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INDEPENDENT ACCOUNTANT’S REPORT ON
APPLYING AGREED-UPON PROCEDURES

BACKROUND

On May 30, 2006, the City of Rancho Santa Margarita (City) made a public
information request to various Community Facilities Districts (CFDs) within the
boundaries of the City, requesting specific information related to special tax levies
which are obligations of the property owners who dwell in these districts. A copy of
that original request has been provided in Exhibit A. The City engaged us to review
the documents provided by the various CFDs of which we issued an agreed upon
procedures report dated August 9, 2006 stating the information that was and was not
provided to the City based on the specific information originally requested. A copy of
our report has been provided in Exhibit B. City management reviewed our report
and decided to request certain information from the Capistrano Unified School
District (CUSD), which was not originally provided. A copy of that request letter,
dated November 29, 2006, has been provided in Exhibit C.

On December 12, 2006, CUSD management requested that a meeting take place to
discuss the matter at hand. During this time, the City contracted with counsel from
Fieldman Rolapp & Associates to conduct an analysis of respective resolutions and
various other legal documents establishing the formation of CFD No. 88-1 and CFD

No. 84-1 by CUSD. A copy of that report, dated March 15, 2007, has been provided
in Exhibit D.

FIELDMAN ROLAPP & ASSOCIATES REPORT

The Fieldman Rolapp & Associates report states in summary that:

CFD No. 88-1:

“Proposition No. B permits the levy of the special tax to be placed on the tax roll for
the fiscal year 1988/89 with a not to exceed bond indebted at a maximum aggregate
principal amount of $14,000,000.

The vote passed unanimously and was certified by the Registrar of Voters of the
County of Orange. Resoiution no. 88-32 certifies the election results.

$9,564,355 from bond proceeds was expended on partial construction costs for
Arroyo Vista Elementary School in August 1991.
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$1,068,529 from bond proceeds was expended towards partial acquisition costs for
Las Flores Middle School in September 1993.

$1,000,000 from bond proceeds was expended on partial construction costs for Las
Flores Middle Schooi in July 1996 through September 1997.

In addition, the Official Statement for CFD no. 88-1 Series 1996 Special Tax
Refunding Bonds specifically states with regards to how the construction costs were
allocated 1o the following:

[Part of the proceeds of the Bonds and certain amounts relating to the prior bonds
will be deposited in the Construction Account established in the Acquisition and
Construction Fund and will be used by the District for the construction of certain
public school improvements, including, primarily, the L.as Flores School, a school for
grades Kindergarten through eight which will serve the District (the “School”). A
potion of these bond proceeds will also be used to finance costs associated with the
construction of a senior high school as discussed in the following paragraph.
Construction costs for the school have been estimated at approximately
$14,000,000. In addition, the proceeds of the bonds and such other amounts relating
to the prior bonds, the School District expects to receive certain state monies to
assist in financing the construction of the school. On March 26, 1996 the voters in
the state approved Proposition 203 authorizing the issue of state general obligation
bonds to finance school facilities. Should funds be received under Proposition 203,
the School District expects that construction of the school could commence in
September 1996 and be completed 18-24 months thereafter.]

CFD No. 88-1 may under the authorization levy special taxes for incidental expenses
of the CFD No. 88-1 such as administrative fees and expenses associated with the
facilities.

In the RMA, there is no end to the levy of special taxes. in theory, the Melio-Roos
Act no longer permits the levy of special taxes once the bonds are paid off. However,
the RMA and the authorization may permit CFD No. 88-1 to levy special taxes
beyond the life of the bonded indebtedness. In this case, the CFD No. 88-1 Series
1996 Special Tax Refunding Bonds are paid off on September 1, 2014.”

CED No. 94-1

“A resolution adopted on August 15, 1994 establishes CFD No. 94-1 and authorizes
a levy based on the RMA and calls for election. A special election was held in which
the landowners voted upon Proposition No. A which states the District:

[...may levy a special tax with rate and method of appointment... on the real property
iocated within the boundaries of the District, which special taxes will be used to
finance the costs of planning, designing, constructing, acquiring, modifying,
expanding, improving, furnishing, equipping, or rehabilitating certain real and other
tangible property an estimated useful life of five years or longer, consisting of any
and all school sites, including, but not limited to, central administration, food
services, maintenance/operations, transportation and related auxiliary functions (the
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“Facilities”), for the creation or replenishment of any necessary reserve funds, for
any incidental expenses of the District, for any expenses associated with the
facilities, bonds or certificates of participation issued to finance the facilities, and for
the payment of the principal and interest on Facilities, and for the payment of the
principal of and interest on bonds or certificates of participation issued to finance the
Facilities. ]

Proposition No. B permits the levy of the special tax to be placed on the tax roll for
fiscal year 1995/96 with an amount equal to $6,000,000. The vote passed
unanimously and was certified by the Registrar of voters of the County of Orange.
Special taxes may be levied at the maximum rates as set forth in the RMA to finance
the Facilities as defined in the authorization. Special Taxes collected under CFD 94-
1 may be used as an available revenue source for payment of the bonds and
certificates of participation. The Capistrano USD may have used these revenues on
its {ast certificates of participation financing. The term of the special tax may not
surpass fiscal year 2030-31. "

On April 26, 2007, we met with CUSD management and the City Manager of the City
of Rancho Santa Margarita. During that meeting, we received certain documents
from CUSD and requested additional documents in order to perform additional
procedures for the City which are described below.

We have performed the procedures enumerated below, which were agreed to by the
City of Rancho Santa Margarita (City), solely to gather information necessary to
conduct an analysis of certain records related to CFD No. 88-1 and 94-1 established
by CUSD that affect the property owners that live within these City districts. CUSD
is responsible for the records pertaining to CFD No. 88-1 and CFD No. 94-1. This
engagement to apply agreed-upon procedures was performed in accordance with
attestation standards established by the American Institute of Certified Public
Accountants. The sufficiency of the procedures is solely the responsibility of the
City. Consequently, we make no representation regarding the sufficiency of the
procedures described below either for the purpose for which this report has been
requested or for any other purpose.

Our procedures and resuits were as follows:
PHYSICAL INSPECTION OF PROVIDED DOCUMENTS
1. During the April 26, 2007 meeting, we received the following documents:

« Close-out expenditure reports for Arroyo Vista Elementary and Tejeras
Creek Elementary dated November 7, 1993 and December 30, 2002,
respectively. It should be noted that a close-out expenditure report is a
detfailed listing of warrant disbursements incurred by CUSD. The
report is certified by CUSD and sent to the State of California for
review and acceptance.

¢ General ledger expenditure reports for CFD No. 88-1 and CFD No. 94-
1 from fiscal years 1995-96 through 2006-07.
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Resuits:

Based on our review of the documents received on April 26, 2007, we noted
the following:

* Expenditures recorded on the close-out report for Arroyo Vista
charged to CFD No. 88-1 totaled approximately $9.5 miliion which was
consistent with the Fieldman Rolapp & Associates report of
$9,564,355 of proceeds spent on Arroyo Vista noted above.

¢« Expenditures recorded on the close-out report for Tejeras Creek
charged to CFD No. 88-1totaled $72,000.

» CFD No. 88-1 general ledger expenditure reports from fiscal years
1896 through 2007 reported total expenditures of approximately
$21,030,000 which depicts that other funding sources were used to
construct this project. It should be noted that general ledger
expenditure reports previous to fiscal year 1996 were not provided.
Per discussion with CUSD management, CUSD changed financial
systems in 1996 and does not have access to previous information.

s CFD No. 94-1 general ledger expenditure reports from fiscal years
1996 through 2007 reported total expenditures of approximately
$1,647,000. It should be noted that general ledger expenditure reports
previous to fiscal year 1996 were not provided. Per discussion with
CUSD management, CUSD changed financial systems in 1996 and
does not have access to previous information.

2. During the April 26, 2007 meeting, we requested the following documents:

» Close-out expenditure reports for Tesoro High and Las Flores Middle
School

e Schedule of unspent funds from CFD No. 94-1

¢ Debt service schedule for CFD No. 88-1

Results:

On May 7, 2007, we received the following:
= Close-out expenditure reports for Tesoro High and Las Flores Middle
School dated December 31, 1995 and March 31, 1998, respectively.
Schedule of unspent funds from CFD No. 94-1 as of March 31, 2007.
e Debt service schedule for CFD No. 88-1
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Based on our review of documents received on May 7, 2007, we noted the
following:

Expenditures recorded on the close-out report for Tesoro charged to
CFD No. 88-1 totaled approximately $20,797.

Expenditures recorded on the close-out report for Las Flores charged
to both CFD No. 88-1 and CFD No. 94-1 fotaled approximately $2.4
million and $51,000, respectively, which was over the amount of
proceeds spent on Las Flores reported by Fieldman Rolapp &
Associates of $2,068,529 which depicts that other funding sources
were used to construct this project..

The schedule of unspent funds for CFD No. 94-1 provided by CUSD
as of March 31, 2007 reported total special levies of $2,137,649 from
fiscal year 1996 through fiscai year 2007; total levy collections of
$2,105,920 from fiscal year 1996 through fiscal year 2007; and total
expenditures of $1,704,041 (of which $143,268 and $1,505,812 were
spent on administration and on debt service on the CUSD 2002
Certificates of Participation (COP’s) issued for the construction of the
administration building and other capital facilities, respectively. See
procedure #3 below for further description of the 2002 COP’s). Qur
calculation of the total difference between levies collected and
expended was $401,879 which represents total unspent funds as of
March 31, 2007. Totai unspent funds reported by CUSD was $327,815
{representing a variance of $74,064). It should be noted that the fiscal
year 1986 amount of levy collected was not available which may have
contributed to some if the variance.

The total CFD No. 88-1 debt service outstanding as of September 1,
2007 will be $9,430,550 (of which $7,375,000 represents principal).

3. On June 19, 2007, we selected a sample of disbursements derived from the
various expenditure close-out reports and general ledger expenditure reports
noted above in order to perform additional substantive tests on those
expenditure amounts. For the sampie selected, we requested additional
supporting documentation from CUSD (consisting of invoices, construction
contracts, debt service payments, etc.) to verify that the disbursements were
spent on the various allowable projects noted above.

Resylts:

On August 9, 2006, we received supporting documentation for $9,159,347 out
of $9,173,232 (99.8%) of expenditures selected. There was only one
expenditure item charged to Las Flores School in the amount of $13,885
where supporting documentation was not provided.
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During our testwork on the supporting documentation that was provided, we
noted the following:

» No exceptions were noted on the expenditures where supporting
documentation was provided. All costs tested related to the various
projects described in the official statements, CFD agreements, and/ or
resolutions establishing CFD No. 88-1 and 94-1. However, we did note
the following four items where the cost reported on the close-out
report/ and/ or GL did not agree to the cost amount reported per the

invoice:
Froject name/ CFD Cost per Close-Out Cost per Invoice Variance
l.as Flores/88-1,94-1 $24 230 $2,423 $ 21,807
Arroyo Vista/ 88-1 80,879 02 457 (11,478)
Arroyo Vista/ 88-1 30,603 33,603 {(3,000)
Arroyo Vista/ 88-1 457,394 457,754 {360)

s The support provided as “COP Debt service” related to debt service
payments from CFD No. 94-1 on the CUSD 2002 Certificates of
Participation which, per the 2002 COP official statement, were issued
for the “...acquisition of a site for, and construction of a portion of, a
new administrative facility, the construction of a 50 meter swimming
pool at the Capistrano Valley High School and the construction of
major additions to the Newhart Middie School, provided the project
may include other authorized District improvements.” Based on the
Fieldman Roilapp & Associates reporting of Proposition A note above,
proceeds from CFD No. 94-1 may be spent on “any and all school
sites, including, but not limited to, central administration, food services,
maintenance /operations, transportation and related auxiliary functions
(the “Facilities”), for the creation or replenishment of any necessary
reserve funds, for any incidental expenses of the District, for any
expenses associated with the facilities, bonds or certificates of
participation issued to finance the facilities, and for the payment of the
principal and interest on Facilities, and for the payment of the principal
of and interest on bonds or certificates of participation issued to
finance the Facilities.”

4. We inquired with CUSD management as to who monitors and/ or has the
authorization to approve expenditures funded by CFD No. 88-1 and CFD No.
94-1 in order to ensure that they are spent on their intended purpose.
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Results:

We were informed that CUSD's Board of Directors and the Deputy
Superintendent of the Business Division budget for and approve all
expenditures funded by the special assessments collected from CFD No. 88-
1 and CFD No. 94-1. They also ensure that the expenditures are spent in
accordance with their intended purpose. Furthermore, there is no trustee
(fiscal agent) associated with any of the CFD’s transactions.

5. We obtained the CFD No. 88-1 and CFD No. 94-1 Annual Reports for the
fiscal years ended June 30, 2008 (dated August 2, 2007) to determine the
future obligations of the special assessments collected from CFD No. 88-1
and 94-1.

Results:
CFD No. 88-1

Based on our review of the CFD No. 88-1 Annual Report, the fiscal year
ended June 30, 2008 obligations wili be:

Carryover of remaining fund balance as of June 30, 2007

(including final paid assessment apportionment) $1.170,731
Obligations:

Interest on debt service (251,570)

Principal on debt service (735,000)

Administrative expenses (95,000)

Special reserve fund (89,161)

Total 2007-2008 obligations ($1,170,731)

Surplus as of June 30, 2008 $0
Special tax levy reqguirement for year ended

June 30, 2008 $1.417,721
CFD No. 94-1

Based on our review of the CFD No. 94-1 Annual Report, the special tax may
be levied to:

1. Pay administrative expenses

2. Pay debt service on bonds issued by CFD No. 88-1

3. Replenish the reserve fund associated with such bonds, and

4. Pay for the acquisition, construction, and/ or rehabilitation of facilities

For fiscal year ended June 30, 2008, the funds required from CFD No. 94-1
exceed the maximum special taxes that can be collected from developed
property. Therefore, the special tax requirement is limited to $294,795, which
is the amount that can be collected through the levy of the maximum special
tax.






