 78,711,841 (4,710,183)
Benefits 98,255,550 682,951 1,280,895 100,219,396 107,480,182 7,260,786 117,335,191 (9,855,009)

$ 379,894,994 S 4,559,212 $ 7,633,753 $ 392,087,959 $ 393,029,703 $ 941,744 $ 426,978,670 S (33,948,967)

* Source: District prepared Disclosure of Collective Bargaining Agreement

A FCMAT extrapolation based on DCBA projected costs excludes "Other Revisions" provided in the DCBA - for comparative purposes only
FCMAT’s budget to actuals comparisons reveal considerable variances for salary and benefit budgets. By
the end of each fiscal year, the district expended significantly more than projected. This is a clear indication
that either:

1. Calculations of the increases were flawed, and the budget did not accurately incorporate
the cost of the salary increase.
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2. The application of the negotiated increases was not correctly applied to district payroll,
resulting in overpayment to district employees.

3. The payroll expenditures recorded in the general fund contained significant material error.

The district should conduct a detailed audit analysis of all salary and benefit expenditures for the 2016-17
and 2017-18 fiscal year and identify the nature of noted increases.

The district’s financial reports reveal an ongoing and increasing deficit that was present both before and
after the salary increase. This should have served as a red flag indicating that the salary increase was not
feasible on an ongoing basis. These indicators should have been readily visible to senior district adminis-
trators, board members and county office analysts.

2016-17

2016-17 2016-171st  2016-17 2nd etimated 2016-17 2017-18 2017-18
Adopted A Interim Interim Actuals Audited Actuals Adopted ~ Audited Actuals
E Defici fR o
xcess/(Deficiency) of Revenues Over $  (928575) $ (6796,982) S (13,433,569) S (18,494,899) $ (26,542,439) S (1,542,621) $ (39,064,874)
Expenditures
Net Increase/(Decrease) in Fund Balance * $ 1,151,205 $ (4862,328) S (10,204217) S (5872,311) $ (14,815350) $ 694,802 S (28,699,332)

* The total deficit is offset in part by interfund transfers in; most of which are one-time funding sources.

A balances exclude audit adjustments -2016-17 excludes $(2,076,027) from 2015-16 audit, 2017-18 Adopted excludes (3,213,765) from 2016-17 audit.

The DCBA was reviewed by the county office as acknowledged in a letter dated June 22, 2017, which stat-
ed the following:

«  “thereport regarding the impact of the fiscal changes due to this agreement is acceptable.”

+  “Theincrease will be included in the 2017-18 Budget to be approved by the Board on June
26, 2017

«  “The District is projecting to meet the standard required minimum reserve of 2% for fiscal
year 2017-18 and upcoming fiscal years under the conditions of this agreement.”

FCMAT requested all documentation used by the county supporting its review of the DCBA and found it to
be insufficient to draw the same conclusions noted in the letter prepared by the county office.
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Analysis of “Negative Budget Entries”

FCMAT’s December 17, 2018 FHRA report spoke to “negative budget entries” in multiple sections of the
Budget Development and Adoption section. Under that section the report indicates that the district’s bud-
get development practice was initiated by rolling the prior year (2017-18) budget into the new fiscal year;
this is consistent with the observations made by the team for this engagement.

It is not uncommon to use the working budget of the current fiscal year as the initial starting point for the
development of a new year budget as this ensures consistency in the use of standardized account codes
from one fiscal year to the next. Rolling the current budget into a budget model is often the best and most
efficient approach to establishing account strings en masse, eliminating the need to enter each account
string manually. However, rolling or exporting a working budget into a budget model is only the initial step
in developing a budget projection for a new fiscal year.

Numerous adjustments must be made to increase or decrease projected revenue and expenditure amounts
in the budget model. At a minimum, adjustments should be made to revise revenue and expense accounts
for one-time items that will not reoccur in the new fiscal year. Revenue projections should be revised based
on award and entitlement letters for the new fiscal year. When these are not yet available, calculations
based on reasonable factors and/or assumptions including historical experience should be applied.

Salary and benefit accounts also require adjustment for known or projected staffing changes, step and
column advancements, and changes in statutory benefits. This information is most reliable when a district
properly utilizes a system of position control that is current and up to date.

Interviews with staff and content disclosed through FCMAT’s FHRA engagement indicate that the district
was not utilizing data from a position control system to project salaries and benefit obligations. Review of
financial data for each cycle indicates that in many cases, budget projections for salaries and benefits were
updated after expenditures were made, as opposed to being projected based on known commitments.

The term “negative budget entry” is not standard accounting language. Generally, budgets are increased,
or they are decreased through debits and credits, the mechanics of which are transposed from those used
to record financial activity in the general ledger.

In FCMAT’s FHRA report, under the section speaking to the use of negative or contra expenditure accounts, it
is stated, “the district discovered over 300 budget reduction entries in the 2018-19 adopted budget ...” and in-
dicates that the value of these entries were primarily directed to salary and benefit budgets. The report goes
on to state that “several negative budget entries were entered at estimated actuals without explanation.”

Upon review of the FHRA team’s workpapers associated with this section of the report, FCMAT found that
the above noted statement regarding 300 specific budget reduction entries was a summation of what was
reported by district staff during interviews. A specific accounting of exactly 300 entries was not found.
Furthermore, the values provided also appear to be a summation of all adjustments applicable to the period
under review. FCMAT reanalyzed the file used by the FHRA team supporting their workpapers and found
220 unique transactions as presented in the table below:

Transaction Type # of Uni.que Value ?f
Transaction # Transactions
AB - Adopted Budget & Abatements 50 $ 198,098,531.38
BD - Budget Revision 151 (2,561,456.96)
BT - Budget Transfer 13 -
BX - Budget Transfer 6 -
220 $ 195,537,074.42
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The FHRA team requested copies of each individual transaction and supporting documentation for each
entry. A second workpaper file containing 312 pdf pages appeared to be an export of budget revision
entries for a set time frame, and specific account code criteria. No correlating documentation other than
system generated entries was provided to FCMAT, and interviews indicate that for many entries documen-
tation either did not exist or could not be located. Review of this workpaper indicated that each transaction
presented in this export was reviewed by the FHRA team during their work and the value expressed in that
report was associated with the entries related to salary and benefit adjustments in that report. Because no
supporting documentation accompanied the individual entries, transaction testing could not be performed.

The California School Accounting Manual (2019) (CSAM) states, “Generally, a source document is gener-
ated when a transaction occurs. These documents are the original records of financial transactions. They
provide detailed information about the transactions, such as the nature, date, and amount of the transac-
tion and the parties involved. They are an integral part of the accounting system as they provide a means
of verifying the data recorded in the books of accounts. No entry should be made in the books without a
supporting source document.”

While this is the case for accounting entries, budgets are developed based on information known at the
time in which they are prepared. It is not uncommon for the budget development process to begin as early
as six months prior to the close of the current fiscal year. Many assumptions are applied during the devel-
opment of a budget that may not necessarily be substantiated with supporting documentation. However,
some documented rationalization should be prepared and retained where estimates and calculations are
used as the basis for a budget projection.

When a budget is being developed for the new fiscal year, the current year operating budget is reassessed
and modified to reflect the most up to date information. The current year is presented as estimated actuals
and accompanies the budget projections for the new fiscal year. Estimated actuals for the current fiscal
year are prepared to project as closely as possible the beginning balances for the new budget year. Revi-
sions for estimated actuals are not commonly supported by a significant amount of documentation.
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Analysis of Payroll Transaction Posting

The district uses a time accounting system in Truecourse to account for employee hours worked. The dis-
trict maintains employee data, including salary schedule placement and budget account distributions, for
each employee in this system. Each pay period the district payroll technicians use an extract from True-
course to enter employee pay data into HCM. Payroll moves through a review, correct, and finalize process
between the district and county office staff prior to the payroll being finalized by the county office.

Because the district is required to process payroll using the county office HCM system, payroll transactions
are not processed as part of an integrated system where the entries automatically post to the district’s general
ledger. Rather, the county office financial system generates these entries based on the configurations of its
system. Final payroll entries are generated by the HCM system and made available to the district for download.

Interviews with district staff indicate that these entries are uploaded into Truecourse without modification.
Payroll entries posted to the district’s general ledger are one-sided, meaning only the primary general ledger
account is visual in the entry. Truecourse is configured to automatically balance the entry in the background to
object 9791, Beginning Balance, or 9110, Cash. Four entries are generated each payroll cycle as follows:

1. Payroll expense account entry: includes the expense accounts for salary and benefit
expenses. If an account assigned to the payroll entry is not established in the HCM system,
the expense line defaults to a suspense account depending on whether the transaction is a
certificated salary, classified salary, or related statutory benefit. Suspense account postings
require district staff to research the error and journal entry the amounts into the proper
account code.

2. Cash account entry: includes the relief of cash for every payroll expense line.

3. Encumbrance relief entry: clears the encumbrance account balance in place prior to the
payroll being processed.

4. Encumbrance setup entry: creates the new encumbrance balance after the payroll for
the current cycle is processed. This entry is to account for the expected salary or benefit
budget need for the remainder of the fiscal year.

To present a more favorable financial picture for the district’s general fund, an omission or manipulation of
payroll transactions and encumbrance revision entries would be necessary to ensure correlation between
an intentionally understated expenditure budget; any significant differences would otherwise be identi-
fiable by comparing budget to actuals. FCMAT’s objective was to determine if there was an identifiable
correlation between reported delays in posting payroll transactions and an understatement of the salary
and benefit budgets.

FCMAT obtained and reviewed entries provided by the county office to the district for the 2017-18 fiscal
year. FCMAT analyzed the number of days from the payroll posting date to the entry date in Truecourse for
2016-17 through May 31, 2019.

The table below is a summary of FCMAT’s payroll analysis.

Total # Average # Days
# Transactions Total # Payroll Correction or Between Run
Fiscal Y -10 D 11-15 D 16+ D
scal Year Posted Entries Adjustment Date and Post 0-10 Days 5 Days 6+ Days

Entries Date *

2016-17 58 48 10 46.63 19 0 29

2017-18 81 48 33 14.54 17 11 20

2018-19 (through 5-31-19) 55 41 14 8.12 29 7 5

* Excludes correction and adjustment entries
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While FCMAT’s analysis identifies delays in posting dates for payroll, the team was unable to make a deter-
mination relative to the general ledger data export time frame used to extract data imported into the Stan-
dardized Account Code System (SACS) state reporting software to report actuals at each reporting period.
Interviews with staff provided no indication that delays in posting payroll transactions was purposeful. The
analysis of the payroll transactions indicates that the district generally posted payroll transactions within 30
days; however, it is best practice to post transactions as soon as possible to provide for effective budget
management. FCMAT did note that the time frame for posting payroll transactions was improved in 2017-18
over 2016-17. Posting entry dates improved significantly after attention was drawn to the delays as a result
of the FHRA.

Posting delays may have contributed to delays in budget updates if budgets were being modified after
expenditures occurred. While FCMAT found the process for establishing and relieving encumbrances to be
consistent with industry standard and CSAM guidance, the delays noted in posting these entries affect the
district’s ability to monitor and evaluate the adequacy of expenditure budgets at any given point in time.

The risk of financial misstatement is much higher when applications used to process financial transactions
are not integrated with the financial system. Transactions do not automatically post to the general ledger;
they require some degree of manual entry, which subjects them to data entry error. Furthermore, because
the entries do not automatically post to the general ledger, timing errors may occur if the posting dates do
not accurately reflect the date of the transaction. This is most concerning relative to cash, and significantly
impacts the district’s system of internal control.

The presentation of the district’s financial position at each interim reporting cycle is dependent on the cri-

teria used to export revenue and expenditure data into the SACS software. Financial transactions that are

manually entered into the general ledger using journal entries may not be posted in the proper accounting
period. As such, exported data may not accurately reflect activity for the reporting cycle.

FCMAT did not audit payroll transaction entries to determine whether actuals were recorded as processed
by the county office and extracted properly into district financial reports for each reporting period.

The use of a financial system independent of the county office presents numerous challenges for the coun-
ty office in exercising its fiscal oversight responsibilities. It eliminates access to and visibility of financial
records and activity. For this reason, the county office should extend greater efforts to seek, examine and
evaluate the financial information presented by the district. The county should review the financial activity
recorded in the district’s general ledger to ensure financial reports are complete and accurately present the
district’s financial position.

At a minimum, detail general ledger exports and system generated financial activity reports should accom-
pany periodic financial reports including budget, interims, and year-end close. However, due to the lack of
visibility and the district’s current fiscal condition, the county office should review the district’s financial data
more frequently. The county office should also require the district to provide monthly cash reconciliations
for review.

FCMAT found no significant evidence that the payroll transaction postings were being intentionally delayed.
These deficiencies are more likely the result of the district’s distribution of duties in the business office and
weak or insufficient monitoring over duties to ensure that transactions posted to the financial system are
accurate and timely.
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Bond Ratings

During the 2017-18 fiscal year, the district adopted a new approach to credit ratings for the general obliga-

tion bonds sold in April of that year. The approach was a significant departure from industry standard, past

district practice, the recommendation of its bond underwriter and board policy. Additionally, the approach
appears to have prevented external disclosure of the district’s financial stress as early as February 2018.

At the district’s February 12, 2018 board meeting, the CFO and financial advisor (who, per Municipal Secu-
rities Rulemaking Board Rule G-42 is a fiduciary to the district) recommended to the governing board that
for the proposed third issuance of general obligation bonds authorized by 2006’s Proposition O, referred

to as Series 2018C, a rating be requested only from Fitch Ratings under a special program that made AAA
ratings more easily available to California school district general obligation bonds.

In his presentation, the financial advisor described the approach by stating the following:

“We have bond insurance, should we need it, we may not need it, depending on our structure,
one of the things that might happen here and | might be explaining to you at a later date is
we’re looking at getting the Fitch rating that we got in the past. And what Fitch does, if we pay
a little bit of an extra fee for some attorney fees is they will say we’ll only look at the district’s
assessed value and the underlying economics and not focus on the district’s or the state’s
general funds.[emphasis added] And that was one of the reasons why you got a AAA with
Fitch last time. So some of the costs on bond insurance might filter over to costs of issuance
but we’ll only do that if works to your benefit or to the taxpayers’ benefit. That’s something
that we’ve done once for you in the past and it worked out very well.”

At the end of the financial advisor’s presentation, the CFO asked the following:

“So | was wondering if we could explain the Fitch rating and why it takes the pressure off
the general fund [emphasis added] and why the ...”

The financial advisor answered:

“Absolutely. So there was a bill, a Senate Bill called SB 222 which actually San Diego USD
really pioneered and pushed through. And what the concern was was, the rating, even though
these bonds in no way would ever be repaid by your general fund, the rating criteria asked
the district’s general fund to be part of that rating criteria. And so what SB 222 really made
clear was, if you get a legal opinion and make sure that the rating agencies know that these
bonds are only secured by the tax revenue you can eliminate looking at the district’s gener-
al fund [emphasis added]. And the reason why, another reason why that’s so important is it’s
very hard for school districts to achieve some of the highest ratings out there. And one of the
reasons why is you don’t have a whole lot of diverse revenue streams, and, unless you’re a
basic aid district, your money flows through the state first; and the state has already demon-
strated, | think in all recent memory here, that they can withhold 30 percent, or that they

can withhold any number, but that they are willing to withhold 30 percent of school district’s
revenue and then not pay its own next fiscal year. So your expenses still hit in that current
fiscal year, but you actually didn’t receive the money for another fiscal year. And so that type
of thing makes it so that school districts have a very difficult time getting the highest rating,
because the ratings are meant to convey to investors the risk of buying those bonds. And so
if the school district’s general fund is a part of that rating criteria, all those things get taken
into consideration.” [emphasis added]
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In April 2018, the district sold general obligation bonds. These bonds were rated only by Fitch Ratings as
AAA, and there was no bond insurance.

Fitch Ratings defines AAA ratings as denoting “the lowest expectation of default risk. They are assigned
only in cases of exceptionally strong capacity for payment of financial commitments. This capacity is highly
unlikely to be adversely affected by foreseeable events.”

In assigning the 2018 general obligation bonds an AAA rating, Fitch affirmed its AAA rating on the district’s
2016 general obligation bonds and further stated:

“The ‘AAA’ unlimited tax GO bond rating is based on a dedicated tax analysis without regard to
the district’s financial operations. Fitch has been provided with legal opinions by district coun-
sel that provide a reasonable basis for concluding that the tax revenues levied to repay the
bonds would be considered ‘pledged special revenues’ in the event of a district bankruptcy.”

Despite the financial advisor’s communication to the board that Fitch would not look at the district’s general
fund, Fitch did perform a credit review of its Issuer Default Rating, which it downgraded on March 9, 2018
from A+ to A at the same time that it rated the Series 2018C bonds AAA. FCMAT could not find evidence of
disclosure of this credit downgrade to the governing board by the CFO and financial advisor.

During FCMAT's fieldwork, the current CFO was asked whether she thought it was unusual that the dis-
trict pursued only the special revenue rating from Fitch. The current CFO agreed that this was unusual and
thought perhaps there was some savings to be had. The current CFO followed up with the district’s finan-
cial advisor, who confirmed to her that the purpose was “to control the rating agency fees.”

In his February 12, 2018 presentation to the governing board, the financial advisor stated:
“So some of the costs on bond insurance might filter over to costs of issuance.”

The accompanying slides (page 12 of the presentation) indicated that the costs of issuance would be
$215,000 plus $135,000 for bond insurance, and ultimately bond insurance was not purchased. Consis-
tent with the financial advisor’s verbal presentation, it appears the $135,000 became part of the final costs
of issuance. According to the Official Statement, dated April 4, 2018, estimated costs of issuance were
$346,431.41 for the 2018 $28 million Series C bonds. For comparison, the costs of issuance for the 2016
$97 million Series B bonds were less, at $234,340.25.

It should be noted that the comparison between the 2018 series C bonds and the 2016 Series B bonds may
be more complex because the 2016 Series B bonds were sold along with $266 million of general obligation
refunding bonds that had costs of issuance of $360,904.27, and there was a bond insurance premium of
$290,981.77, entirely allocated to the Series B bonds.

Independent research shows that the first of this type of Fitch AAA rating for a California school general
obligation bond was for San Diego Unified School District’s 2016 bonds, sold in January 2016. San Diego
Unified obtained both the Fitch AAA rating in combination with two additional ratings, a Moody’s Aa2 and a
Kroll Bond Rating Agency AA+.

According to data from the California Debt and Investment Advisory Commission, from calendar year 2016
through 2019, 1,249 general obligation bonds were issued by California K-12 school districts. Of these, 125
(10%) obtained the Fitch AAA rating in combination with another rating. In addition, four general obligation
bond issues (0.3%) were sold with only the Fitch AAA rating. Three of these bond issues were by the Ra-
venswood School District, and thus the only other district to use this approach was Sweetwater Union High
School District.
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During the three fiscal years, 2016-17 through 2018-19, the district sold publicly offered securities three
times.

In October 2016, the district sold lease revenue refunding bonds via its public financing authority. These
bonds carried both a Standard & Poor’s insured rating of AA and a Standard & Poor’s underlying rating of A.
An insured rating reflects the credit quality of the insurer, in this case, Build America Mutual, which provid-
ed an insurance policy guaranteeing debt service payments. Both ratings also noted a “stable outlook.”

In February 2017, the district sold refunding certificates of participation. These securities carried the same
ratings and insurance as the October 2016 issue.

The district’s 2016 general obligation bonds, issued in March 2016 (fiscal year 2015-16), carried five credit
ratings. These were:

«  Standard & Poor’s (underlying) — A+
«  Moody’s (underlying) — A1

«  Fitch (underlying) — AAA

o S&P (Insured Bonds) — AA

«  Moody’s (Insured Bonds) — A2

All of the district’s general obligation bond issues since 2004 had at least three credit ratings and all but
one had at least four. It is notable that the Series 2018C bonds were parity to the Series 2016B, meaning
when the bonds were sold there may have been some reliance on the ratings received in 2016.

At the February 12, 2018 board meeting where the CFO and financial advisor recommended only the Fitch
special revenue credit rating approach, the board approved a three-year contract with Citigroup to serve as
bond underwriter for the district. Citigroup’s proposal was included in the board’s meeting agenda packet.
This proposal contained an extensive discussion of Citigroup’s experience with selling general obligation
bonds with the special revenue credit rating from Fitch Ratings of AAA. Further, in response to a specific
question in the district’s request for proposal about the appropriate number of ratings for the Series 2018C
bonds, Citigroup’s reply was:

“Utilize Two Ratings from Fitch and Moody’s. We would recommend issuing the Series 2018C
Bonds with two credit ratings from Fitch and Moody’s. We are confident we can successfully
market the bonds with these two credit ratings and that not utilizing an S&P rating would not
impact the pricing result. Proceeding with two ratings would still enable the District to realize
the lowest possible interest cost and would avoid incurring the expense of an unnecessary
S&P rating.”

Board Policy

On January 23, 2017, the governing board adopted BP 3470, an 11-page policy called Debt Management
Policies and Procedures for District-Issued Securities (Appendix D). The CFO’s cover memorandum for

the board agenda item stated that the policy was required by new regulations and that the district would
be certifying to the California Debt and Investment Advisory Commission that it is in compliance with this
policy each time it issues securities. The memorandum described that the policy was developed by district
staff, the district’s financial advisor and the district’s bond counsel at the time. (Due to the retirement of the
senior partner, the district has since moved to working with another bond counsel firm.)
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FCMAT noted deviation from numerous excerpts presented in BP 3470, all of which pertain to credit quality,
disclosure, roles and responsibilities or cash management. Each topic is discussed in light of the district’s
credit rating approach for the Series 2018C bonds in the pages that follow.

Credit Quality

At the beginning of the 2016-17 fiscal year, the district had just more than $500 million of publicly issued
debt outstanding. $400 million were general obligation bonds authorized by voters via two measures,
Measure BB in 2000 and Measure O in 2006. Subsequently, in November 2018, Measure DD was approved
by voters. In addition, the district had more than $100 million outstanding in other borrowing that included
special tax bonds, certificates of participation and lease revenue bonds. A table showing all outstanding
publicly issued debt along with relevant data is presented in Appendix E.

At that time, the district’s general obligation bonds had underlying credit ratings from Standard & Poor’s of
A+ and Moody’s of A1, and the district’s other publicly issued securities carried a credit rating of Standard &
Poor’s A. As the table below shows, these credit ratings are in the middle of what’s considered “investment
grade,” meaning BBB or better.

Investment Grade Credit Ratings Available from Moody's, S&P, and
Fitchratings as of 2016-17

Moody's S&P Fitch

Aaa AAA C_AAA T

Aa1 AA+ AA+

Aa2 AA AA

Aa3 AA- AA-

’\2—'31__——; (: A+ =S A+ G0 Bond Rating

A2 AT A

A3 A- A [ther Debt Rating

Baa1 BBB+ BBB+ Issuer Default Rating

Baa2 BBB BBB

Baa3 BBB- BBB-

Standard & Poor’s defines A rated securities as “Strong capacity to meet financial commitments, but some-
what susceptible to economic conditions and changes in circumstances.” Moody’s defines A rated securi-
ties as “judged to be upper-medium grade and are subject to low credit risk.”

Furthermore, all of the district’s outstanding publicly offered securities were sold with bond insurance,

and therefore carried the additional “insured” credit ratings in addition to both the Standard & Poor’s and
Moody'’s credit ratings obtained for general obligation bonds and the Standard & Poor’s credit ratings
obtained for the other borrowings. The April issuance of the Series 2018C bonds was offered with only one
credit rating from Fitch and without bond insurance, a significant deviation from past practice.

By the end of the 2018-19 fiscal year, the Moody’s and Standard & Poor’s underlying credit ratings of the
district had been downgraded significantly. As presented in the table below, Standard & Poor’s lowered the
rating on the district’s general obligation bonds three levels from A+ to BBB+ with a negative outlook, and
Moody’s lowered the rating two levels from Alto A3, and other outstanding debt was downgraded three
levels by Standard & Poor’s from A to BBB.
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Bond Ratings

Investment Grade Credit Ratings Available from Moody's, S&P, and

Fitch ratings as of 2018-19

GO Bond Rating

Other Debt Rating

Fitch
Aaa @
Aal AA+
Aa2 AA
Aa3 AA-
LTALTE A
A2 A
A3 A-
Baa1 BBB+
Baa2 BBB
Baa3 BBB-

Issuer Default Rating

For reference, Standard & Poor’s defines BBB rated securities:

“Adequate capacity to meet financial commitments, but more subject to adverse economic

conditions.”

With respect to Fitch Ratings, following the downgrade of the district’s Issuer Default Rating on March 9,

2018 from A+ to A, Fitch further downgraded this rating on October 26, 2018 to BBB+ with a negative rating

outlook and designated the general obligation bonds issued in both 2016 and 2018 “Rating Watch Nega-

tive.”

The tables below provide a detailed view of the district’s credit rating history.

Fiscal Crisis and Management Assistance Team
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Bond Ratings

General Obligation Bonds, Election of 2000 Series 2004C

. S&P Moody's
Date Action - - Issuer
Underlying | Outlook Insured Underlylng Insured
21-Oct-2004Assigned A+ Stable AAA A2 Aaa FSA
21-Nov-200§Downgraded Aa3 FSA
16-Apr-201qUpgraded Aa3
25-0Oct-201(JDowngraded AA+ AGM
30-Nov-2011Downgraded AA- AGM
17-Jan-2013Downgraded A2
11-Feb-2013Downgraded A1
18-Mar-2014Upgraded AA AGM
24-Jan-2019Downgraded A3
25-Mar-2019Downgraded BBB+ Negative
General Obligation Bonds, Election of 2006 Series 2008A
Date Action - S&b Moody's Issuer
Underlying | Outlook Insured Underlylng Insured
12-Feb-2004Assigned A+ N/A AAA A2 Aaa FSA
21-Nov-200§Downgraded Aa3 FSA
16-Apr-201QUpgraded Aa3
25-Oct-201JDowngraded AA+ AGM
30-Nov-2011Downgraded AA- AGM
17-Jan-2013Downgraded A2
11-Feb-2013Downgraded A1
18-Mar-2014Upgraded AA AGM
24-Jan-2019Downgraded A3
25-Mar-2019Downgraded BBB+ Negative
2014 General Obligation Refunding Bonds
. S&P Moody's
Date Action Underlying | Outlook Insured |Underlying Insured Issuer
16-Jul-2014Assigned A+ Stable AA A1 BAM
24-Jan-2019Downgraded A3
25-Mar-2019Downgraded BBB+ Negative
2016 General Obligation Refunding Bonds and General Obligation Bonds, Election of 2006, Series 2016B
Date Action S&p Moody's Fitch Issuer
Underlying [ Outlook | Insured |Underlyind Insured [Underlyind Outlook IDR*
18-Feb-2016 |Assigned A+
9-Mar-2016|Assigned A+ Stable AA A1l A2 AAA Stable AGM
9-Jun-201gAffirmed A+
9-Mar-2018{Downgraded A
26-0Oct-201§Downgraded BBB+
24-Jan-2019Downgraded A3
25-Mar-2019Downgraded BBB+ Negative
9-Dec-2019Affirmed BBB+
*Issuer Default Rating (IDR) does not show on the Official Statement's cover.
General Obligation Bonds, Election of 2006 Series 2018C
Date Action - S&P Moody's - Fitch Issuer
Underlying | Outlook Insured |Underlying Insured |Underlyind Outlook IDR*
18-Feb-2016 |Assigned A+
9-Jun-201gAffirmed A+
9-Mar-2018{Downgraded A
4-Apr-201gAssigned AAA Stable
26-0Oct-201§Downgraded BBB+
9-Dec-2019Affirmed BBB+
*Issuer Default Rating (IDR) does not show on the Official Statement's cover.
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Certificates of Participation, Series 2005 Refinancing
Date Action - S&P IV_Ioody's Issuer
Underlying | Outlook Insured Underlylnd Insured
9-Nov-2004Assigned AAA Aaa MBIA
5-Jun-2004Downgraded AA MBIA
19-Jun-2004Downgraded A2 MBIA
7-Nov-200§Downgraded Baal |MBIA
18-Feb-2009Downgraded AA- NPFG
5-Jun-2009Downgraded A NPFG
22-Dec-201(Downgraded BBB NPFG
19-Dec-2011{Downgraded Baa2 [NPFG
28-Feb-2013Downgraded BB NPFG
8-May-2013Upgraded BBB NPFG
21-May-2013Upgraded Baal [NPFG
10-May-2013Upgraded A NPFG
18-Mar-2014Upgraded AA- NPFG
21-May-2014Upgraded A3 NPFG
11-Apr-2017Withdrawn WR WR Obligation is not outstanding
2017 Refunding Certificates of Participation
Date Action - S&P IV_Ioody's Issuer
Underlying | Outlook Insured |Underlying Insured
7-Feb-20174Assigned A Stable AA BAM
25-Mar-2019Downgraded BBB Negative
Public Financing Authority, 2013 Refunding Revenue Bonds
Date Action - S&P IV_Ioody's Issuer
Underlying | Outlook Insured |Underlying Insured
9-Oct-2013 Assigned A Stable AA BAM
25-Mar-2019Downgraded BBB Negative
Public Financing Authority, Lease Revenue Refunding Bonds, Series 2016
Date Action - S&P IV_Ioody's Issuer
Underlying | Outlook Insured |Underlying Insured
19-Oct-2014Assigned A Stable AA BAM
25-Mar-2019Downgraded BBB Negative
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Nearly half a billion dollars of securities have suffered credit downgrades as presented in the following chart.
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While BP 3470 Section 12.1 states, “The District shall endeavor to attain the best possible credit rating for
each debt issue (with or without credit enhancement),” Section 1.2, Debt Management Goals and Consider-
ations, contains noteworthy language including:

“(c) Careful and consistent monitoring of such debt issuance and outstanding securities is
required to preserve the District’s credit strength, budget and financial flexibility.”

Further, the policy states under item (d) of the same section, “In following this Debt Management Policy, the
District shall pursue the following debt management goals: ...

(i) The District shall endeavor to attain the best possible credit rating for each Securities issue
(with or without credit enhancement) in order to reduce interest costs, within the framework of
preserving financial flexibility and meeting capital funding requirements.

(iii) The District shall take all practical precautions and proactive measures to avoid any fi-
nancial decision which will negatively impact current credit ratings on existing or future debt
issues ...

(v) The District shall consider market conditions, District cash flows and facilities financing
requirements when considering the scheduling for the issuance of Securities ...”

The significant collapse of the district’s credit ratings indicates that BP 3470’s stated goals were not met.
These goals include:

«  preserving credit strength
. endeavoring to attain the best possible credit rating

« avoiding financial decisions which will negatively impact credit ratings on existing or future
debt issues

Disclosure
BP 3470 Section 10.1 states:

“The District shall prepare or cause to be prepared all appropriate disclosures as required by
the Securities and Exchange Commission Rule 15¢2-12 (“Rule 15¢2-12”), the Internal Revenue
Service, other federal government agencies, state agencies, rating agencies, credit enhance-
ment providers, underwriters, bond and disclosure counsel, investors, taxpayers, and other
persons or entities entitled to disclosure to ensure transparency and compliance with applica-
ble laws and regulations and covenants to provide ongoing disclosure.”

Section 10.2 goes on to state:

“The quality and completeness of all disclosure materials shall be of the utmost of importance
and priority.”

Section 10.3 includes the following:

“The Superintendent or designee shall assemble a District “Disclosure Review Team” with
designated District departments which is responsible for information to be contained in
Preliminary and Final Official Statements and similar offering documents. At a minimum, the
designated departments shall include the Superintendent’s Office, Assistant Superintendent,
Business Services, Facilities Department, and District’s General Legal Counsel. Depending
on the nature of the material(s) being reviewed, other resources and district departments may
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be asked for assistance on an as needed basis. The Disclosure Review Team shall provide
written comments to the finance team.”

Section 12.3 states:

“The District and its financial advisor shall meet with, make presentations to, or otherwise
communicate with the credit rating agencies on a regular basis in order to keep the credit rat-
ing agencies informed concerning the District’s capital project plans, debt issuance program,
debt management activities, and other appropriate financial information.”

In February 2018, the CFO and financial advisor took a course of action that was designed to avoid disclo-
sure of information to the credit rating agencies, the essential nature of which was evidenced by the subse-
quent downgrades of the district’s credit ratings once the information became known.

For example, in its rationale of its March 25, 2019 downgrade to BBB+ of the district’s general obligation
bonds and to BBB for certificates of participation and lease revenue bonds with negative outlook on all
ratings, Standard & Poor’s made the following statements:

«  “The downgrades are based on our view of the district’s flawed accounting practices that
have previously overstated the district’s financial position.”

+  “In September 2018, the district identified a flaw in its financial statements.”

«  “Through its flawed historical financial reports, we believe that the district’s revenue and
expenditure assumptions to be untrustworthy.”

The CFO and the financial advisor were experienced both individually and together with credit rating agen-
cy reviews. It is standard for a credit rating review to include analysis of a bond issuer’s financial condition
via a review of audit reports, and in the case of California school districts, all three of the district’s rating
agencies typically review adopted budgets and interim budget reports.

The district received its Audit Report for the Year Ended June 30, 2017 on February 22, 2018 after receiving
an extension of the December 15 deadline by the State Controller.

Among other adjustments, the auditor corrected the district’s June 30, 2017 ending general fund balance,
which in turn became the July 1, 2017 beginning balance and the starting point for fiscal year 2017-18, which
was now two-thirds complete.

The adjusted beginning general fund balance of $21.5 million was $8.9 million less than the district had
presented as its 2016-17 estimated actuals as part of the 2017-18 adopted budget ($21.5 million as com-
pared to $30.4 million). Thus, the district was made aware via this audit report that it had started the year
with nearly 30% less than originally expected, reflecting a weaker financial condition than may have been
previously understood.

However, it is apparent that the district was aware of its deteriorating fiscal position well before February
22, 2018 (the date of delivery of the June 30, 2017 audit report) because in December 2017, the district’s
2017-18 first interim budget report incorporated an adjusted beginning balance of $24.7 million, $5.7 million
less than projected in the 2016-17 estimated actuals submitted with the 2017-18 adopted budget report. The
ending fund balance was further degraded by a repeat audit finding of $3.2 million. The magnitude of these
changes raises serious question about the district’s financial management and overall leadership.

A 32 page Credit Presentation to Fitch Ratings dated February 27, 2018 included a table on page 12 (Ap-
pendix F), General Fund Historical Revenues and Expenditures. This table presents the district’s audited

actuals for fiscal years 2013-14 through 2016-17 and reflects the information from the June 30, 2017 audit
report dated February 22, 2018.
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The table shows the 41% decline in ending general fund balance between the 2015-16 and 2016-17 fiscal years:
«  Audited ending general fund balance as of June 30, 2016 was $36,285,098.
« Audited ending general fund balance as of June 30, 2017 was $21,469,748.

This is further indication that the district and its financial advisor should have been aware of the district’s
deteriorating fiscal health. However, it is unknown whether the information as presented resulted in discus-
sion with Fitch of the fiscal stress indicated by this 41% decline in fund balance.

This table, in the column titled “Ist Interim Report,” does not show the beginning or ending balance as
shown in the board approved first interim report. Rather, the column shows the adjusted beginning bal-
ance from the 2016-17 audit report and a calculated new ending balance. This presentation of the changes
makes them less apparent, which is misleading to those reviewing the documents.

It is also noted that the audit report delivery date of February 22, 2018 was a Thursday, and the rating pre-
sentation was sent from an associate at the financial advisor’s firm to the district on February 27, 2018 at 9:58
a.m., a Tuesday. This raises questions of the extent to which the audit report was reviewed by the financial
advisor, given just the working days of Friday and Monday, and possibly the weekend, to consider and incor-
porate information from the audit report into the rating agency presentation. Moreover, the district had from
10 a.m. until 2 p.m. on February 27 to review this presentation. It appears that the credit rating presentation
was awaiting the audit report and was very quickly finalized, raising questions of due diligence. The CFQO’s
and financial advisor’s stated intention to avoid rating agency scrutiny of the district’s financial condition adds
to the question of whether proper disclosures were made to Fitch or to other rating agencies.

On Friday, March 16, the district provided answers to a due diligence questionnaire prepared by the coun-
sel to the district’s bond underwriter in preparation for a March 20 conference call with several finance
professionals involved in the 2018C general obligation bond issuance. This questionnaire included the
following questions:

»  Has the District received any communications from its outside auditor raising any material
concerns or disagreements regarding the District’s financial operating procedures, ac-
counting or reporting? [question 12]

«  Does the District anticipate any significant increases to its general fund expenditures, or
significant decreases to its general fund revenues, in the next three years? [question 14]

The district’s written answers to both questions was “No.”

The June 30, 2017 audit report delivered February 22, 2018 indicates that the answer to the first question
should have been “yes,” as the significant and recurring adjustments to the district’s financial data raise
questions about the basis for the district’s financial accounting and reporting. It is unknown whether the
conversation on the March 20 conference call shed further light.

BP 3470 Section 10.4 states the following:

(@) The Preliminary Official Statement (POS) shall be reviewed prior to approval by the Board
by the Disclosure Review Team.

(b) The POS and financing documents shall be approved as discussion/action items on the
Board of Trustees agenda and shall not be placed on the consent calendar.

The Preliminary Official Statement for the 2018C bonds was approved by the board on February 26, 2018,
well before the due diligence questionnaire was completed on March 16 and discussed on March 20 by the
disclosure review team, indicating a failure to comply with BP 3470.
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The Official Statement dated April 4, 2018 shows a table on page A-18 that presents some different informa-
tion in the column for 2017-18 adopted budget from that presented in the 2017-18 adopted budget approved
by the governing board, even though it indicates the source is the district.

While the district had its own disclosure counsel, the due diligence questionnaire came from the underwrit-
er’s counsel. BP 3470, Section 8.3 states:

“Irrespective of the nature of the sale of securities (competitive or negotiated), the District
shall select and retain a disclosure counsel that is separate and independent of bond counsel
and, if applicable, underwriter’s counsel. In doing so, the District recognizes the importance
of accurate and adequate disclosure and the relationship between district staff and disclosure
counsel retained directly by district.”

No other due diligence documents were provided in response to FCMAT’s request. It is possible that the
questionnaire reflected the due diligence interests of all parties.

Had the 2017-18 budget reporting discrepancies been addressed promptly, the extent of the structural bud-
get deficit would have been more apparent to all district decision-makers. Further, if properly prepared, the
district’s multiyear financial projection would have shown a more accurate and timely picture of the rapidly
deteriorating financial condition that was the basis for credit downgrades during that year.

Roles and Responsibilities

BP 3470 charges the superintendent with significant responsibility related to debt management. Section 2.1
defines the following:

“Compliance Officer” means an officer or employee of the District or a designee identified in
a written certificate of a Designated Officer of the District or identified in a written certificate
executed by the District’s Superintendent.”

“Designated Officer(s)” means those officers of the District designated in writing by the
District as being principally responsible for documents or agreements relating to a series of
Securities. A Designated Officer shall always include the District’s Superintendent.”

The superintendent’s official designation of the CFO as the compliance officer was not identified; however,
the CFO was the lead staff person on communication to the board and signatory to documents, such that it
appears that the CFO did have this role.

Section 17.3 of the same policy states:

“At the conclusion of any Securities issuance, the Superintendent or designee shall timely
provide a summary of the financing to the Board.”

FCMAT was unable to identify such a summary having been provided in a board meeting.

As stated previously, the board approved the Preliminary Official Statement as required by the board policy.
During FCMAT s fieldwork, the superintendent indicated that the board agenda cover memorandum was
written by the CFO and that the superintendent herself is not very familiar with the responsibilities regarding
bond market disclosure. The superintendent also expressed during interviews that she had no awareness that
securities laws impose additional standards on public officials involved in the issuance of securities.

During FCMAT’s fieldwork, the superintendent expressed continuing confidence in the capabilities and
work performed by the CFO and the support provided by the county office of education.
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Cash Management and Internal Borrowing

Cash Management
BP 3470 Section 3.2 includes the following:

“The District shall generally manage its cash position in a manner so that internally generated
cash flow is sufficient to meet general operating needs.”

Routine cash monitoring is an essential component of fiscal management and an important indicator of the
district’s financial condition. The district’s use of a financial system separate from the county office impedes
the county office’s ability to view the detailed financial activity and cash balances, further challenging its
oversight of the district’s fiscal affairs.

FCMAT observed that the district receives a report from the county treasurer regarding the district’s cash
balances at least quarterly. This is particularly important given FCMAT’s observation of significant bud-
geting challenges that relate to accounting practices. Even if the budgets are erroneous, truth can be
observed in cash activity. Cash reports from the county treasury are an external source of information and
provide comparative information to that provided by internal sources. The CFO presented the county trea-
surer’s quarterly cash flow balances to the board, as well as monthly cash flow analysis of the general fund,
cafeteria fund and adult education, demonstrating that she was monitoring cash. The increasing reliance on
internal borrowing to support the expenditures of other funds should have raised concerns regarding the
accuracy of the budget(s).

Cash balances at the county treasury did not follow a consistent trend during the fiscal years between
2015-16 through 2018-19. There was a steady decline from $161 million at the end of fiscal year 2015-16 to
$121 million at the end of 2017-18 (a $40 million or 25% decline). By the end of 2018-19, cash balances in all
funds held by the county treasury declined further to $99 million as presented in the chart below.
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While the cash balances in the above chart are for all funds in aggregate, and could be influenced by finan-
cial activity for facilities in the building fund, the ongoing decrease in cash balances is consistent with the
ongoing and increasing deficit spending in the general fund.

Internal Borrowing

Borrowing from other funds to satisfy temporary shortfalls in operating cash is common among California
school districts. Education Code Section 42603 allows the governing board of a school district to tempo-
rarily transfer monies held in a fund of the school district to pay obligations in another fund. The provision
does not limit this authority to particular funds and includes no specific exclusions for funds holding restrict-
ed dollars.

Districts that have funds available often prefer to borrow internally rather than from a financial institution
since the practice is generally faster and less costly. To accomplish this, a district must obtain governing
board approval before moving the cash between district funds.

School districts electing to borrow between funds as authorized by Education Code Section 42603 must
ensure they comply with the specific limitations regarding amounts and the timing of repayment including:

«  Amounts transferred must be repaid either in the same fiscal year, or in the following fiscal
year if the transfer takes place within the final 120 calendar days of a fiscal year.

«  Borrowing shall occur only when the fund receiving the money will earn sufficient income
during the current fiscal year to repay the amount transferred.

. No more than 75% of the maximum of monies held in any fund during a current fiscal year
may be transferred.

«  The transfer must be accounted for as temporary borrowing between funds and shall not
be available for appropriation or be considered income to the borrowing fund or account.
Temporary borrowings are not accounted for as interfund transfers, and do not affect the
fund balance for either the borrowing or lending fund.

Routine internal borrowing that is increasing in volume and/or frequency is an indication of a timing mis-
match between revenues and expenditures, a structural imbalance in budgets compared to actual expen-
ditures, and/or potential fiscal distress resulting from expending more resources than generated, usually on
an ongoing basis. Significant cash shortfall is a key indicator of looming fiscal insolvency. For this reason, it
is essential that LEAs closely monitor cash and perform monthly cash reconciliation.

The district has routinely relied on interfund borrowing to meet cash flow needs of all funds. The depen-
dency on cash borrowing from the capital projects fund for blended component units (Fund 49) has in-
creased in both volume and frequency, elevating concerns about the district’s ability to repay the outstand-
ing balances in compliance with Education Code 42603.

Community Facilities District/Mello-Roos

The district uses the capital projects fund for blended component units (Fund 49) to account for community
facilities district (Mello-Roos) special tax collections maintained by the county treasurer’s office and isolates
the activity in a separate resource within this fund. A Mello-Roos levy is a special tax assessment imposed
on property owners. The proceeds are intended for development or improvement of school district facili-
ties.
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The governing board annually authorizes the district to engage in interfund borrowing through a resolution.
Administrative Regulation (AR) 3110 Temporary Transfers Between Classifications, speaks to the district’s
authority to engage in temporary interfund borrowing. The AR states, “The board may direct that monies
held in any fund or account may be temporarily transferred from one or more of these accounts to anoth-

er fund or account to be used for the payment of obligations of the district, with limitations as set by EC
42603. The transfer shall be accounted for as temporary borrowing and shall not be available for appropria-
tion or be considered income to the borrowing fund or account.”

FCMAT was provided with San Diego county treasurer exports of 21 individual accounts maintained in the
county’s Oracle financial system on behalf of the district. Each export contained detailed cash transactions
for the period July 2013 through February 2018. Using the treasurer’s data and exports from the district’s
detail general ledger, FCMAT prepared an analysis of transaction data for the period 2016-17 through
February 2018 to determine if all cash transactions recorded by the treasurer were also recorded in the
district’s general ledger cash account in Fund 49. Once confirmed, the general ledger transactions can be
analyzed to determine how the resources were used, e.g., recorded as revenue or expense transactions in
Fund 49 or used as interfund borrowing. The accounting records must be verified as complete before an
analysis can be performed relative to the use of funds.

FCMAT isolated detailed general ledger data for object 9110 (cash) and parsed the data by transaction type,
resource, and month; the district accounts for each Mello-Roos account in a separate resource within Fund
49. FCMAT’s analysis determined that 20 of 21 accounts provided by the treasurer had content traceable

to the district’s general ledger. Transactions recorded in Oracle account 44156 were not traceable to the
general ledger, and FCMAT confirmed that the account did not belong to the district.

Transactions recorded in the treasurer’s Oracle system are categorized by four different transaction types:
cash allocation; issued warrant; deposit, account receivable and Reallocation Transfer (DART); and transfer.

«  Cash allocation transactions account for interest posted by the treasurer to each account
and are classified in the general ledger as XJV entries; FCMAT was able to trace all interest
allocation entries to the district’s general ledger.

» Issued warrant transactions account for transactions processed by the district through the
accounts payable system. FCMAT was able to trace all issued warrant transactions to ac-
counts payable transactions recorded in the district’s general ledger.

»  DART and transfer transactions account for transactions processed by the district, the
county office and the treasurer and are recorded in the general ledger using the journal
voucher (JV) and XJV transaction types. While FCMAT was able to trace most transactions
back to the district’s general ledger, some Oracle entries were not identifiable because the
treasurer’s report consolidates individual transactions and the time and resources neces-
sary to ascertain which transactions recorded in the general ledger were attributable to
the treasurer’s records is not feasible in this study. As such, FCMAT could not ascertain
whether all transactions recorded by the treasurer in Oracle accounts were recorded in the
district’s general ledger.

The Truecourse financial system is configured such that interfund transactions for accounts payable pro-
cessed between funds automatically post to the due from (9310)-due to (9610) object codes. Transactions
are recorded both within and between funds. The volume of data from transactions is significant and does
not directly correlate with the cash transactions recorded in the county treasury.

FCMAT requested all cash reconciliations and supporting documentation from the district for the period
under review. FCMAT’s review of the district’s cash reconciliations provided for Fund 49 found them to
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be incomplete and inadequate for analysis. Deficiencies were also noted in the district’s audited financial
statements and in other communications from the district’s independent auditors.

Interviews with the district and the county office indicate that, for fiscally accountable districts, the county
office exercises no oversight or monitoring of cash. Many county offices reconcile cash held at the county
treasury with district recorded balances monthly. However, when a district is fiscally independent or ac-
countable and maintains its financial records outside the county office financial system, the county office
loses access and availability to do so. In these cases, the county office should exercise its oversight author-
ity by requiring the district to provide monthly cash reconciliations to demonstrate adequate internal control
over assets.

Because FCMAT cannot confirm that all cash transactions recorded at the county treasurer were accounted
for in the district’s cash account in Fund 49 to verify that the district’s records are complete, FCMAT could
not effectively analyze the use of Mello-Roos funds recorded in the general ledger, including internal bor-
rowing and repayment.

While FCMAT was unable to confirm the district’s accounting for interfund borrowing to be complete, dis-
trict staff confirm and internally generated records indicate that the interfund borrowing undertaken violat-
ed Education Code 42603 in that the district did not have the ability to repay amounts borrowed from Fund
49 as required by this statute. This inability to repay outstanding balances was exacerbated during the
2017-18 fiscal year as the district’s fiscal condition was significantly compromised, further challenging the
district’s ability to repay outstanding borrowings as recorded by the district.

The district regularly issued long term lease debt to be repaid from special tax revenue, which was also an
obligation of the general fund. From 2016-17 through 2018-19 (see table of outstanding debt in Appendix
E), the district had well over $100 million in outstanding lease debt that was required to be repaid from
any source of funds, but largely expected to be repaid from special tax revenue, according to the financing
documents.

BP 3470 Section 1.2, (vii) states the following:

“The District shall, when issuing debt, assess financial alternatives to include new and innova-
tive financing approaches, including whenever feasible categorical grants, revolving loans or
other state/federal aid, so as to minimize the encroachment on the District’s General Fund.”

Transfers of special taxes to the general fund necessarily increased the potential encroachment on the gen-
eral fund, as the district was required to cover debt service from any source of funds, such that if special
taxes were not sufficient and in the absence of other sources of funds, encroachment on the general fund
would result.

BP 3470 Section 3.3 further states:

“(e) In the event the District has outstanding long-term debt in the form of COPs and/or other
capital lease-purchase structures if and when referendum-approved debt proceeds become
available, the District shall [emphasis added] use a portion of such proceeds to redeem or
defease such outstanding debt. In doing so, the District recognizes that voter-approved long-
term debt is generally the lowest cost borrowing available to the District. However, the District
shall consider the remaining useful lives of related assets related to the outstanding debt as
provided for herein.”

The district had referendum-approved bond proceeds from the Series 2016B and Series 2018C bond is-
sues, and no proceeds were allocated to repayment of the district’s outstanding lease debt.
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Conclusion

During the period July 1, 2016 through June 30, 2018 the district administration, including the superinten-
dent, CFO, director of fiscal services, and the district’s bond program financial advisor, prepared, reviewed
and/or presented financial information to the governing board and external parties. The deficiencies noted
by FCMAT transpired at a point in time where:

1. The governing board relied upon incomplete and inaccurate financial information
presented for consideration and approval of negotiated salary agreements that included a
3.75% ongoing salary increase retroactive to January 1, 2017 for all district employees.

2. Financial disclosures were made to one bond rating agency while other rating agencies
and insurers were specifically avoided.

These deficiencies and/or omissions resulted in:

1. Authorization by the governing board of a salary increase for all employees that the district
was unable to afford.

2. Ongoing and increasing cash borrowing from the district’s capital projects fund for blended
component units (Fund 49) that were not repaid in compliance with Education Code 42603.

3. Misleading rating agencies, bond insurers and potential and actual investors in the
district’s revenue bonds, certificates of participation and general obligation bonds through
deliberate omissions of material information.

FCMAT identified and noted in the body of the report violations of board policy, Government Code, Educa-
tion Code and securities laws. These violations are relative to:

1. Internal borrowing and transfer of funds.

2. Public disclosure of collective bargaining, including false affirmation and certification by the
superintendent and CFO.

3. Accurate and timely disclosure of material information to bond market participants.

The control environment is an essential element and provides the foundation for other internal controls to
be effective in achieving the goals and objectives to prevent and/or deter fraud or illegal fiscal acts. The
tone of the organization set by management through its words and actions demonstrates to others wheth-
er or not dishonest or unethical behavior will be tolerated. An atmosphere in which employees feel safe to
communicate concerns is a fundamental component of a strong and effective internal control environment.

FCMAT observed numerous deficiencies that impact the district’s system of internal control, increasing the
potential for fraud and/or abuse. The most apparent deficiencies include:

« Incomplete or untimely presentation and disclosure of financial activity and/or projections.
« Lack of an integrated financial system.

«  Lack of position control including lack of reconciliation between board authorized posi-
tions, salary and benefit budgets and actual payroll expenditures.

. Lack of proper cash reconciliation.
+  Departures from board policy.

. Poor fiscal oversight.
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While FCMAT noted deficiencies in fiscal oversight activities performed by the San Diego COE, the district’s
governing board, acting as a body and through its superintendent, is responsible for the administrative and
financial activities of the district. The county office and other external parties, including independent audi-
tors, are resources that aid the district in establishing and maintaining a strong system of internal control. A
strong system of internal control is among the most important aspects of any fraud prevention. The defi-
ciencies noted within this report are in no way intended to infer that the county office played any role in the
misrepresentation of the district’s financial position or other potential fraud.

Deficiencies noted in the report indicate that several parties violated their fiduciary duties including the su-
perintendent, chief financial officer, director of fiscal services, and the financial advisor. Deficiencies noted
include the following:

«  Omission and/or delay of accurate and timely financial data presented to the governing
board prior to the approval of negotiated salary increases, resulting in a salary increase the
district could not otherwise afford.

« Deliberate misrepresentation of the district’s financial condition, including the omission
and/or delay of material information in the district’s budget and other financial reports.

+  Omission and/or delay of accurate and timely financial data presented to the governing
board and bond market participants.

Based on the findings in this report, there is sufficient evidence to demonstrate that fraud, misappropriation
of funds and/or assets, or other illegal fiscal practices may have occurred in the specific areas reviewed.

Potential for Fraud

Deficiencies and exceptions noted during FCMAT’s review of the district’s financial records and internal
control environment increase the probability of fraud, mismanagement and/or misappropriation of district
assets. Because deficiencies in the internal control environment can increase this probability, these findings
should be of great concern to the school district and the county office and require immediate intervention
to limit the risk of fraud, mismanagement and/or misappropriation of assets or other illegal fiscal practices
in the future.

Judgments Regarding Guilt or Innocence

The existence of fraud, misappropriation of funds and/or assets, or other illegal fiscal practices is solely the
purview of the courts. FCMAT is not making statements that could be construed as a conclusion that fraud,
misappropriation of funds and/or assets, or other illegal fiscal practices have occurred. These terms are a
broad legal concept, and auditors do not make legal determinations regarding whether illegal activity has
occurred.

In accordance with Education Code Section 42638(b), action by the county superintendent shall include the
following:

If the county superintendent determines that there is evidence that fraud or misappropria-
tion of funds has occurred, the county superintendent shall notify the governing board of the
school district, the State Controller, the Superintendent of Public Instruction, and the local
district attorney.
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In accordance with Education Code Section 1241.5(b), the county superintendent is required to report the
findings and recommendations to the district’s governing board at a regularly scheduled board meeting
within 45 days of completing the audit. Within 15 days of receipt of the report, the governing board is re-
quired to notify the county superintendent of its proposed actions regarding the county superintendent’s
recommendations.

Recommendation
The county superintendent should:

1. Notify the governing board of the Sweetwater Union High School District, the State
Controller, the Superintendent of Public Instruction and the local district attorney that
sufficient evidence exists to indicate that fraud, misappropriation of funds and/or assets, or
other illegal fiscal practices may have occurred, and that the San Diego County Office of
Education has concluded its review.
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Appendix B — Collective Bargaining Disclosures — Government Code and
Education Code

Government Code Section 3547.5

(a) Before a public school employer enters into a written agreement with an exclusive representative
covering matters within the scope of representation, the major provisions of the agreement, including, but
not limited to, the costs that would be incurred by the public school employer under the agreement for the
current and subsequent fiscal years, shall be disclosed at a public meeting of the public school employer in
a format established for this purpose by the Superintendent of Public Instruction.

(b) The superintendent of the school district and chief business official shall certify in writing that the costs
incurred by the school district under the agreement can be met by the district during the term of the agree-
ment. This certification shall be prepared in a format similar to that of the reports required pursuant to
Sections 42130 and 42131 of the Education Code and shall itemize any budget revision necessary to meet
the costs of the agreement in each year of its term.

(c) If a school district does not adopt all of the revisions to its budget needed in the current fiscal year to
meet the costs of a collective bargaining agreement, the county superintendent of schools shall issue a
qualified or negative certification for the district on the next interim report pursuant to Section 42131 of the
Education Code.

Education Code 42142

Within 45 days of adopting a collective bargaining agreement, the superintendent of the school district
shall forward to the county superintendent of schools any revisions to the school district’s current year bud-
get that are necessary to fulfill the terms of that agreement. The school district must include any additional
costs that may result from the terms of the collective bargaining agreement in any interim fiscal reports or
multiyear fiscal projections.
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Appendix C — Disclosure of Collective Bargaining Agreement, June 26,
2017

Disclosure of Collective Bargaining Agreement i i
In Accordance with AB 1200 {Statutes of 1991, Chapter 1213);
GC § 3547 .5 (Statutes of 2004, Chapter 52)
Sweetwater Union High School District
Name of Bargaining Unit SEA/SCGA Centificated  x Classified
The proposed agreement covers the period Beginning 1/1/2016 £nding 6/30/2019
This agreement will be acted upon by the Governing Board at its mesting on. ~ 6/26/2017
Date
A. Proposed Change in Compensation
Cost Priorto Fiscal Impact of Proposed Agreement
Proposed
Compensation Agreament Current Year Year 2 Year 3
2016 - 2047 2017 - 2018 2018 - 2019
(@ {b} {c} b) {c) {b} ic)
$ 5 % $ % $ %

1. iStep & Column - Increase

ot L T il 0 $160,856,538 $0 0.00%] $2,073,789 120%| $2,122,493 1.30%

any changes due to settlement
[2 [Salary Schedule - Increase

e $160,856,538] 53,016,060 1.88%|  $3,031,542 185% $0.00 0.00%
'|5 Other Compensation - Increase

{Decrease) in Stipends. Bonuses, $160,856,538 0.00% 0.00% 0.00%

atc, ; ' )
4. |Statutory Benefits - Increase

(Deciease) SRS PERSEICA: $25656,618) 481,062 188%| 5864397 369%| 5416858 1.54%

WC, UI, Medicare, etc
5. [Health/Welfare Benefits -

Increase (Decrease)
[ [Total Compensation - Increase

(5'(3:?"3359) Total Lines 3(a). 4(a), $186,513,15| 3497122 187%| $6,089.728 319%| $2,539.351 1,30%
[7. |Total Number of Represented

Employees 2,201.00 2,201.00 2,201.00 2,201.00
[& JTotal Compensation Cost for

Average Employee - Increase $84.74019 | $1.588.88 187%| s2.757.71 319%| $1.353.73 1.30%

{Decrease)

Impact on other Funds:

Revised. 06/06

Fiscal Crisis and Management Assistance Team
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Name of Bargaining Unit.

Disclosure of Collective Bargaining Agreement
In Accordance with AB 1200 (Statutes of 1991, Chapter 1213},
GC § 3547 5 (Statutes of 2004, Chapter 52)

Sweetwater Union High School District

CSEAINAGE

The proposed agreement covers the period

Beginning: 1/1/12016

This agreement will be acted upon by the Goverring Board at its meeting on

A. Proposed Change in Compensation

Page 1 of 7

Cerlificated Classified X
Ending 6/30/2018
12/112/2016
Date

Cost Prior to Fiscal Impact of Proposed Agreemant
Proposed
Compensation Agreement Current Year Yeaar 2 Year 3
2016 - 2017 2017 - 2018 2018 - 2018
{a) (b} {c) (b) (e {b} {c)
$ $ % $ Yo $ %

1. |Step & Column - Increase

(Decrease) due to movement plus 4 0.00% 2 :

e e $45,877.369 s0 .00 $380,554.00 0.Ba% 0.00%
2. |Salary Schedule - Increase

{Decrease} $45,877,369] $860,201.00 1.88%; 586697300 1.85% $0.00 0.00%
3. |Other Compensation - Increase

(Decrease} in Stipends, Bonuses, $45.677 369 0.00% 000% 0 00%

elc R, f
4. |Statutory Benefits - Increase

(Decrease) in STRS, PERS, FICA 5

WC, U, Medicare, etc $10.767 418 $201,888 1.88% 516,498 2.89% 30 0.00%
5. |Health/Welfare Benalits -

Increase (Decrease)
6. '=l'otal Compensation - Increase

g?:)‘:’ease) U Ul D) RACY $56.644,787| 1,062,000 188%| $1,564.025 271% 50 0.00%
7. {Total Number of Represented

Employees 1,507.00 1,507.00 1,507 00
8. |Total Compensation Cost for

Average Employee - Increase $37.588 §705 1.88% 51,038 2.71%

{Decrease) :

impact on other Funds:

Revised Q6/06

Fiscal Crisis and Management Assistance Team
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Page2cof 7

A. Provide a brief narrative of the proposed change In compensation,
including percentage change(s), effective date(s), and comments and
explanations as necessary:

All bargaining units received a 3.75% wage increase effective 1/1/2017.

B. Proposed Negotiated Changes in Non-Compensation items (class size
adjustments, staff development days, teacher prep time, etc.)

C. What are the specific impacts on instructional/support programs to
accommodate the settlement? Include the impact of non-negotiated changes
such as staff reductions and program reductions/eliminations.

Revised: 06/06

Fiscal Crisis and Management Assistance Team San Diego COE re: Sweetwater Union High School District
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Page 3 of 7

What contingency language is included in the proposed
agreement? Include specific areas identified for reopeners, applicable
fiscal years, and specific contingency language.

CSEA: on or about June 1, 2017, parties agree to reopen Article 7-
Wages and Article 11-Health/Benefits

SEA/SCGA: on or before September 1, 2018, parties agree to reopen
Article-4-Wages, Article 6-Health/Benefits and Article 5-Work Day

Source of Funding for Proposed Agreement
1. Current Year-LCFF

2. How will the ongoing cost of the proposed agreement be funded in
future years?
Through LCFF funds

3. If multi-year agreement, what is the source of funding, including
assumptions used, to fund these obligations in future years?
(Remember to include compounding effects in meeting obligations)

Source is LCFF. Included the compounding effect and
health/benefit rates.

Revised:. 06/06

Fiscal Crisis and Management Assistance Team

San Diego COE re: Sweetwater Union High School District
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F. impact of Proposed Agreement on Current Year Unrestricted Reserves

1. State Reserve Standard

Page 4 of 7

|[5. Total Expenditures, Transfers Out, and Uses (including Cost of Proposed Agreement) 54'74,171.257
b._State Standard Minimum Reserve Percentage for this District 2.00%
fc. Projected P-2 ADA _ 38,248.00
||d. State Standard Minimum Reserve Amount for this District $9,483,425
(Line 1a times Line 1b, or $50,000, whichever is grealsr, for a district with lass than 1,001 ADA)

2. Budgeted Unrestricted Reserve (After Impact of Proposed Agreement}
||5. General Fund Budgeted Unrestricted -D_esig_nated for Economic Uncertainties $14,225,138
flb._General Fund Budgeted Unrestricted Unappropriated Amount
[[c._Special Reserve Fund 17-Bugeted Designated for Economic Uncertainties

._Special Reserve Fund 17-Budgeted Unappropriated Amount

. Total District Budgeted Unrestricted Reserves $14,225 138 ||

3. Do unrestricted reserves meet the state standard minimum reserve amount? Yes No
X

G. Certification

The information provided in this document summarized the financial implications of the
proposed agreement and is submitted to the Governing Board for public disclosure of the
major provisions of the agreement in accordance with the requirements of AB 1200 and

Government Code § 3547.5.

met by the district during the term of the agreement.

HWe hereby certify that the costs incurred by the school district under this agreement can be

Ui 6/13 )13

(/  DisfficySuperintendent " Date

i (Signature)
@/W L2l
Chief Business Official Date

(Signature)

IContact Person: Telephone No.:

Revised: 06/06

Fiscal Crisis and Management Assistance Team

San Diego COE re: Sweetwater Union High School District
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Supplement

H. Impact of Proposed Agreement on Current Year Operating Budget”

Date of governing board approval of budget revisions in Cal. 2.
in accordance with Education Code § 42142 and Government Code § 3547.5

5/22/2017

Page Sof 7

Provide a copy of board-approved budget revisions and board minutes. In addition, provide two expenditure reports
generated by the district's financial system: one showing the budget by major object before the changes and a second

showing the budget by major object after the

changes.

If the board-approved revisions are different from the proposed budget adjustments in Cal. 2, provide a revised report

upon approval of the district governing board

estimated actual

2nd Interim wage increase revisions Preliminary Proposal
(Col. 1) (Col. 2) (Col. 3) {Col. 4)
Latest Board- | Adjustments {Cols. 1+ 2+ 3)
Approved as a Result of Other Total impact on
Budget Before Settlement Revisions Budget
Settlement as
of

REVENUES:

LCFF Sources (8010-8099) 359,630,823 (73,113) 359,557,710
|Remaining Revenues (8100-8799) 93,482,128 1,284,286 94,766,415
| TOTAL REVENUES 453,112,952 0 1,211,173 454,324,125
|§(PENDITURES: 0

1000 Certificated Salaries 209,571,216 3,016,060 (2,692,679) 209,824,597
2000 Classified Salaries 72,068,228 860,201 26,882 72,955,311

3000 Employee Benefits 98,255,550 682,951 66,755 99,005,256
4000 Books and Supplies 31,293,631 (4,943,036) 26,350,595

5000 Services and Operating Expenses 41,470,818 ~(1,6846.217) 39,824,601
6000 Capital Outlay 6,746,807 9,821,694 16,568,501

7000 Other 7,208,338 2,364,058 9,572,398

TOTAL EXPENDITURES 466,614,588 4,559,212 2,997,457 474,171,257

OPERATING SURPLUS (DEFICIT) (13,501,636) {4,559,212) (1,786,284) {19,847,132)]
IOTHER SOURCES AND TRANSFERS IN 4,359,507 10,300,623 14,660,130
HOTHER USES AND TRANSFERS OUT 0

CURRENT YEAR INCREASE

{DECREASE) IN FUNIZ BALANCE (9,142,129) (4,559,212} 8,514,339 {5,187,002)

BEGINNING BALANCE 36,285,100 36,285,100
[[CURRENT YEAR-ENDING BALANCE 27,142,971 {4,559,212) 8,514,339 31,098,098
IIEDMPONENTS OF ENDING BALANCE:

Nonspendable (3711-9719) 736,209 736.208
IIRestricted (9740) 3,415,070
[[Committed (9750/9760} 0
|lassigned (9780) 12,408,324 12,721,681

Reserve Economic Uncertainties (97889) 13,998,438 14,225,138

Unassigned/Unappropriated (9790} 0 {4,559,212) 1)

If the total amount of the adjustment in Column 2 does not agree with the amount of the total cost shown on page 1,

please explain:

Revised: 07/2011

Fiscal Crisis and Management Assistance Team
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Appendix D — Board Policy 3470 Debt Management Policies
and Procedures for District-Issued Securities

GAMUT Online : Sweetwater Un HSD : Debt Management Policies And Procedures For District-Issued Securities BP 3470 3/18/20, 10:38 AM

Sweetwater Un HSD | BP 3470 Business and Noninstructional Operations

Debt Management Policies And Procedures For District-Issued Securities

Section 1. Purpose and Application

Section 1.1 Purpose

The purpose of these Debt Management Policies and Procedures (collectively, the "Debt Management Policy") for Securities issued by the Sweetwater Union High School
District ("District") is: (i) to ensure that the District will be in compliance with requirements of the Code (as defined herein) and State law that must be satisfied with respect to
Securities when issued and after such Securities are issued; (ii) to provide functional tools, policies and directives for District debt management, financing management and
capital planning; and (iii) provide a framework for the District's ability to manage its debt and long-term finance obligations in a prudent manner. All capitalized terms used
herein, and not otherwise defined, have the meanings ascribed to them in Section 2 hereof.

Section 1.2 Debt Management Goals and Considerations

The following are District's goals in the adoption of this Debt Management Policy:

(a) The issuance of debt by the District is an appropriate and necessary method of financing capital projects, providing working capital and financing certain capital equipment
purchases over time.

(b) The Board intends that the District establish and maintain a framework for public finance borrowings through District-issued Securities.
(c) Careful and consistent monitoring of such debt issuance and outstanding securities is required to preserve the District's credit strength, budget and financial flexibility.
(d) In following this Debt Management Policy, the District shall pursue the following debt management goals:

(i) The District shall strive to fund capital improvements from voter-approved bond issues to preserve the availability of its General Fund for District operating purposes and
other purposes that cannot be funded through such Securities.

(i) The District shall endeavor to attain the best possible credit rating for each Securities issue (with or without credit enhancement) in order to reduce interest costs, within the
framework of preserving financial flexibility and meeting capital funding requirements.

(iii) The District shall take all practical precautions and proactive measures to avoid any financial decision which will negatively impact current credit ratings on existing or
future debt issues.

(iv) The District shall remain mindful of applicable debt limits in relation to assessed value changes within the District and the tax burden needed to meet long-term capital
requirements.

(v) The District shall consider market conditions, District cash flows and facilities financing requirements when considering the scheduling for the issuance of Securities.
(vi) The District shall determine the amortization (maturity) schedule which will best fit with the overall debt structure of the District at the time new Securities are issued.

(vii) The District shall, when issuing debt, assess financial alternatives to include new and innovative financing approaches, including whenever feasible categorical grants,
revolving loans or other state/federal aid, so as to minimize the encroachment on the District's General Fund.

Section 1.3 Application of Debt Management Policy

This Debt Management Policy shall apply to Securities issued by, or on behalf of, the District. Notwithstanding the foregoing, this Debt Management Policy shall not apply to
Securities issued by a District-formed CFD unless expressly made applicable thereto.

Section 1.4 Interpretation
Unless the context otherwise indicates, words expressed in the singular shall include the plural and vice versa and the use of the neuter, masculine, or feminine gender is for
convenience only and shall be deemed to include the neuter, masculine or feminine gender, as appropriate. Headings of sections herein and the table of contents hereof are solely

for convenience of reference, do not constitute a part hereof and shall not affect the meaning, construction or effect hereof.

All references herein to "Sections" and other subdivisions are to the corresponding Sections or subdivisions of this Debt Management Policy; the words "herein," "hereof,"
"hereby," "hereunder" and other words of similar import refer to this Debt Management Policy as a whole and not to any particular Section or subdivision hereof.

Section 1.5 Integration with Other District Policies

This Debt Management Policy is intended to integrate with other policies and administrative rules applicable to the District as adopted by the Board. In the event of a conflict
between the provisions of this Debt Management Policy and other policies or administrative rules of the District, the District's existing policy interpretation rules shall govern.

Section 1.6 Limitation of Effect

This Debt Management Policy is applicable to the referenced District Securities for the purposes set out in Section 1.1. The Debt Management Policy is adopted as a policy by
the Board and is not intended to, and shall not, have the effect of law. All portions of this Debt Management Policy shall be subject to the provisions of Section 18.4 hereof.
Nothing in this Debt Management Policy, express or implied, is intended to give to any person or party other than the District any right, remedy or claim under or by reason of
this Debt Management Policy and the provisions hereof.

Section 1.7 Conflict with Law

Nothing in this Debt Management Policy intended to conflict with existing State law. In the event of a conflict with existing or future State laws, such State laws shall govern
over the provisions of this Debt Management Policy.

Section 2. Definitions
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Section 2.1 Definitions
Unless otherwise defined herein, for purposes of this Debt Management Policy the terms set forth below shall have the following meaning(s) ascribed to them:

"Authority" means the Sweetwater Union High School District Public Financing Authority, a joint powers agency formed pursuant to the provisions of State law, as the name of
such Authority may be changed from time to time or the successor and assigns of such Authority.

"Board" means the Board of Trustees of the District.

"Bond Counsel" means a firm of nationally recognized municipal bond attorneys experienced in the issuance of municipal bonds. Bond Counsel in connection with certain of the
District's Securities which are subject to this Debt Management Policy may be identified on Appendix "A" hereto.

"Capital Appreciation Securities" means Securities which accrete interest over time to a final maturity value paid at maturity. Capital Appreciation Securities generally do not
pay interest to the owner or holder prior to the designated maturity date.

"CDIAC" means the California Debt and Investment Advisory Commission.

"CFD" means a community facilities district formed pursuant to the provisions of the Mello-Roos Community Facilities Act of 1982, being California Government Code Section
53311 et seq., including any improvement areas thereof.

"Code" means the Internal Revenue Code of 1986, as amended from time to time.

"Compliance Officer" means an officer or employee of the District or a designee identified in a written certificate of a Designated Officer of the District or identified in a written
certificate executed by the District's Superintendent.

"Continuing Disclosure Agent" means the person or party designated within a Continuing Disclosure Document to assist the District's Compliance Officer in complying with the
specific requirements of a continuing disclosure document related to the issuance of a series of Securities. A Continuing Disclosure Agent may be referred to as "Dissemination
Agent" or a "Disclosure Agent."

"Continuing Disclosure Document" means a continuing disclosure certificate, a continuing disclosure agreement or similar or equivalent document providing for compliance
with Securities and Exchange Commission Rule 15¢2-12 requiring ongoing disclosure for an issued series of Securities.

"COPs" means certifications of participation securities or obligations or similar lease/leaseback obligations entered into by the District for financing purposes. This definition
shall not include lease/leaseback arrangements entered into strictly for purposes of facilities construction.

"County" means the County of San Diego, a political subdivision of the State.
"Debt Management Policy" means the Debt Management Policy adopted by the Board on behalf of the District and as such may be amended from time to time.

"Designated Officer(s)" means those officers of the District designated in writing by the District as being principally responsible for documents or agreements relating to a series
of Securities. A Designated Officer shall always include the District's Superintendent.

"District" means the Sweetwater Union High School District, a public school district organized and operating pursuant to the provisions of State law.

"Fiscal Year" means the District's fiscal year as directed by the Board. Currently, the District's fiscal year begins on July 1 and concludes on the next following June 30.
"General Obligation Bonds" or "GO Bonds" means general obligations bonds, or general obligation bond anticipation notes, issued pursuant to State law following the
authorization of voters within the boundaries of the District or an SFID to incur general obligation bonded indebtedness as provided for under the California Constitution and
related State law.

"IRS" means the Internal Revenue Service.

"Issuance Documents" means resolutions, indentures, fiscal agent agreements, trust agreements and similar documents and agreements which provide the principal provisions for
the issuance, repayment, redemption and conveyance relating to the issuance of a series of Securities.

"Net Construction Proceeds" means the net proceeds of any Securities issuance allocated to planning, design, acquisition, construction, completion and similar expenditures for
capital Projects. This term excludes securities proceeds allocated for refunding purposes.

"Post-Issuance Policy" means the Post Issuance Policy and procedural requirements for District issued securities as approved of by the Board. The current form of the Post
Issuance Policy is appended to this Debt Management Policy as Appendix A.

"Project" means the facilities that were constructed and/or acquired with the proceeds of Securities or refunded with proceeds of Securities.

"Regulations" means the temporary, proposed or final Income Tax Regulations promulgated by the United States Department of the Treasury and applicable to the District's
Securities.

"Securities" means and include(s) bonds, notes, certificates of participation, lease/purchase agreements and other long-term financing obligations of the District issued from time
to time.

"SFID" means a school facilities improvement district formed by the District pursuant to the provisions of California Education Code Section 15300, et seq. or any successor
law thereto for purposes of conducting a general obligation bond election within designated territory within the District's boundaries.

"State" means the State of California.

"Superintendent" means the designated, appointed and acting Superintendent of the District. This terms includes an Acting Superintendent and Interim Superintendent to the
extent applicable.

"TRANs" means Tax and Revenue Anticipation Notes, Revenue Anticipation Notes or similar Securities issued by the District for District cash flow purposes.
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Section 3. Authorization

Section 3.1 General

The laws of the State authorize the issuance of debt of the District, and confer upon it the power and authority to make lease payments, contract debt, borrow money, and issue
Securities for public improvement projects. Under these provisions, the District may contract debt to pay for the cost of acquiring, constructing, reconstructing, rehabilitating,
replacing, improving, extending, enlarging and equipping such projects, or to refund existing debt or to provide for the cash flow needs of the District.

Section 3.2 Short-Term Debt (maturity of 13 months or less)

(a) The District shall generally manage its cash position in a manner so that internally generated cash flow is sufficient to meet general operating needs.

(b) However, the District may issue fixed-rate and/or variable rate short-term debt which may include TRANs when such instruments are needed to facilitate meeting the
District's cash flow requirements for operations (working capital).

Section 3.3 Long-Term Debt (maturity of greater than 13 months)

(a) Debt issues may be used to finance essential capital facilities, projects and certain capital equipment where it is appropriate to spread the cost of the projects over more than
one fiscal year. In doing so, the District recognizes that future taxpayers who will benefit from the investment will pay a share of its cost.

(b) Projects which are not appropriate for spreading costs over future years shall not be debt financed.
(c) Long-term debt shall, under no circumstances, be used to fund district operations.

(d) The District may issue long-term debt which may include, but is not limited to, GO Bonds, COPs, assessment District Securities and/or other capital lease-purchase
structures for capital facilities, projects and certain capital equipment.

(e) In the event the District has outstanding long-term debt in the form of COPs and/or other capital lease-purchase structures if and when referendum-approved debt proceeds
become available, the District shall use a portion of such proceeds to redeem or defease such outstanding debt. In doing so, the District recognizes that voter-approved long-term
debt is generally the lowest cost borrowing available to the District. However, the District shall consider the remaining useful lives of related assets related to the outstanding
debt as provided for herein.

Section 3.4 Board Authorization

Prior authorization by the Board shall be a requirement for any issuance of District Securities. The Board shall approve all purchase contracts, or equivalent documents or
agreements (which will include sale parameters where final sale approval/terms are delegated to a Designated Officer(s)), for District-issued securities.

Section 4. Limitation on Issuance of Certain Securities
Section 4.1 Bonding Capacity Limitations - GO Bonds

California Education Code Section 15106 limits the District's total outstanding debt (i.e., principal portion only) to 1.25% of the assessed valuation of the taxable property of the
District. TRANs and lease payment obligations in support of COPs generally do not count against this limit except as provided in California Education Code Section 17422.

Section 4.2 Waiver of Bonding Capacity Limitations

Pursuant to the provisions of the California Education Code, the District reserves the right and ability to seek a waiver of the limitations of the California Education Code with
respect to general obligation bonded indebtedness from the State Board of Education when the Board shall determine such to be appropriate.

Section 4.3 Sizing of TRANs

Limitations on the size of a District TRANS issue shall be based on a conservative calculated cash deficit as best known at the time of issue.

Section 5. Considerations for Structure of Debt Issues

Section 5.1 Maturity of Securities

The duration (final maturity) of a Securities issue shall be consistent, to the extent possible, with the economic or useful life of the improvement or asset that the issue is being
used to finance. The final maturity of the debt shall generally be equal to or less than the useful life of the assets being financed, and the average life of the financing shall not
exceed one-hundred and twenty (120%) percent of the average life of the assets being financed.

Section 5.2 Operating Costs

The District is prohibited from financing general operating costs from debt having maturities greater than thirteen (13) months. When the District deems it necessary to finance
working capital such cash flow borrowings must be payable from taxes, income, revenue, cash receipts and other moneys attributable to the Fiscal Year in which the debt is
issued.

Section 5.3 General Obligation Bonds

The final maturity of GO Bonds will be limited to the shorter of the average useful life of the asset financed or no longer than forty (40) years if issued pursuant to the California
Government Code and Education Code; however, the selected term to maturity would have to be appropriate relative to the average useful lives of the assets financed. GO Bonds
issued as Capital Appreciation Securities shall have a maturity not greater than twenty-five (25) years.

Section 5.4 Certificates of Participation and Other Lease Financing Obligations

The final maturity of improvement or asset obligations will generally be limited to the average useful life of the improvement or asset to be financed. The final maturity of real
property obligations will be determined to best meet the District's goals.

Section 5.5 Debt Service Structure
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The District shall design the financing schedule and repayment of debt so as to take best advantage of market conditions, provide flexibility, and, as practical, to recapture or
maximize its credit for future use. Annual debt service payments shall generally be amortized on a level basis or, in the case of GO Bonds, consistent with conservative growth
expectations for assessed valuation.

Section 5.6 Capitalized Interest

Unless required for structuring purposes or is for a non-General Fund debt such as a Community Facilities District financing, the District shall avoid the use of capitalized
interest in order to avoid unnecessarily increasing the bond size and interest expense. Certain types of financings, such as COPs, may require that interest on the debt be paid
from capitalized interest until the District has use and possession of the underlying project. Capitalized interest may be required in connection with the issuance of GO Bonds in
order to pay interest on such Securities with such time as tax revenues can be collected by the County pursuant to the limitations of State law.

Section 5.7 Redemption/Call Provisions

The Superintendent or designee, based upon analysis from the underwriters and Financial Advisor(s) of the economics of callable versus non-callable features, shall set forth
redemption/call provisions for each Securities issue.

Section 5.8 Credit Enhancement

The District may enter into credit enhancement agreements such as municipal bond insurance, debt service reserve fund securities and/or letters of credit with commercial banks,
municipal bond insurance companies, or other financial entities when such enhancement results in lower borrowing costs, eliminates restrictive covenants and/or will have a net
economic benefit to the debt issuance. The District may use a competitive process to select providers of such credit enhancements to the extent applicable.

Section 6. Consideration of District Facilities Planning and Project Financing Requirements as Part of Issuance of Securities

Section 6.1 Consideration of District Facilities Plan Documents

Consideration of District Facilities Plans and Master Plans as part of the planning for the issuance of any series of Securities by the District, District Staff and Advisor shall
review and consider the District's then current facilities master plan documents and other facilities' financing documentation. Consideration shall be given to when capital
facilities funds will actually be needed in order to initiate work on District Projects. The term for maturity of issued Securities, as set forth in Section 5.1 of this Debt
Management Policy, shall be taken under consideration.

Section 6.2 Expenditure of Generated Construction Proceeds

Existing federal law requires that the District have a reasonable expectation that the net construction proceeds from Securities which are issued as federally tax-exempt securities
shall be substantially expended within 36 months after date of issuance of the corresponding securities. The District shall provide Bond Counsel with a schedule of such
anticipated expenditure(s) at the time each series of Securities is issued. Each such schedule shall be reviewed by the Financial Advisor and shall be based upon a review of then
existing District facilities master plans and similar facilities funding documents as approved by, or submitted for consideration by, the Board. It is the policy of the District that
District staff, shall, at all times, make all diligent efforts to proceed with and complete expenditure of all net construction funds of issued Securities in a timely fashion.

Section 7. Sale of Securities

Section 7.1 Public Sale

There are two methods of a public sale of debt, competitive and negotiated. Preference shall be given to competitive sales. However, both methods of sale shall be considered for
all issuance of debt to the extent allowed by law, as each method has the potential to achieve the lowest financing cost given the right conditions.

(a) Competitive Sale - When a competitive bidding process is deemed the most advantageous method of sale for the District, award shall be based upon, among other factors, the
lowest offered True Interest Cost ("TIC").

(b) Negotiated Sale - When a negotiated sale process is deemed the most advantageous method of sale for the District, award shall be based upon, among other factors,
comparable market interest rates.

Section 7.2 Private Placement

While not used as frequently as negotiated or competitive public sale methods, a private placement sale may be appropriate when the financing can or must be structured for a
single or limited number of purchasers or for other reasons.

Section 8. Financing Team Members and Roles

Section 8.1 Financial Advisor

Irrespective of the nature of the sale of securities (competitive or negotiated), the District shall select and retain a general financial advisory team lead by an experienced
independent financial advisor to provide advice on the District's debt management program, debt issuance structure, rating agency relations, credit enhancement decisions and
other transaction details. The Independent Financial Advisor shall be the point person to organize and coordinate activities within the collective financing team. A Financial
Advisor shall be a person or party who shall be independent from the District. Each Financial Advisor shall be qualified to act as a "Municipal Advisor" under federal law.

Section 8.2 Bond Counsel

The District shall select and retain a bond counsel who shall, in addition to preparing Board resolutions, bond documents and providing tax advice on specific debt transactions,
shall actively participate in the District's debt management program and the structuring of debt issuance.

Section 8.3 Disclosure Counsel
Irrespective of the nature of the sale of securities (competitive or negotiated), the District shall select and retain a disclosure counsel that is separate and independent of bond
counsel and, if applicable, underwriter's counsel. In doing so, the District recognizes the importance of accurate and adequate disclosure and the relationship between district

staff and disclosure counsel retained directly by district.

Section 8.4 County Treasurer
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The District recognizes the expertise of the County Treasurer's staff in structuring debt and investments related to public financing and shall include the County Treasurer or
designee in correspondence and activities of the financing team.

Section 8.5 Other Team Members

The District, upon the counsel of staff and the applicable Financial Advisor, shall select and retain other qualified and needed financing team members as may be required to
fulfill the District's obligations related to the District's debt management program. Other financing team members may include, but shall not be limited to, special tax consultant,
continuing disclosure consultant, continuing disclosure review consultant, continuing disclosure dissemination agent, trustee/fiscal agent, paying agent and bond registrar, credit
enhancement provider, reserve surety policy provider, economic analyst and/or data analyst, and arbitrage rebate service provider.

Section 9. Use of Proceeds of Issued Securities; Monitoring
Section 9.1 Utilization of Securities Proceeds

The utilization of the proceeds of issued Securities may be subject to applicable State law. In general, utilization proceeds of Securities shall be used for one or more of the
following uses:

(a) Costs of Issuance. Payment of costs of issuance for the series of Securities, including, but not limited to, payment of Purchaser/Underwriter discount, payment of Financial
Consultant costs, fees and expenses, including, but not limited to, costs of legal counsel including Bond counsel, credit enhancement costs such as municipal bond insurance
premiums, debt service reserve fund, surety/insurance policy costs and letter of credit costs, publication and/or notices costs, costs of preparing, printing and/or furnishing
offering documents such as preliminary official statements, official statements and limited offering memorandums, payment of trustee, fiscal agent, paying agent and/or escrow
agent banking costs and expenses, recovery or reimbursement of formations costs of an SFID or a CFD, payment of reimbursement of contractual costs involved in the
preparation, issuance, sale and delivery of a series of securities, filing costs associated with the issuance of securities, and other similar and related costs of issuance.

(b) Capitalized Interest. Capitalized interest is used to pay interest on a series of issued Securities for a period of time. In general, capitalized interest is not funded with respect
the issuance of securities for refunding purposes only.

(c) Construction/Acquisition Purposes. A portion of the proceeds of Issued Securities may be used for design, construction, acquisition, and completion of capital facilities
Projects or particular financed assets. Utilization of such funds may be limited by a voter-approved measure associated with the issuance of the particular type of Securities. See
also Section 6 relating to review of anticipated capital expenditures from proceeds of issued Securities. Expenditure of funds for construction and acquisition may be limited and
expenditure for District salaries or administration costs may be prohibited by State law.

(d) Cash Flow Requirements. Net proceeds of Issued TRANs shall be used for the cash flow purposes for which such TRANS securities were issued.

(e) Refunding Proceeds. With respect to Securities issued for refinancing purposes, a portion of the net proceeds of such Securities will be utilized to pay principal, interest and
premium, as applicable, on the designated refunded securities. Such funds may be deposited into a specific escrow fund or escrow account as identified in the Issuance
Documents.

(f) Funded Administration Costs. Securities proceeds may be used to provide funded administration costs for administration of an entity (such as an SFID or CFD) for a period
of not-to-exceed one (1) year following the issuance of the designed series of Securities. Until such time as taxes or revenues can be collected in order to pay such administrative
COsts.

(g) Not for Investment Purposes. Under no circumstance shall the District issue Securities for the purposes of investment.

Section 9.2. Monitoring of Use of Securities Proceeds

(a) Pursuant to the provisions of Proposition 39 (Constitutional Amendment approved by California voters in 2000 and related State legislation) a school district is obligated to
undertake periodic reviews of expenditures and use of proceeds as part of independent financial audits and independent performance audits as set out in California Constitution
Article XIIIA, Section 1(b)(3). Such audits are submitted to the District's Citizens Oversight Committee (as applicable to general obligation securities authorized pursuant to
Proposition 39) as set out in California Education Code Sections 15278 et seq. All such periodic reports are presented to the Board and to the applicable Citizens Oversight
Committee. Discrepancies in terms of expenditure or potentially unauthorized expenditures are noted by the independent audit firm.

(b) With respect to Securities other than Proposition 39 authorized GO Bonds, the Compliance Officer shall periodically present to the Superintendent and to the Board reports
concerning expenditure of Securities proceeds including, but not limited to, expenditures for designated Projects in order to ensure that allocated funds are expended as directed
within the Issuance Documents and that Net Construction Proceeds are expended for the Projects designated within the Issuance Documents and, where applicable, the
authorization provided by voters for the applicable Securities or revenues which support such Securities.

Section 10. Disclosure Requirements.

Section 10.1 District Disclosure Documents

The District shall prepare or cause to be prepared all appropriate disclosures as required by the Securities and Exchange Commission Rule 15¢2-12 ("Rule 15¢2-12"), the
Internal Revenue Service, other federal government agencies, state agencies, rating agencies, credit enhancement providers, underwriters, bond and disclosure counsel,
investors, taxpayers, and other persons or entities entitled to disclosure to ensure transparency and compliance with applicable laws and regulations and covenants to provide
ongoing disclosure.

Section 10.2 Priority

The quality and completeness of all disclosure materials shall be of the utmost of importance and priority.

Section 10.3 District Review Team

The Superintendent or designee shall assemble a District "Disclosure Review Team" with designated District departments which is responsible for information to be contained in
Preliminary and Final Official Statements and similar offering documents. At a minimum, the designated departments shall include the Superintendent's Office, Assistant
Superintendent, Business Services, Facilities Department, and District's General Legal Counsel. Depending on the nature of the material(s) being reviewed, other resources and

district departments may be asked for assistance on an as needed basis. The Disclosure Review Team shall provide written comments to the finance team.

Section 10.4 Initial Disclosure:
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(a) The Preliminary Official Statement (POS) shall be reviewed prior to approval by the Board by the Disclosure Review Team.
(b) The POS and financing documents shall be approved as discussion/action items on the Board of Trustees agenda and shall not be placed on the consent calendar.
Section 10.5 Continuing Disclosure:

(a) The District shall designate a continuing disclosure agent to regularly monitor compliance according to the Securities and Exchange Commission Rule 15¢2-12 (Continuing
Disclosure Agent). The Continuing Disclosure Agent may be a third-party firm(s) providing such services and reporting to the District.

(b) The Continuing Disclosure Agent(s) shall:

(i) Assemble all continuing disclosure agreements and certificates and prepare a calendar of due dates for annual disclosure and preparation dates ahead of annual disclosure
dates.

(ii) Monitor, on a regular basis, all district transactions which are rated by a nationally recognized rating agency, and shall report any rating changes within ten (10) business
days.

(iii) Monitor, on a regular basis, all district transactions which are insured the credit enhancer's assigned rating by a nationally recognized rating agency, and shall report any
rating changes within ten (10) business days.

(iv) Monitor compliance of transactions with covenant compliance on a semi-annual basis and report any "event disclosure" pursuant to any continuing disclosure obligation,
within ten (10) days of such event.

(v) Annually meet with Disclosure Review Team to discuss compliance with disclosure requirements.

(vi) Identify any incidents of non-compliance and prepare a report to the Disclosure Review Team. Such report shall include recommendations to cure any non-compliance issue.
(vii) Review and certify any disclosure in the Preliminary and Final Official Statements regarding district compliance / non-compliance with Rule 15¢2-12 in the last five years.
Section 10.6 District Website - Limitation on Disclosure

All information for investors regarding the District or specific securities is contained in the applicable Official Statement(s) or applicable continuing disclosure(s). While the
District maintains an internet website for various purposes, none of the information on this website is intended to assist investors in making any investment decision or to
provide any continuing information with respect to outstanding debt obligations of the District.

Section 11. Post-Issuance Compliance Policy

Section 11.1

In connection with the adoption of this Debt Management Policy, the District may have already adopted, or may also adopt, its Post-Issuance Compliance Policy. The form of
the Post Issuance Compliance Policy for the District is attached hereto in Appendix A and incorporated herein by this reference. The applicability of the Post Issuance
Compliance Policy to an individual series of Securities will be as designated in the Issuance Documents for such series of Securities and will be subject to the provisions of the
Post Issuance Compliance Policy.

Section 12. Credit Rating Agencies

Section 12.1

The District shall endeavor to attain the best possible credit rating for each debt issue (with or without credit enhancement).

Section 12.2

The District shall endeavor to maintain effective relations with credit rating agencies.

Section 12.3

The District and its financial advisor shall meet with, make presentations to, or otherwise communicate with the credit rating agencies on a regular basis in order to keep the
credit rating agencies informed concerning the District's capital project plans, debt issuance program, debt management activities, and other appropriate financial information.

Section 13. Investment Community Relations
Section 13.1

The District shall endeavor to maintain positive and effective relations with the investment community to include investors, bondholders, credit enhancers, media, document
clearinghouses and other public sources of information.

Section 13.2

The District and its Financial Advisor shall, as necessary, or as directed by the Board, prepare reports and other forms of communication regarding the District's indebtedness, as
well as its future financing plans.

Section 14. Refunding and Restructuring Outstanding Securities
Section 14.1

Whenever deemed to be in the best interest of the District, the District may consider refunding or restructuring outstanding debt. The primary considerations for refunding or
restructuring outstanding debt shall be financially advantageous or beneficial structuring.

Section 14.2
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The financial advantages of refunding outstanding debt shall be based upon a review of a net present value analysis of any proposed refunding in order to make a determination
regarding the cost-effectiveness of the proposed refunding.

(a) Generally, the District may initiate a refunding when five (5%) percent net present value or greater savings as a percentage of the refunded aggregate principal amount can be
achieved.

(b) However, the target net present value savings as a percentage of the refunded aggregate principal amount shall be no less than three (3%) percent at the time of sale. The
Superintendent or designee shall have the discretion to designate a lower percentage savings if more applicable, such as for transactions with only a few years until maturity or
for COPs being defeased or redeemed from proceeds of GO Bonds.

Section 15. Investment of Proceeds of Issued Securities

Section 15.1 Investment Practices

The District acknowledges its on-going fiduciary responsibilities to actively manage the proceeds of Securities issued for public purposes and related reserve funds in a manner
that is consistent with State law governing the investment of public funds, prudent investment practices, the District's Investing Policy and with the permitted securities
covenants set out in the applicable Issuance Documents.

Section 15.2 Investment Goals

The District's goals for any investment strategy of borrowed proceeds, and related reserve funds, shall be, in order of priority: (i) preservation of principal; (ii) availability of
funds; and (iii) return on investment.

Section 16. Periodic Reporting Connected with Issuance of Securities
Section 16.1 Board Policy

It is the policy of the Board that the District shall timely comply with all periodic reporting requirements for issued Securities as imposed by applicable State or federal laws
and/or as agreed to by the District as part of the issuance of any series of Securities. Such periodic reporting includes, but is not limited to:

(a) Provision of annual reports to CDIAC pursuant to Government Code Section 8855(k).

(b) Arbitrage/rebate reports for federal tax-exemption purposes as may be incorporated within a series of Securities.

(c) Periodic reports and event notices as required under the applicable Continuing Disclosure Document for a series of Securities.
Section 16.2 Retention of Consultants

The District may retain consultants to assist in the District in meeting applicable periodic reporting requirements for Issued Securities. Notwithstanding the foregoing, ultimate
responsibility for meeting periodic reporting requirements for Issued Securities shall rest with the Designated Officers.

Section 17. Records Retention

Section 17.1 Retained Records - Custodian

Records for issued Securities shall be held and maintained by the Compliance Officer as set out in the Post-Issuance Policy.

Section 17.2 Maintaining of Records

The Superintendent or designee shall maintain complete records of decisions made in connection with each Securities transaction, including the selection of members of the
financing team, the structuring of the financing, selection of credit enhancement products and providers, and selection of investment products and providers. Each Securities
transaction file shall include the official transcript for the financing, the final number computations and a post-pricing summary of the Securities issuance.

Section 17.3 Board Report

At the conclusion of any Securities issuance, the Superintendent or designee shall timely provide a summary of the financing to the Board.

Section 18. General Matters

Section 18.1 Periodic Review

The District may, from time to time, undertake to review its Debt Management Policy in terms of periodic changes as referenced in Section 1.7 hereof.

Section 18.2 Amendment

The District reserves the right to amend this Debt Management Policy in the future in response to such matters as applicable legislation, revisions to State law rulings and
directives issued by the IRS or other federal agencies, court decisions, municipal securities practices and/or recommendations of Bond Counsel. Such amendments shall be in
writing and shall state a scope of application and an effective date.

Section 18.3 Education Policy

It is the policy of the District that the Compliance Officer and his or her designees, if any, should be provided with education and training on State law and federal tax-exemption
requirements applicable to outstanding Securities. The District recognizes that such education and training is vital as a means of helping to ensure that the District remains in
compliance with those federal tax requirements in respect of its Securities. The District therefore will enable and encourage the Compliance Officer and any of his or her
designees to attend and participate in educational and training programs with respect to federal tax requirements related to tax-exempt or tax credit securities.

Section 18.4 Exceptions/Modifications/Waiver

The District acknowledges that the capital marketplace fluctuates, municipal finance products change from time to time, and that issuer and investor supply and demand vary.
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These fluctuations may produce situations that are not anticipated or covered by this policy. As such, the Board of Trustees may make exceptions or modifications to this policy
to achieve the debt management goals outlined above. Management flexibility is appropriate and necessary in such situations, provided specific authorization is granted by the
Board of Trustees.

Section 18.5 Internal Directives

The Superintendent may develop additional specific elements of a debt management framework through directives which, along with this policy, shall be reviewed periodically
in consideration of changing laws, district needs and market conditions.

Appendix A

Sweetwater Union High School District

Post-Issuance Compliance Policies and Procedures for District-Issued Securities

Section 1. Purpose and Application

1.1. Purpose

The purpose of these Post-Issuance Compliance Policies and Procedures ("Compliance Policy") for securities issued by the Sweetwater Union High School District ("District")
is to ensure that the District will be in compliance with requirements of the Code (as defined herein) that must be satisfied with respect to securities when issued and designated
as subject to the provisions of this Compliance Policy and after such securities are issued so that the securities, and the interest thereon (as applicable) will be and will remain
qualified for an exclusion from gross income for federal income tax purposes or for federal tax credit or subsidy payment purposes. All capitalized terms used herein have the
meanings ascribed to them in Sections 1 and 2 hereof.

1.2. Application of Compliance Policy

This compliance Policy shall apply to Securities issued by, or on behalf of, the District if all of the following shall apply:

(a) The securities are issued as tax-exempt securities for purposes of federal tax laws and the Code such that the District has undertaken to support and maintain such tax-exempt
status;

(b) The District shall have made an election, set forth in writing, that this Compliance Policy shall apply to a particular series of issued securities. Such election may be made in
the Tax Certificate executed and delivered by the District in connection with a particular series of securities.

Unless otherwise provided by the District, bonds or other securities of the District not meeting the foregoing conditions shall not be subject to the terms and requirements of the
Compliance Policy.

1.3 Interpretation
Unless the context otherwise indicates, words expressed in the singular shall include the plural and vice versa and the use of the neuter, masculine, or feminine gender is for
convenience only and shall be deemed to include the neuter, masculine or feminine gender, as appropriate. Headings of sections herein and the table of contents hereof are solely

for convenience of reference, do not constitute a part hereof and shall not affect the meaning, construction or effect hereof.

All references herein to "Sections" and other subdivisions are to the corresponding Sections or subdivisions of this Compliance Policy; the words "herein," "hereof," "hereby,"
"hereunder" and other words of similar import refer to this Compliance Policy as a whole and not to any particular Section or subdivision hereof.

1.4 Limitation of Effect

This Compliance Policy is applicable to the referenced District Securities for the purposes set out in Section 1.1. Nothing in this Compliance Policy, expressed or implied, is
intended to give to any person or party other than the District any right, remedy or claim under or by reason of this Compliance Policy and the provisions hereof.

Section 2. Post-Issuance Compliance for Tax-Exempt Securities
2.1. Application of Section

This Section of the Compliance Policies shall extend to matters concerning the maintenance and support for District-issued tax-exempt securities and applicable tax credit
taxable securities.

2.2. Designation of District Compliance Officer; Responsibility for Monitoring Post-Issuance Tax Compliance
Pursuant to the Code, the District has the overall and final responsibility for monitoring compliance with post-issuance federal tax requirements for its securities. The District
hereby appoints the persons stated in Appendix "X" as its initial Compliance Officer, and delegates to such officer(s) the primary operating responsibility of monitoring the

District's compliance with post-issuance federal tax requirements for securities. The District reserves the rights to:

(a) Designate a new officer, or officers, to assume the duties of Compliance Officer for the District Securities (or certain of them) by an instrument in writing providing for such
designation by a Designated Officer of the District; and

(b) Retain a person, party or firm of professional is to assist the Compliance Officer in undertaking the duties set forth herein.

2.3. Definitions

Unless otherwise defined herein, for purposes of this Compliance Policy the terms set forth below shall have the following meaning(s) ascribed to them:
"District" means the Sweetwater Union High School District, a public school district organized and operating pursuant to the provisions of State law.

"Bond Counsel" means a firm of nationally recognized municipal bond attorneys experienced in the issuance of municipal bonds. Bond Counsel in connection with certain of the
District's Securities which are subject to this Compliance Policy may be identified on Appendix "X" hereto.
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"Code" means the Internal Revenue Code of 1986, as amended from time to time.

"Compliance Officer" means an officer or employee of the District or a designee identified in a written certificate of a Designated Officer of the District or identified in a written
certificate executed by the District's Superintendent.

"Compliance Policy" means this Post-Issuance Compliance Policies and Procedures for Issued Securities of which this Section is a part.

"Designated Officer(s)" means those officers of the District designated in writing by the District as being principally responsible for documents or agreements relating to a series
of securities. A Designated Officer shall always include the District's Superintendent.

"Filing Agent" means a person or firm experienced in making the necessary filings with respect to the District's Securities. Whether a tax credit or subsidy is to be made in
respect of a series of the District's Securities is indicated on Attachment "X" hereto. A Rebate Analyst or the Trustee may also act as Filing Agent.

"IRS" means the Internal Revenue Service.
"Project" means the facilities that were constructed and/or acquired with the proceeds of Securities or refunded with proceeds of Securities.
"Rebate Analyst" means a person or firm experienced in the calculation of arbitrage rebate liability.

"Regulations" means the temporary, proposed or final Income Tax Regulations promulgated by the United States Department of the Treasury and applicable to the District's
Securities.

"Schedule" means the matrix, table or index of the District's outstanding Securities prepared, maintained and updated by the Compliance Officer from time to time.

"Securities" means and include(s) bonds, notes, certificates of participation, lease/purchase agreements and other forms tax-exempt obligations of the District issued from time to
time, that are subject to any provisions of the Code and which have been designated as being subject to this Compliance Policy by the District.

"Tax Certificate" means the certificate made by the District for the purpose of establishing the reasonable expectations of the District as to the amount and use of the proceeds of
Securities and such related matters as may appear therein. A copy of this Compliance Policy may be attached to the Tax Certificate for a series of Securities to which this
Compliance Policy has been made applicable.

"Taxable Securities" means any Securities the interest on which is included in gross income under Section 103(a) of the Code.

"Tax-Exempt Securities" means any Securities the interest on which is excludable from gross income under Section 103(a) of the Code. Tax-Exempt Securities include an
interest in a regulated investment company to the extent that at least 95% of the income to the holder of the interest is interest that is excludable from gross income under Section
103(a) of the Code.

"Trustee" means a national banking association, duly organized and existing under and by virtue of the laws of the United States of America, as identified in the documents
relating to each issuance of the Securities. The term "Trustee" also includes any other entity which holds proceeds of Securities on behalf of the District. This may include, but is
not limited to, a Paying Agent, a Fiscal Agent or any other banking or trust institution which serves in a similar role, as applicable to the Securities in question.

"VCAP" means the IRS Tax-Exempt Bonds Voluntary Closing Agreement Program, or the then-applicable equivalent procedure or program used to remedy or resolve issues
relating to tax-exempt securities with the IRS and/or other federal agencies.

2.4. Arbitrage Yield Restriction and Rebate Requirements
The Compliance Officer shall maintain or cause to be maintained records of the following:

(a) Purchases and sales of investments made with Securities proceeds (including amounts treated as "gross proceeds" of Securities under section 148 of the Code) and receipts of
earnings on those investments;

(b) Expenditures made with Securities proceeds (including investment earnings on Securities proceeds) for the governmental purposes of the Securities, such as for the costs of
purchasing, constructing and/or renovating property and/or facilities;

(c) If appropriate in connection with the issuance of Securities, information and/or documentation showing, if applicable for a particular calendar year, that the District was
eligible to be treated as a "small issuer” for arbitrage rebate purposes in respect of Securities issued in that calendar year because the District did not reasonably expect to issue
more than the applicable aggregate principal amount of Securities prescribed by the Code and Regulations in that calendar year;

(d) Calculations that will be sufficient to demonstrate to the IRS upon an audit of a Securities issue that, where applicable, the District has complied with an available spending
exception to the arbitrage rebate requirement in respect of that Securities issue (e.g., expenditure of all proceeds within 6-month, 18-month or 2-year spending exception from
rebate or within three years of issuance);

(e) Calculations that will be sufficient to demonstrate to the IRS upon an audit of a Securities issue for which no exception to the arbitrage rebate requirements was applicable,
that the rebate amount, if any, that was payable to the United States of America in respect of investments made with gross proceeds of that Securities issue was calculated and
timely paid with the appropriate IRS form timely filed with the IRS;

(f) Information and records showing that investments held in yield-restricted advance refunding or defeasance escrows connected with a particular series of Securities, and
investments made with unspent Securities proceeds after the expiration of the applicable temporary period, were not invested in higher-yielding investments except with the
written approval by Bond Counsel; and

(g) Any records the District may reasonably obtain, if any, relating to the prices at which Securities may trade after their initial offering but prior to their delivery or issue date.
2.5. Records Retention

The Compliance Officer shall maintain or cause to be maintained all records relating to the requirements of the Code and the representations, certifications and covenants set
forth in the District's Tax Certificate relating to the corresponding series of Securities until the date three years after the last outstanding Securities have been retired, refunded or
defeased, unless otherwise permitted or required by future IRS regulations or other guidance. If any Securities are refunded (the "Refunding Securities"), the District covenants

to maintain, or cause to be maintained, all records required to be retained by this Section until the later of the date three years after the last outstanding Securities have been
retired or the date three years after the last Refunding Securities have been retired. The records that must be retained include, but are not limited to:
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(a) The official transcript of proceedings for the original issuance of the Securities, containing basic records and documents relating to the Securities and, if applicable, the
Refunding Securities relating to any series of Securities;

(b) Documentation evidencing the expenditure of Securities proceeds (including purchase contracts, construction contracts, progress payments, invoices, cancelled checks,
payment of Securities issuance costs and records of "allocations" of Securities proceeds to reimburse the District for project expenditures made before the Securities were issued
together with any record evidencing the official intent of the District to reimburse itself from Securities proceeds);

(c) Documentation evidencing the use of the Project financed with the proceeds of Securities by public and private sources (if applicable) (i.e., copies of management contracts,
research agreements, leases, etc.);

(d) Documentation evidencing all sources of payment or security for the Securities;

(e) Documentation pertaining to any investment of Securities proceeds (including the purchase and sale of securities, State and Local Government Securities (SLGS)
subscriptions, yield calculations for each class of investments, actual investment income received from the investment of proceeds, guaranteed investment contracts, and rebate
calculations) (the monthly investment portfolio report submitted to the District by the Trustee will suffice for this requirement);

(f) Information, records and calculations showing that, with respect to each Securities issue, that the District was eligible for the "small issuer" exception, or one of the spending
exceptions, to the arbitrage rebate requirement or, if not, that the rebate amount, if any, that was payable to the United States of America in respect of investments made with
gross proceeds of such Securities issue was calculated and timely paid with the appropriate IRS form timely filed with the IRS, as described in Section 2.4(d), above;

(g) Any records relating to the assignment or allocation of volume cap to any tax credit or subsidy Securities and any elections made with respect thereto; and

(h) Records, if any, kept or retained by the District relating to monitoring secondary market trading activity for any of the Securities.

The basic purpose of the foregoing record retention policy is to enable the District to readily demonstrate to the IRS, in connection with any audit or inquiry concerning the
Securities, full compliance with all federal tax requirements that must be satisfied so that interest on those Securities continues to be qualified for an exclusion from gross income
for federal income tax purposes or for tax credit or subsidy payment purposes under the Code.

The District hereby acknowledges its responsibility to maintain such records.

2.6. Restrictions on Private Business Use and Private Loans; Change in Use of Assets Financed; Remedial Actions

The District understands that there are restrictions on private business use of assets financed with proceeds of Securities and restrictions on the use of proceeds of Securities to
make or finance any loan to any person other than a state or local government unit. The Compliance Officer will consult Bond Counsel in the event private business use or
private loans are contemplated or in the event of a change in use of the assets financed. Examples of potential private use events include, but are not limited to, sales of
Securities-financed facilities, leases with respect to Securities-financed facilities and management contracts with respect to Securities-financed facilities. The Compliance Officer
shall also consult with Bond Counsel to determine whether any remedial actions pursuant to Regulations Section 1.141-12 must be taken in order to prevent such private
business use or private loans from jeopardizing the tax-exempt status of the Securities.

2.7. Redemption from Unexpended Proceeds

The District understands that with respect to certain obligations (e.g., Qualified School Construction Bonds) there is a requirement that if all of the proceeds are not expended for
the qualified purpose by the end of an expenditure period (typically, three years), then a portion of the outstanding obligations (the "Nonqualified Securities") must be retired
shortly after the end of such expenditure period. With respect to such obligations, the Compliance Officer will monitor the expenditure of the proceeds during the expenditure
period and will ensure that any unexpended proceeds are used to retire a portion of such obligations, either directly by the District, or in the case of proceeds held by a Trustee on
behalf of the District, by that Trustee. The Compliance Officer shall consult Bond Counsel to assist the District in determining the appropriate amount of Nonqualified Securities
2.8. Retention of Rebate Analysts, Filing Agents or Other Professionals

The District may retain for particular transactions (as applicable) one or more Rebate Analysts, Filing Agents or other professionals for the purpose of filing any necessary forms
to obtain refundable tax credits. A Rebate Analyst may also be retained or engaged at the outset of a transaction to advise the District with respect to the transaction structure that
will allow the District to take advantage of any available exceptions to the arbitrage rebate rule.

The District acknowledges that arbitrage rebate payments, if due, are to be made to the United States of America at the end of each and every fifth bond year during which a
series of Securities is outstanding and upon the final maturity of each series of Securities. The District hereby authorizes the Compliance Officer to review, from time to time, the
tax compliance certificates and agreements executed and delivered for outstanding Securities, including, but not limited to, the applicable Tax Certificate, to determine the
specific deadlines for calculating and submitting arbitrage rebate payments.

2.9. Post-Issuance Credit Enhancement Transactions

Before engaging in post-issuance credit enhancements transaction (e.g., bond insurance, letter of credit) or hedging transactions (e.g., interest rate swap or interest rate cap),
consult with Bond Counsel regarding compliance with applicable Regulations.

2.10 Post-Issuance Compliance Actions
In the event that an issue (potentially including non-compliance matters) arises following the issuance of District Securities affecting the tax-exempt status thereof:

(a) The Compliance Officer, upon becoming aware of such matter(s), in cooperation with District staff will promptly undertake to review such matter(s) with Bond Counsel and,
to the extent applicable or required, consider and/or undertake appropriate action(s) to respond to such issue(s).

(b) The District may implement such action(s) as may be determined to be appropriate, which may include, but shall not be limited to, agreeing to ad/or implementing a VCAP
applicable to such District Securities or the effected portion or maturities thereof. Any such VCAP shall be subject to governing board review and approval.

(c) The Compliance Officer, in consultation with Bond Counsel, shall respond to IRS inquiries concerning particular District Securities, including, but not limited to, IRS inquiry
letters, requests for information and audit requests.

Section 3. General Matters

3.1 Periodic Review
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The District may, from time to time, undertake to review its Compliance Policy in terms of periodic changes as referenced in Section 3.2 hereof.

3.2 Amendment

The District reserves the right to amend this Compliance Policy in the future in response to such matters as applicable legislation, rulings and directives issued by the IRS or
other federal agencies, court decisions, municipal securities practices and/or recommendations of Bond Counsel. Such amendments shall be in writing and shall state a scope of
application and an effective date.

3.3 Education Policy with Respect to Federal Tax Requirements for Securities

It is the policy of the District that the Compliance Officer and his or her designees, if any, should be provided with education and training on federal tax requirements applicable
to outstanding Securities. The District recognizes that such education and training is vital as a means of helping to ensure that the District remains in compliance with those
federal tax requirements in respect of its Securities. The District therefore will enable and encourage the Compliance Officer and any of his or her designees to attend and
participate in educational and training programs with respect to federal tax requirements related to tax-exempt or tax credit Securities.

APPENDIX "X"

Compliance Policy Application:

(1) List Securities to which this Compliance Policy has been designated for application by the District:

(2) Date Compliance Policy was applied to such Securities:

20,

(3) Designated Compliance Officer(s):

(4) Initial Bond Counsel:

Bowie, Arneson, Wiles & Giannone
4920 Campus Drive

Newport Beach, CA 92660

Phone: (949) 851-1300

E-mail: ranslow@bawg.com

(5) Tax Credit Status of Securities (if applicable):

Legal Reference:

EDUCATION CODE

15100-15254 Bonds for school districts and community college districts
15264-15288 Strict Accountability in Local School Construction Bonds Act of 2000
17422 Outstanding Bond Indebtedness

GOVERNMENT CODE

1090-1099 Prohibitions applicable to specified officers

1125-1129 Incompatible activities

8855 California Debt and Investment Advisory Commission
53580-53595.5 Bonds

54952 Definition of legislative body, Brown Act

Policy SWEETWATER UNION HIGH SCHOOL DISTRICT

adopted: January 23,2017 Chula Vista, California
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Appendix E — Outstanding Publicly Issued Debt

Election of 2000, Measure BE - $187.000,000

O " o " . " o, "
Issue Issuance - Issuance - Total Principal as of Principal as of Principal as of Principal as of
A Apr1 Clgs %S.UUD.UDD\ $O  $38,000,000 $0 $0 FO $0
B Julo3 Cles 352.000.000\\ $0  $52,000,000 50 0 B0 %0
ClBs 63,570,000 \\ $0 0 0 %0 %0
C MNow-04 - $96,989.415
CABs $334259415 \\. B0 $27,664,740 $24,850,091  $21846121 $18,968,334
2011 !
R Dec-11 Cles $0 \EES.EISS.EIOD $23.835000 $16,320,000 $14,730000 $13,085000 $11,385,000
9
1
2;1 4 Jul-14 Cl8s $0 $82270000 $82270000 $79,890,000 $78.400000 76940000 $75210,000
]
$186,999.415 $106,105,000 $123.874.740 $118070091  $111971.121 $105.564.334
Election of 2008, Measure 0 - $644,000.000
O ding o dii o ding O dlir
Issue Issuance - Issuance - Total Principal as of Principal as of Principal as of Principal as of
_Series  Date =~ Type  NewMoney Befinancing dssuance Apr 1.2007 Apr1.2018 Apr1.2019  Apr1.2020 |
A Mar-DB ClBs %180,000,000 $0  $180,000,000 $2,355,000 $1,175,000 $0 $0
2;16 Mar-16 Cles $0 $168,710,000 $168710000 $168710.000 $168,710000 %$167.985000 $167515.000
9
B Mar-16 Cles $97,000,000 $0  $97.000000  $87,000,000 $97,000000 $97,000000 $84,680,000
C Apr-18 ClBs $28,000,000 $0  $28,000,000 $0 $0  $28,000000 $28,000,000
$305,000,000 $168,710,000 $268,065,000  $266,885000 $2592,985000 $250,185,000
Other Borrowings
a " a " A " o "
Issue Issuance - Issuance - Tatal Principal as of Principal as of Principal as of Principal as of
Sories  Qate @ Type W NewMonoy Hofinancing dssuance Apr1.2007 Apr1.2018 Apr1.2019  Aprd.2020 |
1997
1 $19,250,000 0 $19,250000 S0 18] $0
S T n/a n/a —_ H B
2000
cop Jan01 Cles 21,700,000 o $0  $21,700,000 §0 §0 $0 S0
QE%E;' MarD1  ClEs Ma,ays.auﬁ $0  $42,875000 0 0 $0 $0
2002
cop Dec-02 ClEs $55,940,000 $0  $55,840,000 $0 $0 B0 $0
20054 Mar-05 Clgs ‘?»‘ES.SB&DOEN\ $0  $66,385,000 §0 §0 $0 $0
20058 Mar-D5 CiBs $15,1 8D.EICID) \ $0  $15,180,000 $0 $0 $0 $0
2005A Y
Q7AB Aug0s QZAB $5,000,000 B0 5,000,000 $5,000,000 $5,000,000 nsa nsa
2005 Dec-05 Cles $0 \ 18,330,000 $18,330.000 §0 §0 $0 0
Rfg COP.
2006 \
JulDB ClBs $0 $11,875000 $11,875000 $0 $0 $0 $0
Rfg COP
2521:}; Apr-10 QZAB $5,000,000 \ \ B0 5,000,000 $2,875,000 2,545,000 n/sa nsa
2;1 3 Oct-13 Clgs $0 \ 72,140000 $72,140000  $59,200,000 $54,645000 $49745000 $44,010,000
. ]
I?RD;??Q MNow-16 ClBs B0 \'$35.BSD.UOD $35680000  $35,690,000 $34,200,000 $32,700000 $31,200,000
1
H?QD';;P Feb-17 ClEs HO $35515000 $35515000  $35515000 $31,395000 $28,305000 $25545,000
$231,330,000 $17:2,550,000 $138.280.000  $127.785.000 $110,750,000 $100.755.000
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Appendix F — Credit Presentation Table — General Fund Historical

Revenues and Expenditures
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Appendix G — Study Agreement

FCMAT

FISCAL CRISIS & MANAGEMENT
ASSISTANCE TEAM

CSIS California School Information Services

FISCAL CRISIS & MANAGEMENT ASSISTANCE TEAM
AB139 DRAFT STUDY AGREEMENT
January 31, 2019

The Fiscal Crisis and Management Assistance Team (FCMAT), hereinafter referred to as the
team, and the San Diego County Office of Education, hereinafter referred to as the COE,
mutually agree as follows:

1.

BASIS OF AGREEMENT

The team provides a variety of services to local educational agencies (LEAs). Pursuant to
the provisions of Education Code (EC) Section 1241.5 (b), county superintendents may
review or audit the expenditures and internal controls of any school in their county if they
have reason to believe that fraud, misappropriation of funds, or other illegal fiscal
practices have occurred that merit examination. The extraordinary audits conducted by
the county superintendent shall be focused on the alleged fraud, misappropriation of
funds, or other illegal fiscal practices and shall be conducted in a timely and efficient
manner.

The COE has received information regarding possible fraud, misappropriation of funds or
other illegal practices at the Sweetwater Union High School District and has requested
that FCMAT assign professionals to conduct an Assembly Bill (AB) 139 Extraordinary
Audit. This audit will be conducted pursuant to Education Code Section 1241.5(b).

All work shall be performed in accordance with the terms and conditions of this
agreement.

SCOPE OF THE WORK

A. Scope and Objectives of the Study

Perform the following with regard to the Sweetwater Union High School District
to determine whether fraud, misappropriation of funds or other illegal fiscal
practices may have occurred:

® Review the district’s use of Mello-Roos proceeds for internal borrowing

® Possible manipulation of the 2017-18 budget through the use of
unsubstantiated negative budget entries

e Potential delay of posting the effects of payroll transactions
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Review interfund borrowing practices for fiscal years 2016-17 through 2018-19,
including the authority to make such borrowing.

Review and test posted budget entries from a predetermined list of more than 300
negative budget postings for fiscal year 2017-18 and 2018-19 (through December
2018), including the purpose and sufficiency of supporting documentation.

Review process and internal controls related to the posting of 2017-18 payroll
transactions into the district’s financial system.

Any testing for this review will be based on the auditor’s judgment and a sample
of transactions and records for this period. Testing and review results are intended
to provide reasonable but not absolute certainty about whether the district’s
financial transactions and activity were sufficiently accurate.

The primary focus of this review is to determine, based on the assessment, sample
testing performed and auditor’s judgment, whether fraud, misappropriation of
funds or other illegal fiscal practices may have occurred.

B. Services and Products to be Provided

1.

FISCar Lrisis ana ivianagemerit Assistarice redarn

Orientation Meeting — The team will conduct an orientation session at the
district to brief management and supervisory personnel on the team’s
procedures and the purpose and schedule of the study.

On-site Review — The team will conduct an on-site review at the district
office and at school sites if necessary; and will continue to review
pertinent documents off-site.

Progress Reports — The team will inform the COE of material issues as the
review is performed.

Exit Meeting — The team will hold an exit meeting at the conclusion of the
on-site review to inform the COE of any significant findings to that point.

Draft Report — When appropriate, electronic copies of a preliminary draft
report will be delivered to the COE’s administration for review and
comment on a schedule determined by the team.

Final Report — Electronic copies of the final report will be delivered to the
COE and/or district following completion of the review. Printed copies are
available from the FCMAT office upon request.

Follow-Up Support — If requested, the team will meet with the COE
and/or district to discuss the findings and recommendations of the report.
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3. PROJECT PERSONNEL

The FCMAT study team may also include:

A.
B.
C

To Be Determined FCMAT Staff
To Be Determined FCMAT Consultant
To Be Determined FCMAT Consultant

Other equally qualified staff or consultants will be substituted in the event one of the
above individuals is unable to participate in the study.

4. PROJECT COSTS

The cost for studies requested pursuant to EC 42127.8 (d) (1) shall be:

A.

C.

$1,100 per day for each staff team member while on site, conducting fieldwork at
other locations, presenting reports, or participating in meetings. The cost of
independent FCMAT consultants will be billed at their actual daily rate for all
work performed.

All out-of-pocket expenses, including travel, meals and lodging.

Based on the elements noted in Section 2A, the total estimated cost of the
study will be $50,700.

Any change to the scope will affect the estimate of total cost.

Payments for FCMAT’s services are payable to Kern County Superintendent of Schools -
Administrative Agent, located at 1300 17 Street, City Centre, Bakersfield, CA 93301.
Clients may qualify for reimbursement from funds set aside for this purpose, pursuant to
AB 139.

S. RESPONSIBILITIES OF THE COE AND/OR DISTRICT

A.

B.

The district will provide office and conference room space during on-site reviews.

The district will provide the following if requested:

i

Policies, regulations and prior reports addressing the study request
Current or proposed organizational charts

Current and two prior years’ audit reports

Any documents requested on a supplemental list. Documents requested on
the supplemental list should be provided to FCMAT only in electronic
format; if only hard copies are available, they should be scanned by the
district and sent to FCMAT in an electronic format

Documents should be provided in advance of fieldwork; any delay in the
receipt of the requested documents may affect the start date and/or
completion date of the project. Upon approval of the signed study
agreement, access will be provided to FCMAT’s online SharePoint

3

Fiscal Crisis and Management Assistance Team

San Diego COE re: Sweetwater Union High School District

74



APPENDICES

document repository where the district shall upload all requested
documents.

C. The COE and/or district’s administration will review a preliminary draft copy of
the study. Any comments regarding the accuracy of the data presented in the
report or the practicability of the recommendations will be reviewed with the team
prior to completion of the final report.

Pursuant to EC 45125.1(c), representatives of FCMAT will have limited contact with
pupils. The district shall take appropriate steps to comply with EC 45125.1(c).

6. PROJECT SCHEDULE

The following schedule outlines the planned completion dates for different phases of the
study and will be established upon the receipt of a signed study agreement:

Orientation: To be determined
Staff Interviews: To be determined
Exit Meeting: To be determined
Preliminary Report Submitted: To be determined
Final Report Submitted: To be determined

7. COMMENCEMENT, TERMINATION AND COMPLETION OF WORK

FCMAT will begin work as soon as it has assembled an available and appropriate study
team consisting of FCMAT staff and independent consultants, taking into consideration
other jobs FCMAT has previously undertaken and assignments from the state. The team
will work expeditiously to complete its work and deliver its report, subject to the
cooperation of the district and any other parties from which, in the team’s judgment, it
must obtain information. Once the team has completed its fieldwork, it will proceed to
prepare a preliminary draft report and a final report. Prior to completion of fieldwork, the
COE may terminate its request for service and will be responsible for all costs incurred
by FCMAT to the date of termination under Section 4 (Project Costs). If the COE does
not provide written notice of termination prior to completion of fieldwork, the team will
complete its work and deliver its report and the COE will be responsible for the full costs.
The COE understands and agrees that FCMAT is a state agency and all FCMAT reports
are published on the FCMAT website and made available to interested parties in state
government. In the absence of extraordinary circumstances, FCMAT will not withhold
preparation, publication and distribution of a report once fieldwork has been completed,
and the COE shall not request that it do so.

8. INDEPENDENT CONTRACTOR

FCMAT is an independent contractor and is not an employee or engaged in any manner
with the COE. The manner in which FCMAT’s services are rendered shall be within its
sole control and discretion. FCMAT representatives are not authorized to speak for,
represent, or obligate the COE in any manner without prior express written authorization
from an officer of the COE.
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9.

10.

11.

INSURANCE

During the term of this agreement, FCMAT shall maintain liability insurance of not less
than $1 million unless otherwise agreed upon in writing by the COE, automobile liability
insurance in the amount required under California state law, and workers’ compensation
as required under California state law. FCMAT shall provide certificates of insurance,
with San Diego County Office of Education named as additional insured, indicating
applicable insurance coverages upon request.

HOLD HARMLESS

FCMAT shall hold the COE, its board, officers, agents and employees harmless from all
suits, claims and liabilities resulting from negligent acts or omissions of its board,
officers, agents and employees undertaken under this agreement. Conversely, the COE
shall hold FCMAT, its board, officers, agents and employees harmless from all suits,
claims and liabilities resulting from negligent acts or omissions of its board, officers,
agents and employees undertaken under this agreement.

CONTACT PERSON
Contact: Michael Simonson
Telephone: (858) 292-3618
E-mail Address: Michael.simonson@sdcoe.net
I 21 |19
Paul Gothold, Céupty’ Superintendent Date

San Diego County Office of Education

ﬂvu,/n/7'72:0 January 31, 2019

Michael H. Fine Date
Chief Executive Officer
Fiscal Crisis & Management Assistance Team
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