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I The California Debt Advisory Commission (CDAC) is pleased to release Recommended
Changes to the Mello-Roos Act o/1982." Oral and Written Testimony, a report which
includes the transcript of a hearing conducted by CDAC on January 15, 1992 on the

t Mello-Roos Act, and written comments received by CDAC regarding potential changesto the Act. This collection of statements should he viewed as a supplement to
Recommended Changes to the Mello-Roos Act of 1982: Report to the Legislature and

i Governor, a separate CDAC report which is also available upon request.• The Mello-Roos Community Facilities Act of 1982 has been extremely valuable in
helping local governments finance needed infrastructure improvements in California.

I To date, nearly $3.7 billion in Mello-Roos bonds have been issued by local agencies tofund roads, sewers, schools, and other public improvements. These bonds, which are
repaid from a special tax on property, have been particularly popular in high-growth

i counties such as Riverside, San Bernardino, and Orange.The expansive use of M¢llo-Roos financing, however, has created its share of concerns.
With the downturn in our state's economy, bondholders have become increasingly

I worried about the underlying value of the property which secures these bonds• At thesame time, some taxpayers have complained about the equity of Mcllo-goos taxes and
the overall burden being placed on homeowners in growing areas. Finally, the

i increased scrutiny of the press and the public has focused on questionable funding
practices which undermine the integrity of the Mello-Roos financing process.

In response, CDAC conducted a hearing in January which explored many of the

I questions being raised. As a result of that hearing, and additional research' undertaken by the CDAC staff, the Commission has issued a report to the Legislature
and Governor outlining recommended changes to the Mcllo-Roos Act and identifying

i other related issuesfor their consideration. In order to provide a complete record, the
Commission is releasing this supplemental report of testimony and written comments.

Sincerely,

KATHLEEN BROWN

I California State TreasurerChair, California Debt Advisory Commission
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monitoring, issuance, and management of public debt.
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I CDAC HEARING ON THE MELLO-ROOS ACT

Orange County Hail of Administration

I 10 Civic Center PlazaSanta Ana, California 92701
9:00 AM to 1:30 PM

I Kathleen Brown, State TreasurerChair, California Debt Advisory Commission

i
Brown: As most of you know the Commission recently issued a report on Mello-Roos

I bonds. This morning I would have been here a few minutes earlier, but I headed for San. Pedrofirst.Itlookedfine.There was no problemsin San Pedro,and we are now happily
inOrange County. And I would liketo introducethemembers of theCaliforniaDebt

I Advisory Commission that are here with us this morning. First, we have Sonoma CountyTreasurer Don Merz to my left, Anaheim Treasurer Mary Turner to my right. We will be
joined, I understand, by Susie Burton from the Department of Finance, and I understand
that Senator Marian Bergeson is going to be attending our hearing--is Senator Bergeson

I here as yet? I want to make sure to recognize her when she comes. She wants to listen totoday's testimony which is the first step in our understanding of where we are with
respect to Mello-Roos bonds. I would start with some opening comments with respect to

I the context of this morning's hearings• And first and foremost, I want to thank all of youfor attending, l ran into Mike Roos last night, and he said to me "what arc you doing
with Mello-Roos bonds?" And I said, "just trying to protect your good name, Mr. Roos."
And he seemed appreciative of that. One other person I want to introduce is David

I Hartley from Stone Youngberg who is the Chair of CDAC's Technical Advisory• Committee-and thank you for being here, Mr. Hartley. You've been a great resource to
us as has our entire technical advisory committee on the subject of Mello-Roos bonds.

I Well, we're here today in Orange County at the one-decade point in the Mello-Roos
Community Facilities Act of 1982. So I believe it is an appropriate time for taxpayers
and local officials and municipal finance experts to come together and, in this forum, try

I to separate fact from fiction regarding this very important infrastructure tool. First andforemost, we must endeavor to educate our public about these bonds. Yes, there have
been reported cases of abuses and at least one default. Potentially, taxpayers could end

i up payingmoney, significantsums,and bondholderscouldend up losingmillionsofdollarspayingforbond dealsgone awry,but theseremaintheexception.The lion'sshare
of all Mello-Roos bonds issued over the last decade remain success stories for taxpayers,
for investors and local governments alike. Without them, dozens of California

', communities, complete with schools, roads, sewers and water systems would not be in
g existence today. But we must also keep our minds open that the problems that have

occurred may represent a kind of early warning system. With the after shocks of the S&L

i crisis and scandals still being felt, it is not a time for closing our eyes or closing ourminds to the possibility that reforms may be in order, both to protect California taxpayers
and to preserve these bonds as an effective financing tool for at least another decade. So
it is in that spirit that we will be looking at a number of things today. Among them,

I these bonds' credit worthiness, part.icularly in light of California's recent real estateslump. We'll be looking at the issue of tax equity which has been raised by many Mcllo-
Roos homeowners who feel they're being required to pay more than their fair share. And

i what, if any, future roles should the state and local governments play in ensuring theproper use of these bonds and in protecting taxpayers from possible abuses.

I
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What's the background of Mello-Roos bonds so that we have a context and a frame of
reference? The Mello-Roos Act was enacted largely in response to the property tax
limitations of Prop. 13. At the same time local governments were grappling with Prop. 13 m
shortfalls, the federal government sharply reduced funding for local infrastructure needs. m
.The result: local officials with the responsibility for building infrastructure no longer
had revenue sources to pay for it. And while Prop. 13 imposed limits on property taxes, In
no such limits were imposed on California's growth which during that period (since the =
adoption of Prop. 13 and the tax revolt)--since that period-- California has grown by 25
percent,enough to build six new cities the size of San Francisco. In response, the
Legislature enacted the Mello-Roos Act. It provided a more flexible financing tool by
permitting land owners/developers, upon receiving approval from a local government Hi
agency, to form a community facilities district, a CFD, as we'll probably be hearing about
today, to levy a special tax and to authorize bondssecured by that special tax. As the is
properties in the Mello-Roos district are developed and sold, new homeowners assumethe |
responsibility for paying the Mello-Roos special tax which is included on their property
tax bills.

What's the status of Mello-Roos bonds today? Mello-Roos bonds have proved enormously I
popular, particularly in counties like Orange, Riverside and San Bernardino because these
have been the California counties that have experienced much of the state's recent a.
growth. Currently, there are $3.5 billion in outstanding Mello-Roos bonds providing the l
primary funding mechanisms for construction of everything from sewersand roads, to
curbs and classrooms.

.am

What are the concerns? But for all the benefits of our Mello-Roos bonds there are now i
some very serious concerns. Chief among them is the vulnerability of these land-backed
securities, commonly known as dirt bonds, to economic downturns. Because they are m
secured by real estate, any decline in real estate values over the past year has added to II
the risks surrounding Mello-Roos financing. In addition, the decline in housing demands
because of the recession means developers may be forced to hold on to newly developed
properties longer than anticipated. If they become financially overextended as a result, •
the payment of debt service on outstanding Mello-Roos bonds may be threatened. And
even Mother Nature has conspired against Mello-Roos bonds in the last decade as the state
entered its fifth year of drought, which has reduced the number of building permits m
issued, which adds yet another burden on the Mello-Roos developers. Taxpayers have II
somewhat different concerns. For instance, the homeowners in a Mello-Roos district carry
the burden of financing the facilities that sometimes benefit the broader community.
This, they feel, means they are having to pay more than their fair share for public •
improvements. Secondly, there are complaints that the Mello-Roos tax formulas unfairly |
require homeowners to subsidize developers since developed and undeveloped land is
taxed at different rates. Third, many landowners feel that the use of the landowner vote m,
to form Mello-Roos districts amounts to "taxation without representation," despite |
provisions in the law which require that the tax be disclosed to home buyers.

What should we do? For all the concerns, there is one option, I believe, that should be •
taken off the table from the start: that is the outright elimination of this valuable
financing tool. To do so would require the finding of new forms of revenue to pay for
water and schools and roads; or face further 8ridlock on our highways; more children in
our already overcrowded classrooms;more pollution; and a greater loss of business and •
jobs; and economic development. But there arc things that we can look at. Among them,
ways to lessen our reliance on Mello-Roos bonds. Perhaps, through the passage of a
constitutional amendment, repealing the two-thirds requirement for infrastructure or for •
schools. The way to create tax equity may be to allow a return to "majority rule" when it II
comes to the passageof local general obligation bonds for schoolsor for other

I
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I infrastructure needs. I'd like to hear your thoughts on that. Or we may need to look at
new state and local regulations, including those outlined by CDAC which include

I guidelines for stricter standards for issuance, including minimum land valuerequirements, a guarantee of tax fairness so that taxes paid reflect the benefits received,
tax rate limitations, the integration of Mello-Roos financings into overall government
management strategies. And finally, we need to explore how to best ensure sufficient

I opportunities for democratic expression. Mello-Roos homeowners
may vote with their feet

in deciding to purchase homes in Mello-Roos districts, but that should not mean that they
forfeit their right to influence tax and spending policies affecting their communities.

I In conclusion, let me say it's my judgment that the Mello-Roos bonds have proved an
effective financing tool over the last decade. But no tool is appropriate for all tasks, and
sometimes even the best instruments eventually grow dull from overuse, from misuse or

I abuse. It's our job here today to take a fresh look at Mello-Roos bonds and decide
to just

how we might sharpen these tools so they can better be used for the growth and the
infrastructure tasks that await California in the decade ahead.

I And that, I hope, sets out the agenda, the concerns, the status and the context. I'd like to
note that we have a sign-up sheet for public testimony to my left, up in the front, as well
as a sheet whereby you may request forms for the report after this hearing, and we'd be

I happy to share that with you. Steve Juarez, who's the Executive Director of theCalifornia Debt Advisory Commission, is also here to assist in any administrative way
that members of the public might need assistance. And I'd like now to ask if Treasurer

I Merz or Treasurer Turner would like to make any opening comments. Treasurer Merz?

Merz: No, I don't believe I have any at this time.

I Brown: Great. And Treasurer Turner?
IIW

Turner: Not at this time.

I Brown: And we've been joined by Susie Burton representing the Department of Finance.
Welcome. Would you like to make any opening comment?

I Burton: Not at all. Just here to learn.

Brown: Great. Thank you. Alright. Well, why don't we begin. We've tried to group the

i speakers by their perspective, if you will. And so first, we will be hearing from thetaxpayers' perspective, then the public agency perspective. Then we'll hear from
developers and a finance perspective. We'll hear from the lawyers, of course, and then get
a credit quality perspective. Finally, a legislative perspective, and then we will turn to

i other members of the public. I would ask that you try and limit your remarks to theshortest, most concise framework. I think that as you can get to the point that you want
to make as quickly as possible, we will be able to get more information into the record.
So let me begin with Walter Hueck from Palmia, presenting a taxpayer perspective. Mr.

m Hueck.

Hueek: Thank you, Ms. Brown. Good. I would like to pass out a map here on 87-3,

I which will pertain to what I have to say.
Brown: Great. Thank you. Good morning. Please state your name for the record.

i Hueck: My name is Walter Hueck. I'm with the Palmia Adult Community in Mission
giejo. Ms. Brown, Members of the California Debt Advisory Committee, guests and guest

I
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speakers: We're here from Palmia Adult Community to address the M¢llo-Roos Mission I
Viejo Community Facilities District #87°3. While most of our comments will be directed
toward this district, I'm sure they will also relate to the overall Mello-Roos picture. First,
some of the background on the formation of the district and the improvements to be
funded under theMello-Roosbonds.

Viejo was incorporated as a city on March 31, 1988 and consists of approximately IMission

10,000 acres in South Orange County. District #87-3 was formed in February of 1988 on
,am

a vote of eight property owners as the only qualified electors within the district. Because
the formation commenced prior to the formation of the city, the County Board of •
Supervisors serves as the legislative body for the district and has authorized a bonded |
indebtedness of $85 million. Our district consists of approximately 1,946 acres of vacant,
unimproved land, or about one-fifth of the total community acreage. Most of the vacant m

adjoins the eastern and northern boundaries of the city. Other vacant parcels lieacreage
within the developed areas" of the community. The district will have developed J

approximately 5,013 single and multi-family dwellings and various commercial and public
facilities. The proceeds of the bonds will be used to finance certain roadway
improvements included within a regional transportation program known as the Foothills I
Circulation Phasing Plan and the Foothill Transportation Corridor. This program
provides for a system of roads and highways in the foothill area of Orange County and is a,,
expected to cost approximately $235 million. With this brief background we will attempt |to respond to the questions presented in CDAC's letter of 12/30/91, particularly as they
relate to the perception of our district.

What are the concerns regarding the implementation of Mello-Roos taxes in your I
community? That's the first question. The 87-3 improvements are to support a regional
roadway system. While the entire community should support this system as they will am
certainly benefit from its improvements, it is unfair that only one-fifth of the district |property owners are bearing the full cost of these benefits. In this instance, the vote of
eight property owners placed an entire community's tax obligation on the shoulders of

5,013 homeowners and a few commercial enterprises. I
I,

Question No. 2: Are there specific projects in your community that have been financed
by Mello-Roos bonds which you believe were not legally authorized? If so, what are the am
projects? g
We believe some of the roadways and improvements have been developed prior to the
establishment of a district, yet the projects were designated to be funded by 87-3
proceeds..lust to mention a few, it's Santa Margarita Roadway, Melinda Road and Felipe
Road.

If the unissued Mello-Roos bonds--question again--in Palmia were deauthorized, what do j
you see are the consequences for public services in your community? Do you believe
there are other forms of financing which are available to support public improvements

which are possibly fairer than Mello-Roos? I

We should clarify that Palmia is a single development within the district, and the bonds
affect us as homeowners in the district. At this time, it appears that the unissued bonds, am
$33 million, will not need to be issued. The $52 million issued to date are reported to •
complete listed improvements, therefore, this deauthorization will have little effect on the g

community. However, we feel that such major arterial highways and roads connecting the
Foothill Transportation Corridor should more properly be the responsibility of the county, !1[
state, or federal government instead of a few overburdened taxpayers. |

!
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I The last question: What specific changes in Mello-Roos Act would you like to see

undertaken? We agree with many of the proposed guidelines set forth in CDAC's report.

I We agree with the recommendation to establish review committees to scrutinize and assessdeveloper applications, but our concerns are more with the fairness of the burden to the
ultimate property owner than with the financial security of the bonds. Item B: W¢ agree
it is appropriate to set the maximum special taxes at one percent of the anticipated fair

I market value limiting the total tax burden on the residential property of two percent. Wealso agree with the recommendation to limit the annual increases and the maximum
special tax rate of two percent instead of 3.5 percent each additional year. We agree it is

i necessary to present homeowners with more detailed information regarding these specialtaxes. For instance, the annual percentage increases, the number of years a special tax
will be assessed, and the fact that homeowners will be the first to pay additional amounts
in the event of bond deficiency or default. Now, we know we can't make Mello-Roos

I disappear. However, when a bill is passed in the California Legislature, it should beenacted with fairness to all and we don't feel that Mello-Ro'os does that.

i Thank you very much.
Brown: Thank you very much. Are there questions from the Commission? Let's also
recognize Senator Marian Bergeson who just arrived. Welcome, we're really happy that

I you're here. Would you like to make any comments Senator Bergeson?
Bergesoo: First, I'd like to thank Treasurer Brown and members of the Commission. I

a think it's very important that this opportunity he given, particularly in an area that we

| have seen the extensive use of Mello-Roos. I'm also here today because any legislation
dealing with Mello-Roos comes through my Senate Local Government Committee. I think
that despite the problems, we have seen, certainly, evidence that Mello-Roos does work

I and builds schools and infrastructure and builds communities for the people to enjoy. It'sa sound mechanism to fund the construction of local infrastructure. And voters who
support Mello-Roos special taxes do so knowing that their dollars are going to fund

i specific local improvements. Dozens of new elementary schools in local neighborhoods arein existence today simply because voters knew the project; they knew the costs and were
willing to assume that. in Orange County the school districts in Los Alamitos, Costa
Mesa, Trabuco Highlands issued $31.6 million worth of bonds backed by Mello-Roos

I special taxes in 1991 alone. The bonds will help construct school buildings to housechildren whom the districts would otherwise he unable to facilitate. These district bonds
are sound issues with secure and predictable revenue streams. The homes are sold: the
homeowners recognize the needs for the schools; and they see their tax dollars at work in

I their neighborhoods.

As we know, not all Mello-Roos districts are so popular. Too many developers perhaps

I " create new districts backed by unsecured revenue sources. 1 believe that it's completelyunacceptable for developers to form new Mello-Roos districts and issue bonds in areas
where inflated property values and unsold homes can lead to taxpayer bailouts of

i developer blunders. Local officials who approve the formations of the districts maydeserve scrutiny, too, and I say that as a former local official myself. And that's why I
think ire really need to rein in the trust side of the Mello-Roos equation.

i I would also like .to commend again the staff of CDAC--and the report I found to beexcellent. I hope that if many of you have not had the opportunity, that you take
advantage. It's one of the best reports on the Mello-Roos that I have seen. The

i suggestions are good ones. I think we should seriously consider them, and so, again, thank
you very much for the opportunity. I'm going to enjoy listening and returning to the

!
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Legislature,hopefullytoenactthewishesthatthepeopleof Californiafeelare in the I
bestinterestof our communities.

Brown: Thank you very much, Senator. And thank you Mr. Hucck. I

Hueck: Did you have some questions? II

Brown: I did. I wanted to see if any of the Commission members hadquestions following •
your presentation.

Hueck: I would like to have Ms. Pat Mosler with me. She's the one who did the research I

m

on this.

Brown: Okay, fine. If you just would both come to the microphone and let me ask other I
Commission members whether they have any questions of Mr. Hueck. I would then have J
just two short questions. First, when you purchased your property, were you aware of the

Mello-Roosspecial tax? •

Mosler:Yes,itwas givento me thattherewas a Mello-Roostax. Ididn'tunderstandthe
implicationsof it.I thinkyour statementin your reportwhich impliedthatthe
homeowner was involvedin buying hishome and so excitedabouteverything,so thatthey •
didn'treallyunderstandallof theimplicationsof the tax,exceptthattherewas one. I
did not understandthatitwould increase3.5percentper yearas a given.I understood
that it possibly could increase 3.5 percent. ! also did not know, and did not find out until /
this Monday. how long I would be paying this tax. II
Brown: So the amount of the tax and the length of time that it would be imposed and the

nature of the increase was not something that you... Iqp
Mosler: The initial amount of the 88-89 tax was given to me, but it didn't imply that it

would go up 3.5percentin 89-90,90-91,and 91-92. •

Brown: Very good. And one lastquestion.Given your...lthinkthemain thrust,ifI
understoodit,of your comments was fairness--taxfairness.That you feltyou were being
asked topay forthedevelopmentof infrastructurethatbenefittedthebroader •
community. Would you be supportiveof a constitutionalamendment thatwould bring II
back majorityruletomake infrastructurefinancingforschoolsor otherinfrastructure

back to a simplemajority? •

Mosler: In this particular instance, I felt that the improvements that were imposed on 8%
3 were of a broader regional nature, oven broader beyond the community of Mission , ill

Viejo. Therefore, the immediate benefits did not accrue to those of us who were paying.
They weren't neighborhood benefits; they weren't local community benefits. So in that
instance, I think that probably some other sort of county and roadway funding should
have been implemented.To schooldistrictsI wouldn'tobjecttoa Mello-Roosbeing lib
withina districtwhere my childrenor childrenwere tobe going. I
Brown: So you would supportmajorityruleor you would not forinfrastructureand

schoolfinancing? i
Mosler:I would probablysupporta majorityrule,yes.

Brown: I'm just trying to get at "what do we do." How do we make it fair and not just !
pass the buck?

I
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Mosler: Itindeedisa puzzlement.

I Brown: Thank you. Our nextspeakerisJohn Becklcyfrom AlisoVicjo.

Beckley:Ladiesand gentlemen,Chairwoman Brown, members of theCommission. I am

I John Becklcy. I am from Aliso Vicjo. I'm a taxpayer and resident of Aliso Vicjo. Assuch, I live within two CFDs. The first CFD covers schools; the second CFD covers Aliso
Vie j# infrastructure. Most of my comments here today will be directed to this CFD,

i known as CFD #8g-l, and to Mcllo-Roos CFDs in general. CFD #88-1 is authorized toissue up to $270 million in bonds for Aliso Vicjo's infrastructure. The cost estimates for
the works paid by this CFD include approximately $50 million for the San Joaquin
Tollway; another $50 million for the arterial highways; only approximately $2 million for

I public facilities such as gas mains and electricity backbone; and only $8 million for a firestation, a sheriff substation, and a library. In 1988, Orange County and the developer, the
Mission Vie j# Company, entered into an original developer agreement, whereby in return

i for developing the area of Aliso Vie j#, Mission Vicjo Company in turn would provide $68
million in fccs towards the San Joaquin Tollway or provide work in kind.

In late 1991, after many Aliso Vie j# taxpayers had moved into the district, they entered

I into an amendment to this agreement whereby $34 million of the $68 million previouslymentioned would be forgiven and would bc passed on to the taxpayers within Aliso
Vicjo's CFD o88-1. In turn, that $34 million would be given to the San Joaquin Tollway

i Agency.
Thisamendment has not yetbeen finalized;but ifitis,itwillhave seriousramifications
for the taxpayers within CFD #88-1. First, it has resulted in the cost estimates for the

I tollway being financed by this CFD be increased to approximately $85 million,approximately one-third of the bond issue amount. It will likely result in a diversion of
funds from other planned improvements within the CFD. It will likely result in Aliso

i Vie j# taxpayers being forced to forego other planned improvements such as libraries and
police substations which they get a direct benefit from or result in a less desirable or
lower quality project than previously planned. If this amendment is finalized, it will
encourage Orange County and the developer, Mission Vie j# Company, to enter into future

I amendments to the original developer agreement to decrease the amount going into thetollway. Right now, there is nothing in the Mello-Roos Act or in the CFD #g8-1 to
prevent the County and Mission Vie j# Company from using the entire $270 million that

i have been issuedand authorizedby CFD #8g-Iforthe tollway..This amendment willalsoresultin a change in taxpayerexpectationsregardingwhat portionof theirtaxeswould
be goingtocertainimprovementsincludingthetollwayaftertheymoved in,most of them
two to threeyearsago beforethisamendment. To preventtheselocalabusesof theMcllo-

i Roos and ensure more protection for MclIo-Roos taxpayers, I make the followingrecommendations to strengthen and improve the Mello-Roos Act:

I Number one, there should be a state review committee to review all applications fromdevelopers for CFD Mcllo-Roos taxes, and all CFDs should bc reviewed yearly by a state
committee to prevent abuse and to make sure they are financially stable. A state
committee makes more sense and is more prudent than a local committee as they arc more

I likely to be removed from the local scene; they are more likely to bc independent; they'reless likely to be susceptible to local developer and local politician influence. A state
committee also makes sense as it ensures uniformity and Mcllo-Roos scrutiny throughout
the state.

I
I

7

I



!
!

I also recommend that all major changes such as the $34 million amendment, after a
certain number of voters have moved in, be put to the voters, to a majority vote within

the district, or at least be subject to state committee review, g
I

I also recommend changes to the current petition process which is now in the Mello-Roos
Act. As it now stands, a petition signed by 100 percent of the Mello-Roos taxpayers Im
within that district can be defeated, right off the bat, by a landowner with just 50 II
percent of the land within that district.

I recommend again that any petition for the changes of the facilities within that district •
should be up to a majority of the vote of the registered voters within that district. I also
recommend that the Act forbid taxpayers being forced to pay for revenue-generating
facilities such as a tollway. This is forcing taxpayers to pay something that probably is I
going to be self-supporting anyway, whether they use it or not. This also promotes If
inequities as people who live outside the district only pay for it once--and that's when
they use it. In any event, if residents are obligated topay for such a revenue-generating
facility, such as the tollway, they should be given a credit or a waiver of the toll or fee •
when they use it to prevent multiple taxation.

Finally, all local agencies that receive Mello-Roos funds, such as water districts, school I
districts and transportation agencies, should have at least one taxpayer from each CFD I
that is contributing substantial monies to that agency. To do otherwise results in a
taxpayer having no say in how their money is spent, and other residents who do not live
within that CFD telling those taxpayers how that money is going to be spent. This is the •
current situation now in Aliso Vicjo. For example, the San Joaquin Tollway Agency is
composed of residents from the surrounding communities of Laguna Nigel, Newport
Beach, San Juan Capistrano, Mission giejo, Dana Point, and San Clemente. None of these a,
communities that surround Aliso Viejo and that surround the tollway--and get a direct II
benefit from the tollway--are contributing one cent toward the San Joaquin Tollway.
However, these residents get a say on how the Aliso Viejo Tollway money is spent.

m

I thank you. B

Brown: Thank you very much. Arc there questions from the Commission members for m
our speaker? Very good. Thank you for your thoughtful suggestions as well. We will |take note of those and consider them. I think we now have Robert Beaulieu. Is Mr.
Beaulieu here? From Tracy.

am

Beaullea: I'll just wait a minute so that you can receive your copies and can read along B
with me. You'll have to excuse my voice; I'm recovering from the current flu...Trcasurer
Brown, members of the panel, we'd like to thank you for the opportunity to present our I
concerns over the Mello-Roos funding in Tracy, California. t
We believe the implementation of the Mello-Roos Act in Tracy has been a fraud. Under
the guise of using this funding mechanism for new growth, the City of Tracy and its i
administrators have subsidized the funding for projects like schools, transportation
facilities, busing costs which all serve the entire community. A master plan is being
carried out in which the taxpayers in the Mello-Roos districts are paying for facilities m
which are the responsibility of the entire community. Along with this plan, the Tracy |City officials have gerrymandered the school districts in order to service these older areas
as well. For one example, Mello-Roos taxpayers are financing a $26 million high school.
Currently, 40 percent of its population will be non-Mello-Roos children. The present t
gerrymandering often displaces children of Mello-Roos households because the new
schools are filled with non-Mello-Roos students as soon as they are open. The children of

I
8



I
I the Mello-Roos taxpayers are then sent from their new neighborhoods to the old schools

outside the Mello-Roos districts. The Mello-Roos taxpayers have no guarantee they will

I benefit from their special tax dollars. We believe this is in direct conflict with one of thebasic principles of the Mello-Roos Act--that all property owners in the CFD must benefit
from improvements. This is clearly not happening in Tracy.

I Also built into the Mello-Roos funding vehicle is a nice loophole for select
very

landowners in Tracy. They may build up to four homes a year within the CFD which are
exempt from the Mello-Roos tax. For example, the city council member Richard Pombal's

I family has used this loophole by developing homesfor resale inside the CFD. Cunningly,these homes sit in the middle of two subdivisions paying Mello-Roos, but his homesare
exempt from the tax.

I governing board of the Mello-Roos funds, called the Tracy Area Public Facilities
The
Financing Agency (TAPFFA), is appointed, not elected, comprising members from local
school boards and the Tracy City Council. Not one member of this board represents the

I Mello-Roos taxpayer. To us, this is like a thief with a stolen checkbook and an unlimitedsupply of funds.

Also implemented in the Tracy CFD is authorization to increase taxes by two percent a

I year with no cap. Currently, the yearly amount for each single family resident is $1,048.The response of our local representatives regarding the wishes of the Mcllo-Roos taxpayer
has been one of contempt. All requests have been disregarded. Finally, in desperation, a

I coalition was formed to tackle the resistance from this abbreviated TAPFFA Board. Ourcoalition presented a petition signed by the CFD resident. It asked for an immediate
freeze on any new bonds for the district by way of a ballot election. The governing
board is allowing an election but has changed our petition, negating its effect by adding

I that alternative funding must be found by members of the CFD before a freeze can takeeffect.

I During the course of the implementation of Mello-Roos in Tracy, we homeowners havewatched the value of our homes decrease. New home buyers see that they can buy a home
outside the CFD and can still benefit from the use of Mello-Roos schools and facilities
without ever paying the tax. Realtors promote homes outside the CFD as a better

I investment. The sale of homes in the CFD suffer tremendously. Conversely, buyers inthe CFD were originally told their extra tax dollars would 8o to create more desirable
neighborhoods and therefore increase the value. As homeowner and taxpayers, we believe

I the establishment of a M¢llo-Roos CFD should only be the result of an election byhomeowners instead of one done in the shadows in which developers and landowners
shirk their responsibilities onto future home buyers. We believe only Mello-Roos money
can be used in Mcllo-Roos CFDs--not to carry the burden for an entire community.

I •Also, the M¢llo-Roos Act is not a necessary tool for financing developing areas. We
believe there are other options. Among them, developer financing, use of sales taxes, state

I and local government resources, and as another option, year-round schools. At the presenttime, action is desperately needed by the state to stop the injustices to homeowners by city
officials and developers. Mello-Roos taxpayers need an agency to oversee, audit, and
direct existing Mello-Roos CFDs. Finally, the ultimate authority in any CFD should be

I the Mello-Roos taxpayer.
Thank you very much.

I Brown: Thank you. Let's see if we have some questions from the Commission members.

I
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Burton: I have a couple. To clarify your point about the members of your MeIIo-Roos
board not being elected, they represent city council members who are elected, aren't they? I

Beaulleu: Yes, they are. They're city council members and board members which are I
elected. Basically most of them, I believe, prior to most of the new homeowners moving
in... They're not elected to this Tracy Area Public Facilities Financing Agency. They're m
appointed, and it's kind of a rotating door. They take turns for a one-year length of time. |
Burton: Okay, but they are elected for the originating bodies that they sit on.

A

Beaulleu: They are elected officials for the City of Tracy for school board and city I
council.

Burton: Do the taxpayer in your Mello-Roos district have an opportunity to vote for I
these people who sit on the school board.

Beaulleu: In upcoming general elections, yes. We will have an opportunity to vote on M
some of the positions. But we have no representation for us at this point in time. g

Burton: But you think that these representatives should be separately elected to represent am
the taxpayers in the Mello-Roos district? Is that the point you were making? |
Beaulleu: Yes, the main point I want to make is that we have no representation at all.
There should be a better establishment to provide representation for the Mello-Roos I_
taxpayer. At this point in time we feel there is no representation.

Burton: Okay. You also make reference...since I'm from the Department of Finance, and ==
I know that we don't have any money either...you quickly went over the other options...I I
wanted to delve into those a little bit more because you make some really cogent points.
But we're looking for options, and the first option that you mentioned was the developer

financing; the second was sales tax... B
D

Benulleu: I can give you an example. Developer financing: we believe a greater
percentage of fees to be paid to promote or pay for some of the facilities should be the tim
responsibility of the developers instead of more of it being passed on to the taxpayer. IIRecently, in the city of San Francisco I believe a quarter cent sales tax was voted into
law to help supplement the school system there.

,=

Brown: Which is now subject to review by the California Supreme Court because of a J
Supreme Court decision dealing with what's called the "Rider" case, and the possibility

that a majority vote was inappropriate and unconstitutional in terms of Prop. 13. S
|Brown: Do the other families with students that attend the schools within the Mello-Roos

districts--do those families pay taxes at all that are contributed to the building of those
schools? Or are the schools in the Mello-Roos district financed solely by the Mello-Roos Ill
taxpayer?

Beaulleu: In most cases, they are solely financed. Now, the TAPFFA Board, this Tracy m
Area Public Facilities Financing Agency, has taken some of the Mello-Roos funds to help |in non-Mello-Roos schools also, which is outside the CFD, which is in question also. We
feel it's just a totally abusive setup that we have now in Tracy.

m

Brown: Currently, state G.O. bonds to finance school facilities can be passed with a I
majority vote. There is, in turn, no revenue that is generated by that approval of the

!
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I state G.O. bond to finance schools. That money has to come out of the general fund
which as Ms. Burton knows is sorely stressed right now and will continue to be sorely

I stressed at a time in which California is looking, in terms of education, at 200,000 newschool kids a year. And, boy, in Tracy and Manteca and Ceres and Modesto, and all
throughout the Valley, you're feeling it just like they are in Orange County and Riverside
and San Bernardino. So my question that ! asked to the first speaker, given this fairness

I issue and given this equity issue, would you consider putting the local tax for schools, forexample, which now requires a two-thirds vote, which has forced the creation of these
alternative financing strategies, like Mello-Roos--would you consider that it would be fair

a and more appropriate to finance these facilities with a majority vote of all of the citizens

| of that community as opposed to requiring a two-thirds vote which is not majority rule?

Beaulleu: Yes, we would be in favor of that.

I . Brown: Okay. There is something currently in the Legislature...the governor has
supported it; the Legislature supports it--ACA 6 which (and the Senate supports it as well,

i not the Assembly)...
Burton: Yes, that's true. It's been stymied in one of the committees there for some time.
And there's a question about whether it can garner sufficient support because it's now

I being viewed as it's too easy to tax people with a majority vote.

Brown: So I just put that out there. We're hearing from taxpayers. They are raising, you

i are raising, very legitimate concerns. In the alternative, the state is growing. It's going tocontinue to grow. We can't limit that; we can plan for it. To plan for it, your public
policymakers, your elected officials need to have tools that will work so that we can be
fair. And that's why I raise this other option and ask you to consider that--and it's

I stymied and caught up in the processes of government; it's not enjoyed the kind ofenthusiastic support that it's going to need to move forward to give you the opportunity
to just vote on it as an option.

I Beaulleu: If I may make one more comment. When we first were getting together with
our coalition, we looked for one certain agency or one place that we felt would have to
watch over these Mello-Roos CFDs, and we were told there isn't really one body that does

I that. And I think that that has given an unfair license to local communities to do whatthey're doing to us.

Brown: That is why we're having this hearing today. And that is why we appreciate all

I the input.

Beaulleu: I'm sorry but 1 cannot stress enough the urgency to create a body to do just

m that.
Brown: We appreciate very much your coming the long distance here today to share with

i us your concerns. I know there are other representatives in the community. We just wantyou to know that there is this larger problem of how we manage to do the job that is the
most basic job of government--which is to educate and provide transportation and these
public facilities. But we hear you, I think, quite clearly. Thank you so much.

I Beaulleu: Thank you very much,

i Brown: Next is Julie Gordon also from Tracy. That's right, he's (Mr. Beaulieu) spokenfor you. Next, we'll turn to the public agency perspective, and Eileen Walsh from County
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of Orange. Ms. Walsh, we want to thank you for your hospitality today. You have very J
nice quarters. U

Walsh: Thank you. I might at this point take that opportunity to remind people standing •
in the aisles that there are seats here, or the Fire Marshall will come in and ask us to |
clear the aisles.

Good morning, Ms. Brown, Honorable Senator Bergeson, and the CDAC members. We have 1
five questions this morning that we have been asked to respond to, and I'll go through

J

them in the order they were asked.
m

1. What are the county's objectives in the implementation of Mello-Roos? I

In Orange County, officials have worked in partnership with landowners to attain Ill

two objectives: assuring adequate infrastructure to support the orderly •
development of the South County and achieving tax equity via the benefit
principle. During the 1980's, the County developed new planning tools and fee
programs in a focused infrastructure planning effort. We monitored local and •
regional service availability, evaluated the cost of new services, and tied provision
of new services to new development.

The 1980's also saw an increase in public awareness of growth and infrastructure m
issues--a public concern which led to the qualification of the "Citizen's Sensible II

Growth and Traffic Control" initiative. This ballot initiative's purpose was to

control future growth and to require certain levels of public service. I
Im

Although the voters rejected the measure, the threat of its passage provided serious
motivation to developers of large land holdings to negotiate development
agreements with the County. In August of 1988, the Board of Supervisors adopted •
a resolution approving a growth management element of the county's general plan
which, in the spirit of the initiative, required adequate infrastructure and public
facilities concurrent with growth. As a result, the County entered into •
development agreements with most of the major landowners in the unincorporated
areas. These development agreements quantify and set timelines for needed
facilities. The agreements call for early construction of fire stations, libraries and _t=
arterial highways funded by developer contributions and by debt placed on their tlandholdings.

The County wants to emphasize that the development agreements extracted public II
benefits which went well beyond those required of developers under the California
Government Code. The County uses its authority to issue tax exempt bonds in
support of regional projects. The public purpose served by both creation of the m
district and issuance of debt is the early opening of public roads and services to •
this growing region. Exactions on a smaller scale, those customarily viewed as the IB

developer's responsibility in new tracks, are not typically included in bond-funded

programs. I
Creation of community facility districts offered a win-win solution to the conflict
among those in the community who, on the one hand, saw growth as essential to Blml

the continuing prosperity of the County and, on the other, wanted assurance that •
quality of life and level of service within the County would not be eroded by new
growth's challenge to our limited resources.

!

!



!

I The Mello-Roos Act provides a local financing mechanism to allow construction of
needed facilities, particularly highways and schools, which are not adequately

I funded by the state. Keep in mind, with respects to the property tax, OrangeCounty is a donor county receiving only 18 cents for every dollar of assessed
property tax. The statewide average for counties is 33 cents.

I In Orange County the use of community facilities districts is
not a fragmented

developer-driven, hit-or-miss affair. It is a planned program of orderly phased
growth in which the county and a group of committed forward-thinking

I landowners are full partners to attain shared objectives. We believe it is the onlyfinance tool which funds public improvements to create self-sufficient, planned
communities. It does this without spreading the tax burden for growth-related
improvements to older established neighborhoods.

I 2. What is the role of Mello-Roos in congestion management?

I We often refer to Orange County's Mcllo-Roos districts as our "roads first" program.Our primary intent is to assure an adequate network of streets and arterial
highways to keep the cars of the new South County residents from clogging the
near capacity roads and freeways of the region. One important goal of the Mello-

I Roos program is to generate more than $210 million for the development of aninterlinking network of 40 road projects known as the Foothill Circulation Phasing
Plan which makes South County accessible to workers, businesses and residents. We

i have used the level of service standard in determining needs and tax level impactsto avoid further congestion.

3. Can Mello-Roos result in some taxpayers subsidizing a larger community?

I Mello-Roos, as nearly all other available taxing strategies, places disparate burden
on taxpayers. Living as we have with the effects of Proposition 13 and declining

i federal and state assistance for infrastructure for the last decade, we're well awarethat Prop. 13 shifts a greater burden to the community's newcomers and to those
who changed residency since its enactment. One of the messagestaxpayers sent to
the government through Prop. 13 was that the general taxpayer was no longer

I willing to pay for new communities, new schools or new roads that were not ofdirect local benefit to them. The businesses and homeowners in our developing
South County bear the costs of the new infrastructure. They do this either through

I developer fees added to their purchase price or through a special tax levied ontheir property for 20 or 30 years. Others will drive on the roads they have paid
for. Future generations will use the libraries they have built. Had more equitable
strategies been available, we would have preferred them. Our options were few

I and the needs are great. Mello-Roos became the best available solution to permitthe County to grow economically.

i 4. What are the consequencesto service levels if unissued bonds were deauthorized?
We are presently just past the halfway point in the issuance of debt needed to
support the full construction of the Foothill Circulation Phasing Plan. If we could

I no longer issue bonds authorized under the existing districts, the development ofroads would he slowed, but it would continue in the future as sufficient developer
fees trickle in to permit the County to enter into construction contracts. As noted

i above, these fees are passed on to new homeowners and businesses. The delaycould result in a patchwork of unconnected road fragments awaiting buildout
segments in the future. Some pockets of development might remain reachable only

I
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by narrow or overcrowded roads. Businesses could quite likely relocate to regions
better served by public infrastructure.

m

5. State and local actions needed to protect taxpayers and investors:

We feel that Orange County's guidelines for the issue of Mello-Roos debt developed •
over the past several years can serve as a model for other issuers. We would gladly U
work with your office and share the eight features that are central criteria to our
guidelines.

1) A clear identification of the public purpose and regional impact of U
facilities to be funded. We think that's first and foremost the most

important element of a good Mello-Roos program. •
g

2) Taxes are related to the benefit, the use, and the cost of facilities.
Identified ceilings exist for the taxes for prospective purchasers on their rob,

property. These maximum taxes must be disclosed by the developer or •
merchant builder before a sale is complete.

3) We issue no debt without a review of the developer's history in obtaining •
and paying on other loans as an indicator of their financial ability to pay =
their taxes on undeveloped land within the district.

4) We issue no debt without retention of an independent economist and a •
review appraiser. The economist projects probable land absorption rates I
basedon very conservative projections regarding the local economy. These
projections are used by the appraiser in assessing land value. The review Ill
appraisers are hired by the county and use our appraisal guidelines to assure =
the valuation of property are based on its present condition and on a worst
case scenario of value in a bulk sale.

n

5) We issue no debt unless the land value is at least triple the debt on a U
district, and coverage under a district's rate and method of taxation must
well exceed the maximum debt service payment =/property could sustain in
any year. If any one large parcel or tract within an otherwise sound II
district fails to meet this two-fold test, additional surety is required to
assure that the district can sustain its obligations, not only in the aggregate,
but tract by tract. Our intention is to preclude one payer's default from •
adding to the burden of his neighbor's. We analyze overlapping debt in this
formula, as well.

6) We review tax delinquencies regularly on the districts as a _vhol¢, and as N
needed, of builders within a district, as well. We intend, if it is ever

Ill

necessary, to aggressively pursue foreclosure proceedings against any tax

delinquent developer. I
7) We are diligent in disclosure to prospective bond buyers about the nature of

the district: who the developers are; what environmental considerations am
may exist, such as water availability or endangered species; and how the =
district is able to sustain proposed debt.

8) We are careful to invest proceeds with highly rated investment providers. I

!
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I In sum, we believe there are two factors to a successful Mello-Roos program: (a) that
homeowners and businesses know clearly what their maximum tax obligation can be, and

I what they will receive for their taxes, and (b) that bond holders understand the nature, aswell as the potential risks of these securities.

i We thank you for conducting this hearing. And we welcome the State Treasurer's Mello-Roos guidelines dated September 19, 1991. We're confident that Orange County-issued
Mello-Roos debt meets or exceeds all of the standards in that document.

I And I have written copy of testimony.
Brown: Thank you very much, Ms. Walsh. Yes, Senator Bergeson.

I Bergesoo: I'd like to ask a question that of
was brought up by one the earlier speakers,

and that is regarding amendments to Mello-Roos. How is that handled? How is
notification handled and how does that deal with the original agreement by the

I homeowner at the time of purchase?
Walsh: There have been no amendments executed which affect the maximum tax on
residents. I think the amendment that was referenced is an amendment that has also not

I been executed relating to the amount of the CFD in Aliso Viejo will contribute
money

towards the construction of the San 3oaquin Hills Corridor. There is no project in any of
our CFDs which was not disclosed in the initial district engineer's report. That's part of

I the formation process. And I think when the attorneys speak later on the legalperspective they can answer any technical questions about amending the original district
engineer's report. It's my understanding--and we have never done that--that should we
want to include a project that was not included and discloseable at the time homeowners

I moved in, it would take a two-thirds approval of the residents in that CFD.

Brown: Thank you. Other questions? I do have one last question and it relates again to

I the earlier speaker's comments, and it relates to the benefit basis. How can you justifythe decision on the benefit basis--and I'm just trying to understand what benefits do
accrue--when persons just outside the CFD will benefit from the tollway just as much as
those inside. What is that benefit analysis?

I Walsh: The benefit analysis is done by an engineering firm. It's not something that
pulled out of blue smoke and mirrors. It's done in a similar fashion to the rules that

i follow an assessment district. We do have a benefit analysis done by the engineeringfirms to determine the tax benefit to residents. On a larger issue about whether the toll
road benefits only the residents in a particular CFD or the larger, I think it would be fair
to make the factual correction that there are lots of additional funds from the

I surrounding communities that are being put into the San Joaquin Hills Corridor. It is notbeing funded out of one CFD.

i Brown: It is not being funded out of one CFD; it's being funded out of...?
Walsh:' Out of all the communities to which it benefits. The benefit assessment, if you
will look at it from our perspective that we took early on when I tried to lay out the

I philosophical underpinnings by which this County undertook Mello-Roos financing, is thatwe did not want to spread the burden for South County growth to the existing North
County homeowners.

I Brown: Is it possible that it could be disproportionate on one CFD, such as Aliso Viejo?

I
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Walsh: The reason I'm hesitating to answer... As you may know, we have three or four I
taxpayer lawsuits on the Allan Viejo/San Joaquin issue, and I'm looking toward County
Counsel because this is not the arena in which to discuss issues if I'm not to discuss them. am
So I kind of need a head nod of whether or not to answer that. Seeing none, I suppose |
the litigation prevents us from really getting into a thorough discussion of that right here.
There are some factual pieces of information in one of the earlier testimonies that

probably could be corrected. 1

Brown: Okay. Very good. Thank you for your testimony and your responsiveness. Next
is Timothy Davis, County of Riverside. And I know we asked five questions. If you m
think you can answer the five questions in shorter terms we would be appreciative. We |
have a very lengthy agenda. So we welcome you and appreciate your comments, Mr.
Davis.

m

Davis: Thank you. The written statement addresses all five of the questions that you I
have posed. I've also attached to that as exhibits a listing of all the community facilities
districts which the County of Riverside has formed. And attached secondly is the policy m
procedures with regard to our forming of any of the assessments... |
Brown: Could you just state your name and who you represent for the record.

lit

Davis: Timothy J. Davis, Deputy County Counsel with the County of Riverside. I

And attached as Exhibit 2 are the adopted rules and procedures of the County of mt
Riverside with regard to the formation of any district, the structuring of the rate method, |apportionment of the tax, as well as various guidelines with regard to the actual
structuring of the bond transaction itself.

• INow, I'm not going to get into those in any great detail, and I'm not going to go through
all five questions. I wanted, and I've taken three pages in my written statement, to focus
on one of the issues which has come up through all of the testimony so far this morning, tit
And that is: how does one go about approaching in a CFD, which primarily is directed |
towards constructing regional facilities, an equitable balance between the obligation of
homeowners that eventually will live, or the businesses that are located within the
district, when the facility will necessarily, as a regional facility, benefit persons and II
businesses outside of the boundaries? And this has bothered me since I started in this
about six years ago. And the County of Riverside approaches these things from the
perspective that we are the only existing advocate for the homeowner at the time these
things are formed. And if we can't justify them to ourselves, we're not going to be able •
to justify them to the homeowners five years from now when they're knocking on our

w

door and ringing our phones, "How could you have done this to us?" So consequently,
when we have gone out to construct the major thoroughfares, the freeway interchanges, Ill
the overpasses, the trunk sewer mains, the waste treatment plants, and so on, we have II
approached all of the other public entities that we have to deal with that, in fact, we are
building something that you need. But other people are going to benefit from it so you m
have to, in the joint financing agreements, contribute your fair share toward those •
facilities. Now, I've gone into examples in my written testimony as to how that can

II

occur, and I'm going to briefly over the two examples that I've given.
all

With regard to a large thoroughfare or even an interchange, the County has started to I
utilize road and bridge benefit districts which are allowed under the Government Code.
They include a rather substantial area, and the CFD may be a small portion of that road ass
and bridge benefit district. The CFD may build two or three of the ten facilities that •
this road and bridge benefit district is going to build. And the road and bridge benefit g

I
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I district is seen as a pay-as-you=go type of mechanism, where it sets a fee every time a

building permit is pulled that will go toward the construction of all ten items. But the

I CFD can accelerate that pay-as-you-go because it's going to front end two or threefacilities. $o consequently, what we do is that we: (I) All fees that have been collected
to date that can be attributed to those two or three facilities are then pooled over into the

i CFD monies to lower the amount of principle bonds that are initially sold. Those thenare contributed toward the actual construction. (2) With regard to all of the developers
and all the homeowners and property owners, we say you get a dollar-for-dollar credit
against your road and bridge benefit district fees for every dollar that you actually

I utilize from bond proceeds to construct these facilities. So that in many instances we canwipe out the road and bridge benefit district fee altogether. And finally, we say we're
going to have this road and bridge benefit district in place for 20, 25, 30 years. All fees

i collected in the next 20-25 years that can he attributed to these two facilities are paidback into your debt service fund, and we go out and redeem bonds. And so consequently,
the property owners within the district do not pay on the analysis of both the road and
bridge benefit district, as well as the community facilities district, one more dollar than

I the entire region is going to get out of the benefit of these regional facilities.
Now that's real easy to do when you're running the whole show because the board runs
both the road and bridge benefit district and the CFD, so you don't get into flack there.

I But let's go to the water districts. We have built lots of trunk mains and
sewer treatment

plants, and so on and so forth. And in those instances, we go in with the same attitude
with regard to the water facilities as part of the joint financing agreement which we're

I obligated to negotiate. I make sure that for those facilities which are regional facilities,those water districts collect connection fees. And out of those connection fees there is a
capital facilities component. It may not be labeled as such hut they have them. And out
of that capital facilities portion of the connection fee there are dollars. It may be only 50

I cents; it may be $1.50 that is to toward those same facilities that the CFD is
go very

accelerating the construction of. And I get out of each of the water districts a
commitment that for that portion of the connection fee that would otherwise have been

I directed toward the facilities that the CFD is constructing, those" monies will be paid backover again to the CFD for the purposes of redeeming bonds and taking down the debt
obligation on these people. In addition to that we also go back and negotiate that these

i people also get the same credits toward connection fees and other fees charged by the
water and sewer districts in relationship to the facilities that they're putting in. So that
there is a real active position on the County of Riverside to deal with these regional
facilities and not to overpay or cause these people to pay twice.

I In addition, when we go to look at the various other fee programs of the County of
Riverside we make sure that the facilities that we're constructing through the Mcllo-Roos
program are not facilities that we're also collecting developer fees for, traffic and signal

I mitigation fees for, and so on; so that the that buys that home is not to be
person going

paying twice for essentially the same facility. And that is a very important position of
the County of Riverside. We feel that we have to advocate for the homeowner because he

I isn't there to do it for himself. And we arc not going to have him double taxed or paytwice for the same facility; and to the best extent possible, they are not going to pay a
disproportionately large amount for that particular facility.

I Now, with regard to the last question that you pose. The rules and regulations of thecounty on these districts goes on for five or six pages with addendum on top of that. l
want to augment a little hit on what Eileen earlier testified to. With regard to the County

I of Riverside, the land-to-lien ratio before we'll go out to debt is 4:1. We will not sellbonds unless there is a 4:1 land-to-lien ratio. We structure our taxes so that the tax
ultimately, including the special tax when coupled with ad valorcm and all other

I
17



I
overlapping debt on that property, does not exceed two percent of the anticipated assessed I
valuation of the property. Now, in my written comments I've indicated to you it's
becoming more evident to the County that if we're not building everything infrastructure- -,
wise with regard to a particular CFD, we've got to bring that two percent overlap down leven further to let's say 1.75 percent or 1.50 percent to accommodate for schools or other
people or other entities that will be taxing or using other mechanisms. And it may not be
CFDs; it could be assessment districts; it could be general obligation bonds; it could be •
any one of a number of things. The goal is to try and keep the ultimate debt obligation
on any parcel within a CFD, or an assessment district for that matter, not greater than
two percent as far as its assessed valuation is concerned.

• IAnother thing that I want you to understand with regard to something that's unique in
Riverside County that we don't do any place else--and also deals with this fact of whether
or not the developer of the vacant property is paying loss than it should--is that in the •
County of Riverside, at the time that we close any community facilities district, we
require any property owner who is responsible for more than 33 percent of the special tax
obligation associated with the bond to post a letter of credit. That letter of credit is a am=

letter of credit equal to two times the debt service for the special tax obligation •one-year
on his property annually renewable. If it isn't renewed we hit that letter of credit and I

put the money into an escrow account. That letter of credit will be reduced over time

until that property owner's liability is less than 33 percent. We feel that coupling that
initial letter of credit with the reserve funds that we establish with regard to all of these
transactions provides the County of Riverside with at least 3.5 to 4 years of cash flow
with regard to that district which would be more than sufficient time to get us through a
complicated foreclosure and bankruptcy situation so that we could exercise our rights •
with regard to that property. Now that is relatively unique. We're the only entity that I
know that does it, and we don't advertise it in our official statements. We do that simply
for the self-serving purposes of having a cash flow and not having the bonds bearing our •
names go belly up.

Brown: Thank you. Are there questions from the Commission members. Yes, Senator

Bergeson. I

Bergesou: l'm not at all certain that it's even appropriate to bring it up. But perhaps you
could give me some idea on how the response to the Temecula School District Mello-Roos J
situation.., what the prognosis and how this might impact since the concern, of course, of II
foreclosure is always a very real concern; and if there has been some thinking as to how
that result might take place?

Davis: That particular issue the County of Riverside had nothing to do with. Neither the •
issue, nor do we have any joint financing agreements with the entity, and so anything
that I might say on that is perfectly hearsay. It's only what I've read in the papers or •
have heard form other individuals. And so I don't feel comfortable responding to that
one at all.

Brown: I'd just like to ask one question about the letter of credit notion. Is there a m
problem with the letter of credit today in attaining it, given the credit crunch in the B

marketplace? I know with the industrial development bonds that we finance through the
state we lost $29 million in viable applications because of the inability to get a letter of
credit. Or does it add an undo additional cost to the property owner because of that
letter of credit.

Davis: Interesting you should bring that up. Yes, and we have solved that problem. I
Okay. We require a letter of credit from the developer and have from 1986 to date. In g
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I the last year we discovered that in many instances the banks were not willing to give the
letter of credit that we required from the developer. We still require the letter of credit

I with regard to residential CFDs. We will not shift the burden because they arc not of thegreat priority to us that the commercialindustrial CFD is.

i With regard to the commercial CFD, we have now come up with a very unique document.We have a surety company that will issuea surety bond. And we have a companion
surety agreement. Now it took us a couple of months to draft this document up, but we
have a surety bond with a companion surety agreement that read exactly like our letter of

I credit. And we consider the cost of this and the purpose of this to be related to theadministrative responsibilities of the district so we take it out of the administrative costs
of the district and the CFD actually pays the points associated with the surety bond. And

i the bonds generally cost us two points for the face value of the bond. So that if it's a $4million dollar bond it cost us about $80,000 a year. And we increase the special tax as
part of our administrative expenses to cover that. It goes down essentially if it is still
principally the sole property owner. Hc's paying that through his tax. But we still have

I the liquidity objective that we had intended with the letter of credit, only the CFD ispaying for it and we have come up with this mechanism.

Brown: Is everybody in the district paying for the surety bond?

I Davis: Yes, but invariably what we have here is a large commercial developer who is
going to be in that position for a substantial period of time. And so consequently, it's a

I shopping center; and they're going to be continuing to pay the shopping center and they'renot going to diversify ownership. And so consequently, they're paying for it for the
entire length of time.

I Browh: Very good. Thank much, Mr. Davis. Our is
you very next speaker Ray Wood

from Lake Elsinor¢. Mr. Wood-Good morning. Again, I would respectfully ask you to
keep your comments as succinct as possible.

I Wood: I will attempt to do that. I'm Ray Wood, Special Projects Coordinator for the City
of Lake Elsinore. And of course, as you are well aware, we've been the brunt of some

i rather unfavorable, I think grossly uninformed, publicity through the newspapers. I'm not
here to defend that. I'm here primarily to tell you what we are trying to do and try to
respond to the questions that you have specifically asked.

I I'd like to read the three questions you proposed; but rather than answering themspecifically point-by-point, I will answer them in terms of a general discussion. The first
question you asked was:

I I. What do you see as the opportunities and potential problems with your
1B community's aggressive use of Mello-Roos financing?

I 2. If your city's growth projections do not materialize, what will b¢ the impact oncredit quality of your outstanding Mello-Roos bonds?

3. What actions has your city undertaken to ensure that it does not become over-

I indebted through the issuance of Mello-Roos bonds other of debt?
or types

By way of background, of course, Lake Elsinor¢ is right in the midst of what is

I acknowledged to be the most rapidly growing area of the state. We have independentlydeveloped demographic studies which indicate that our population is now somewhere
between 19,000 to 20,000. It was 6,000 six years ago. We'll he in the neighborhood of
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75,000 to I00,000 by the turn of the century. Obviously this indicates substantial and
rapid growth. We have in various stages of planning by major developers, some 20,000
residential units anticipated over the next ten years within the City. Obviously, we have i
to have some vehicle for financing the infrastructure that all of this is going to require. II
We feel, and have felt, that the Mello-Roos Act provides for us an excellent method.

Reference was made a little earlier to developer financing. In today's world that is I
almost an impossibility. As we know, the commercial area will not give developers
financing to put the infrastructure in. We recognize that the infrastructure that is going
in is going to be paid for by the property owner ultimately, one way or the other, either I
through a mortgage or through financing. II

The example which was in your report is an excellent example of how in the long run it •
may cost the property owner less to have CFD financing for his infrastructure than if he II
has to pay for it through a mortgage. We have made a very detailed analysis of the
CDAC report, and item by item in your guidelines. We already had everyone of them in

place plus, prior to the time that report came out. I

We are making every effort in everything we do to be conservative in the application of
the CFDs and the maximum tax. We do have an independent team consisting of •
independent engineers, attorneys, I being the only City representative on a team that in |
detail reviews with the developers every project to be accomplished within the City in
multiple meetings prior to the time we even consider establishing a CFD. We have three
in place right now. None of them have reached the two percent guideline which we are
using, or one percent for the CFDs. Everyone of them is under one percent in the total
tax burden, considering overlapping debt and other matters, so that we have attempted to
be very conservative. Of the three that are in place, all of them have at least 3:1, one of •
them has 9:1 value-to-lien ratio going in. And we will not, in our case, consider less than II
a 3:1 value-to-lien ratio.

There have been comments as to the tremendous aggressiveness of our City and the $500 •
million authorizations and so forth. We have issued to date $38 million worth of Mello-
Roos bonds. There are other types of debt that have been issued totaling only $70
million, not $500 million. The $500 million is nothing more than an authorization to be t
spread over the next 20 or 30 years as it may be needed.

Brown: You've authorized $500 million; you've issued in total $38 million?
am

Wood: That's in our Marks-Roos pool. And all of our Mello-Rooses are acquired by our B
Marks-Roos pool, our public financing authority. So that the ultimate public risk is at the
Marks-Roos level, which I know your Commission is studying that and going to put out a •
report on it. But in terms of Mello-Roos, we have only the three outstanding; we have I
several pending that we anticipate will come to maturity over the next several months.
All of these criteria will be met or they will not be issued.

!In terms of assuring, as best we can, the values going in, we require an independent MAI
appraisal. And "independent" means an appraiser approved and/or selected by the City,
not by a developer, so that we overcome the potential that has been expressed of having •
developers pad their appraisals in order to increase the value of the bonds that might be II
issued against them. An MAI appraiser is a member indirectly of our team.

We feel that if there is any problems with tax collections that we are covered. First, we •
do follow the guidelines that you set up requiring at least two years of capitalized
interest. We have already ascertained at this point in time whether the developers that

I
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I have outstanding Mello-Roos have paid their December 10 installments of taxes. Our

procedure calls for, the minute we can learn from the County, that any property owner,

I developer or otherwise has defaulted, we will immediately institute foreclosureproceedings to force the issue. Our bond indentures require that we institute such
proceedings within 150 days. Without question, we do not plan to wait any longer than it
takes to get the information out of Riverside County as to that.

I So we feel, overall, that we have a very strong position. We feel that if there is a default
with the ability--and I've already had several calls about this--if it happens, somebody can

I walk in for a penny or two on the dollar and acquire an already developed area. And allof our CFDs are acquisitions; they are not constructions at this point in time.

Brown: Thank you very much, Mr. Wood. Do we have questions from the Commission

I members? I just have a few questions because you have been covered widely in the mediaand I'd like some clarification. First of all, would you say that the current recession and
contraction in demand for real estate, as well as some of the problems caused by the

i draught a year or so ago, poses any threat to the Mello-Roos bonds which have alreadybeen issued for development, such as the Tuscany Hills?

Wood: No, as a matter of fact those that have been issued on behalf of developers who

I are in fact developing today and pulling permits.
Brown: They are developing?

I Wood: They are developing, yes. They slowed down obviously, as everybody has with
recession. The Tuscany Hills developer has built over 200 homes.

I Brown: How many has he sold?
Wood: Over 100.

I Brown: Sold 100 out of the 200? Have they closed?

Wood: Yes, and incidentally we know they closedbecause we designed our own disclosure

I which discloses all the things about the tax including the tables and everything. And werequire an original signed copy of that to be filed with the City before escrow closes.

i Brown: Also, with respect to the Tuscany Hills development, it was reported that LakeElsinore approved $14.1 million of Mello-Roos bonds even though the City was aware that
the savings and loan institution, which owned the development firm, was in serious
financial trouble and a candidate for seizure by the Resolution Trust Corporation. Was

I this reported correctly?

Wood: Hardly. Yes, we were aware. We had several meetings with Homestead. But the

i part that is not revealed in the publicity is that less than 20 percent of that project wasHomestead Savings and Loan. The other 80 percent were merchant developers who had
acquired the land and are, in fact, today still working. And Homestead did build a lot of
homes.

I Brown: So the S&L in question owned only 10 percent.

i Wood: About 16 percent actually.
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Brown: And does the City of Lake Elsinore have the first lien on the Tuscany Hills I
property?

Wood: The Public Financing Authority owns the Mcllo-Roos bonds which, in that case, I I
guess I would say that we have the first lien. But all the developers, including

I

Homestead, have paid their taxes this year so far.
B

Brown: Finally, there were reports that the consultant fees paid by your city arc almost I
twice that paid in other cities.

Wood: That also is a fallacious report. The overall costs of issuing using the Marks-Roos I

i

flexibility is there, It actually is less than it would be if these bonds had boca issued on
the open market. And we can substantiate that,

I

Brown: But in comparison to other Mello-Roos districts? I

Wood: No, that is simply not a true statement. Our overall costs of issuance have never I
exceeded about 2.5 to 3 percent for the total cost of issuance. I
Brown: But you've authorized $500 million, but you've only sold,.,?

m

Wood: $70 million--Marks-Roos. We've authorized $500 million Marks-Roos; we've only I
sold $'/0 million of the Marks-Roos. A big part of that went for tax allocation bonds.
And there were some assessment districts involved in that as well. The CFD total is about BI

$38
million of that. I

Brown: Okay. Very good. Thank you very much, Mr. Wood. Next is David Doomey,

Capistrano Unified School District. I
I

Doomey: Thank you. I'm Dave Doomey with the Capistrano Unified School District. The
Capistrano Unified School District would like to thank you for this opportunity to I
present the following material related to the Mello-Roos Act of 1982. Specifically, I Iwould like to address the three questions that were asked of the district:

1. How has Mello-Roos financing benefitted our district? I
II

The MeUo-goos Act of 1982 has been extremely important as a vehicle to raise
local funds to secure land and fund school construction projects in our district. We lIB
have a funding program that currently is in place for our current ten approved •
50/50 projects. The plan includes combining three types of sources of funds:
Mcllo-Roos bonds proceeds, developer fees, and funds from the State School

Building Program. I
The financial plan identifies that we currently have purchased five school sites
with Mello-Roos bonds proceeds, and we have also set aside funding for future I
expenditures for construction and furniture expenses. Of the ten 50/50 state •
projects, we are currently under construction for a K-6 site in Royal Vista located Im

in Rancho Santa Margarita. And additionally on January 6, 1992, the Board
approved a $22 million const_:uction contract four our fourth high school in the m
district.

2. In the absence of Mello-Roos financing would we be able to provide adequate

service levels for our district? I

I
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I The simple answer to that is "no". The state's school bond measures have provided

funding for school districts, but unfortunately it has not been enough to meet all

I the demands in California. The California Debt Advisory Commission did releasean excellent report which has been referenced several times already this morning,
titled "The Mello-Roos Financing in California," in which it's implied that the
state's construction program is severely undcrfunded and probably will be for some

I time. At the current time, Capistrano Unified has state approval for ten newschools that would be under construction at this time if the state's school
construction program was fully funded. CUSD has been able to combine Mello-

I Roos funds and developer fees for its 50 percent share of our ten approved currentprojects. Without Mello-Roos bonds proceeds of approximately $93 million we
would not be in that position.

I 3. What are other viable options that exist in addition to Mello-Roos financing foraddressing school capacity issues?

I This is an interesting question in that I think we need to look at it from afinancial concern of other financial mechanisms available to districts, as well as
maybe other non-financial or potentially perceived non-financial mechanisms.
Other financial options might include the use of general obligation bonds which

I has been mentioned.
Brown: Local or state?

I Doomey: Local. We would certainly love to see a majority vote for local bond passage for
the approval of school facilities in California. Hopefully, we are following ACA 6. We
know that it is running into some difficulty, but we are actively following that, as well as

I some other potential legislative measures that have addressed simple majority vote issuesin California such as Senator Greene's bill, SB 485, for simple majority vote for Mello-
Roos school districts.

I Developer fees are another area that provides a financial vehicle for addressing capacity
issues in California and for school districts, hut due to the economic conditions today the
developer fee fund income has been drastically reduced. Redevelopment agencies provide

I a third mechanism for potential revenues. But again those funds usually come some timein the future and must be carefully evaluated when preparing a financial plan.
Potentially, two other ways to evaluate school capacities would he the use of multi-track

i year-round education or possible double sessions.
Respectfully, I'd like to make the following recommendations concerning strengthening
the Mello-Roos Act.

I The first would be that the initial homebuyer in our districts receive a notice of a special
tax lien which is signed and then submitted to the district as verification that they are

I aware of the special tax. However, subsequent homebuyers are only notified through thepreliminary title reports that appear on the property. I think it would be helpful if
secondary buyers also had some vehicle in which the special tax was specifically
identified for them.

I The other recommendation would hopefully be to reduce the vote requirement for the
passageof Mello-Roos bonds to a simple majority vote, as has been addressed in some

i legislative pieces in Sacramento.

I
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The Capistrano Unified School District currently has five Mello-Roos community I
facilities districts in which we have sold bonds in three of those districts. We have
worked very cooperatively with whom we feel are very proactive developers and realize
that there is a tremendous need for school facilities in California. The position has been m
established in the district, the Director of Facilities Funding Administration, who works
as a direct liaison to members in the community, bond counsel, to evaluate all of the
questions and concerns that may come up in our districts regarding our Mello-Roos •
financing programs. The team has been extremely beneficial and helpful.

We have reviewed the project evaluation guidelines as outlined in the September 1991
report by CDAC, and we have implemented all of those guidelines since our first district
was formed in 1987. II

And I'd be happy to answer any questions if you may... And I also have a copy of my •
presentation.

Brown: Great. Any questions? m

Barton: Is your Mello-Roos district contiguous with your school district? I

Doomey: No, it is not contiguous with the school district. •

Barton: So you have overlapping Mello-Roos districts within the school district?

Doomey: We have districts that are set up in certain pockets of the district. We are a 200 •
square mile school district, and many areas of that school district are in the development II
stages at this point.

Burton: Okay...So the point that was raised earlier by one of the taxpayers who spoke was I
that (I think it was the man from Tracy) their Mello-Roos district has built the schools to
which their children are not allowed to go. Does that happen in your district?

Doomey: That won't happen in our district, l might add personally, that I do pay a •
Mello-Roos tax myself in the City of Irvine and have for the last five to six years and
feel very strongly in the support of that, not only as a taxpayer but as an administrator •
of CFD districts. Ii
Burton: Do you know whether if you had a school district-wide vote if bonds would pass

with the two-thirds vote? I

Doomey: Interestingly enough our district did have a district wide vote. We received 52
percent of the vote. The simple majority issue is one that is a major concern for school •
districts because at two-thirds majority vote it is extremely difficult to get the voter II
approval, and majority would certainly make a major difference.

Burton: And districtwide, are you on year-round schools.'? I

Doomey: We have two schools that are on year-round.

Burton: Okay. I

Brown: Thank you very much for your testimony. Are there any other questions. Next

speaker is Mike Vail, Coalition for Adequate School Housing, or CASH. Mr Vail. I
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Valh Good morning. As you mentioned I'm the State Chair of the Coalition for
Adequate School Housing and also the Senior Director of Facilities at Santa Ana Unified

I School District.
Just briefly, I wanted to start by describing CASH and what it's trying to do. It's a true

I statewide coalition of the fastest growing school districts in the state, plus others that arc
interested in financing for school construction. In the past, CASH has provided
leadership for all the statewide school construction bond measures that have been before
the voters of the state since 1980. As you know, all of those measures have been

I successful and have raised about $4 billion for school construction. CASH has also beeninvolved in the formation of almost every piece of legislation that has been passed by the
State Legislature since 1980 affecting school facilities. And CASH now has on the table
during this current legislative session a major proposal for reforming the State School

I Building Lease-Purchase Program, which you've heard several times is
now inadequate to

meet the needs in California. And I'll talk about that a little bit more in a few minutes.

I My purpose today is to review with you the challenge that's facing California schooldistricts in the area of facilities. And in that regard ! feel almost like I'm speaking to the
choir with the parties that are here and the involvement that they have had in that issue,
including the membership of Ms. Burton on the State Allocation Board. But to briefly

I review that, the State Department of Finance believes that K-12 enrollment in Californiais going to continue to grow at about 230,000 students a year during this present decade.
At the same time, the State School Building Lease-Purchase Program has about a $6 billion

I plus backlog in applications waiting for funding. And the State Department of Financeestimates that that backlog will grow by the year 2000 to approximately $30 billion of
need for new construction. So we truly are facing a school facilities crisis.

I If we compare that current and projected need to the available sources that we're familiarwith, we know that we're collecting between $350 million and $500 million annually in
developer fees. In the past, statewide general obligation bonds, those bonds that I spoke

I of that CASH has been in a leadership role in obtaining passage from the voters of thestate for, are garnishing about $600 million annually for new construction on average. So
we're looking at developer fees and state general obligation bonds generating less than $10
billion over the next nine years to meet what we think is going to be almost a $30 billion

I need. This projection assumes that voters are going to continue to statewide
support

school construction bond measures. [ think we all know that the last proposition that was
presented to the voters in November 1990 got a less than 52 percent "yes" vote, and that

i was before we truly entered the recession that we're all experiencing now.
Additionally, the State Department of Finance has issued a report which suggests that
1992 state school construction bond measures would be the last statewide bond measures

I for school construction purposes. So there is even uncertainty as far as Sacramentosupport for continuing to have statewide bond measures for school construction purposes.

I Districts are able to present local bond measures to the voters within their district. But asyou've heard and as we're all familiar with, that requires a two-thirds vote. Every "no"
vote counts twice, in other words. It's not democracy. It's not vote of the majority. And
because of that law and because of the rules that we have to comply with, on the ballot in

I November, only eight of 35 local bond measures put before the voters of various districtsby local school districts passed. Eight of 35 only were successful.

I Brown: It's astonishing that eight passed the two-thirds vote in the face of the otherproblems.
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Vail: ACA6 we've heard about today, and that's part of CASH's comprehensive platform. I
We believe that it's fair to ask for a majority vote on bond measures that would build
schools for an entire community. We feel that the community should be supporting school •
construction.

As you may know, comprehensive information in the use of Mclio-Roos by school districts I

is not available. What is available is outstanding Mello-Roos debt by school districts for •
school construction. As of July 1991, that debt equaled about $565 million which will
someday translate and is currently translating into literally thousands of new schools. As
I mentioned, what we don't know is authorizations that have been gained by local school •
districts using the Mello-Roos. Clearly, Mello-Roos is a major school construction funding II
source at this time. We can only speculate what the authorizations might be, but I'm sure
they're in the hundreds of millions of dollars.

am

In the Coalition for Adequate School Housing, we've heard of the criticism that's been U
levied against Mello-Roos. We would support any reforms that make sure that investments
are made soundly with Mello-Roos funding, and that the money is utilized properly--and I •
think that the testimony from other public agency representatives today indicates that m
there is a great deal of discretion currently being used in the use of Mello-Roos. For
instance, with the debt to lien ratios we've heard about and the limitations on total debt.
We, within our coalition, are unaware of any widespread problems with school districts m
using Mello-Roos funds. We have not heard criticisms or complaints that would indicate
to us that there is any widespread problem.

And to conclude my testimony I would simply emphasize the fact... I

Brown: You're not familiar with the Tracy school district concerns?

Vail: We know of isolated incidents where there have been problems. But if you talk U
about widespread concern in the list of districts that are currently using Mello-Roos, both
as far as bonds that have been issued and authorizations, the problems have definitely •
been in a minority of School districts. II
I would conclude my testimony today by stating that it would be a tremendous tragedy as
far as our coalition is concerned if the baby was thrown out with the bath water, and this
very valuable tool was tampered with to an extent where it wasn't one of the menus of
funding sources that was available in the future to meet this tremendous school facility

crisis that we're currently dealing with. •

Brown: Thank you very much. Questions? You've answered all the ones that I had.
Thank you very much. Next, we turn to the developer perspective and first is Mr. David
Booher, California Council for Environmental and Economic Balance. i

u
Booher: Morning. Treasurer Brown, Senator Bergeson, members of the Commission. I

have written comments for you if you would like to have them. •

Brown: We'll get them, and we'll receive them and enter them into the record. Thank
you.

am

Booher: My name is David Booher. I'm representing the California Council for N
Environmental and Economic Balance, which is a coalition of business and labor that's
been active for several years in the areas related to California growth and infrastructure am
financing. I'd also like to tell you that [ have Mr../ohn Murphy here from Stradling, l
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I Yocca, Carlson, & Rauth--if you throw me any technical questions I can't handle--to call
up, but he doesn't necessarily endorse my comments.

I We were one of the original sponsors of the legislation that ultimately led up to passage of
Mello-Roos. And we were because we recognized the implications of Proposition 13, and
we recognized the implications of the shutdown of federal financing of infrastructure

I when those events first happened. And we've been asked to present the developerperspective here. Now, given all the developer bashing and Mello-Roos bashing that's
going on, I kind of feel like a flower at a skunk party.

I But I want to make my comments brief--maybe I should have made them even briefer!

Brown: Please do try and keep them to the five minutes. All flowers at skunk parties are

I limited to five minutes.

Booher: So I'm going to focus on the questions that the Commission posed. They're

I divided into two categories: (1) What do we perceive about the existing situation and (2)
what do we think needs to be done?

First, the existing situation. The major advantage of Mello-Roos financing is what it was

I when it was passed. It provides a means of providing the capital up front to financeinfrastructure to accommodate new growth and development. You can't provide it all
with developer fees; you can't provide it all with assessment district financing because

i we're talking about infrastructure that doesn't just serve specific homeowners. Mello-Roostax is a tax--it can benefit the general public. Some of the infrastructure that has to be
provided, because we can't provide it since Proposition 13, is general-based infrastructure
like the schools and so on. That's also the major disadvantage. One of the questions was

I "what's a major disadvantage?" Well, because it can provide that flexibility, and becauseit can finance infrastructure for the broad-based benefit of the community, that's a
disadvantage because we, as developers, are having to load the price of that enhanced

i infrastructure for the broad-based community on the potential customers to buy thosehouses. And so it's a balancing act. It's a balancing act for the developer;.it's a balancing
act for the local government. That's the advantage and disadvantage.

I On the housing cost--what's the effect of Mello-Roos on housing costs.'? We pretty muchagree with the assessment of the Commission's report on that topic. In some cases Mello-
Roos does result, to individual homeowners, in a reduced cost. In some cases it doesn't.

i And it just depends how it is done in that community. But the. major thing here is notthe cost of financing. The major issue here is to the extent the local government requires
the proponents of a development to finance broader-based community facilities for the
entire community. Obviously, that's going to result in a higher cost to those homebuyers

I than if it was financed with development fees because under existing laws, developmentfees can't be higher than what each individual property owner is going to benefit from
those fees. So the analysis in your Commission report is pretty accurate in terms of the

i basic issues here.
Now you ask the second of two questions, which relates to what do we think needs to be
done. And we have some suggestions on that and have had some suggestions. I'm going to

I divide it up into two categories which the Commission report dealt with: what I callproject evaluation and disclosure and then the planning issues in the Commission report.

I First, on project evaluation and disclosure we agree basically with the guidelines that theCommission came up with in terms of project evaluation. We wouldn't necessarily support
enacting that into legislation. But we would support legislation requiring local
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governments or CFD district governing hoards to review these guidelines each time they
act in this area, and even certify to the Commission, or some other appropriate state body,
that review of the guidelines in the context of this particular CFD had been done. And II
we would support the Commission on a periodic basis looking at this issue and updating
and revising those guidelines to recognize what's been going on.

mt

Secondly, on the disclosure we also would support earlier disclosure to the homebuyers of I
the Mello-Roos implications. I think there is some, having closed on a couple of loans
myself as a homebuyer, there is some amount of stresswhen you go into an escrow office
and are presented with this stack of papers. And we can understand that. I think what •
needs to happen here is at the time the purchasing document is signed, that's when the
disclosure should take place--not only the level of taxation, but some of the issues that
people are concerned about that have been raised here today; so, up front, the homeowner •
knows. And we would support legislation requiring that. I
Now on to the planning issues,which is really what this is all about. What it comes down
to is people want to have the infrastructure, to have high quality communities, but •
nobody wants to pay for it. You know, the new homcbuyer whose coming in now and
paying these Mello-Roos taxes, they don't want to have to be paying when the people are
already there. And this is intrinsic to Proposition 13 becauseProposition 13 basically •
creates a situation where you have a disparity between new homebuyers and people who I
have been there for a long time. And that's a fundamental issue, and Mello-Roos works
around that and can't solve that. But we believe that two things have to happen here
first. And I'd like to incorporate the Treasurer's comments at the beginning into our •
comments by reference because we've got to have broader-based financing for
infrastructure, and we've been pressing that for several years. Secondly, we've got to
integrate infrastructure financing into the planning process. Specific recommendations lit
that you'll see are: we support legislation and a constitutional amendment providing for a I
majority vote for local bonds for infrastructure. There's nobody who is better aware of
the problems we're having with ACA 6 in the Assembly than I am, and I don't know

what's going to happen, lw
Brown: You are supportive of that in your organization? And who you represent would

be supportive of that? •

Booher: Yes we are. That is correct, and the constituents in that organization. Now
ACA 6 though, I caution you, only deals with schools and jails, and there's a lot more
infrastructure at issue here. But that's a good first step. And we strongly support that. •
We also support requiring local governments, as part of their general plan process to II
include a capital improvement program. And we supported that for a number of years,
and have had resistance.

Brown: Very good. If I could just ask you to sum up. We're running over our time. I've •
been handed a note that I have to "pick up the pace." So talk fast...

m

Booher: Okay. Well, that was the last, actually that the last... Oh, the last I
recommendation is the Commission report called for integrating school facilities into the
general plan. We have supported that in the past and continue to support it along with IB
requiring it to be consistent with the general plan and requiring schools to improve I
efficiency like year-round schools and those kinds of things. Thank you very much.

Brown. Very good. Thank you very much. Any questions from the Commission. Thank •
you. You answered questions that l had. Next speaker is David Cclcstin, and he is from
Orange County.

I
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Celestln: Thank you and good morning. In respect to your last comment, my comments

I are less than five minutes. We do have a handout which is a position paper by theBuilding Industry Association of Orange County. My name is David Celestin. I am
President of the Building Industry Association, Orange County Region. I am also
representing the Building Industry Association of Southern California. BIASC represents

I over 2500 member companies, or approximately 25,000 people from the counties ofVentura, Los Angeles, Orange, Riverside and San Bernardino.

I The passageof Proposition 13 and the resulting ebb in the flow of revenue to state andlocal government changed dramatically the way that infrastructure and capital
improvements necessary to accommodate growth was funded and provided. Since 1980,
emerging new communities and growth areas have been required to fund the

I infrastructure and capital improvements needed. These improvements beyond typical
go

subdivision exactions to include regional transportation systems, schools, fire stations,
libraries, public safety facilities and other capital facilities. These improvements were

I traditionally provided by government.
The end result in the shift in responsibility is higher home construction costs,higher
home down payments, and higher mortgage payments. As traditional financing became

I less available, developers turned to alternative sources. Legislation drafted by HenryM¢llo and Mike Roos and enacted by the state provided that needed source, Because
public infrastructure and capital facilities improvements can now be funded through

i Mello-Roos capital facility and district bond proceeds, construction of roads, sewers, stormdrains and other public works projects can be accelerated. Schools, libraries, fire stations,
police facilities, court and civic center facilities can be in place when needed. Housing
becomes more affordable with lower down payments, lower mortgage payments and lower

I tax exempt interest rates on the Mcllo-Roos special tax, as opposed to paying a higherinterest rate on home mortgage to pay for community infrastructure.

I Taxpayers are clearly told that they are in a Mello-Roos district and that their tax ratewill be approximately 2 percent. The buyers are signing separate disclosure documents to
that effect. In general, the disclosure has been greater than that provided any other taxes
that will appear on their tax bill. However, due to the sudden interest of many, it may be

I appropriate to provide the homeowner with even greater detail, and the BIA is workingon an expanded format that all builders can use. To assure a better understanding of the
benefits of Mello-Roos programs by homeowners and buyers and others, BIA is working

i with real estate groups to develop a more informative disclosure program. The programwill utilize a separate and distinct form that will be simple and understandable and that
will explain what public infrastructure and public facility projects are being financed
through the Mello-Roos special tax.

I In closing, let me offer the following comments. Until government can reassume its prior
role of financing public infrastructure and capital facilities, Mello-Roos is the best and

i only source of funding available to us. Mello-Roos helps to keep housing affordable tomore people. Mello-Roos assures that infrastructure and capital facility needs to
accommodate growth are in place when needed. There's an old saying: "if it ain't broke,
don't fix it." We don't believe the Mello-Roos is broke. There are some problems.

I Problems related to public misinformation, misinformation fostered by inaccurate anddistorted newspaper articles, and also disclosure. BIA, as I stated, will cause a better
understanding by the public and will develop a simple and understandable standard form

i on disclosure for not only the first-time buyer but subsequent buyers as well.
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• !There was an early question asked relative tO support of a constitutional amendment. All

the BIAs throughout this state, and I know for sure this region down here, have directed
the California Building Industry Association to become very active in support of the m
simple majority vote for capital improvement facilities and infrastructure needs. At the •
end of this month, the chair of our legal committee for BIAOCR has convened a meeting

m

with the real estate people, with the builders, and with developers to begin development
of a standardized form of disclosure that will make it clear to our buyers, and so to •
ensure that our sales people in our model home complexes have a better understanding
and are more capable of disclosing what Mello-Roos is all about and what is happening.
And finally, we are having a workshop on Mello-Roos on the fifth of February. The =,
Building Industry Association urges this Commission to resist the urge to tinker with a •
program that is working well, providing needed infrastructure and capital facilities in a J

timely manner and helping to keep housing affordable. Thank you.
m

Brown: Thank you very much. Are there questions. Our next speaker is Ursula Hyman I
from Latham & Watkins.

Hyman: Treasurer Brown, members of CDAC. My name is Ursula Hyman, and I'm a I
partner at the law firm of Latham & Watkins. But I'm not here speaking from the legal m

perspective but rather because I represent a wide range of developers, both in the urban
context as well as the raw or undeveloped land context which have used Mello-Roos. And •
since we've responded to the questions in writing, what I wanted to use our time for
instead was to respond to some of the comments made earlier.

First of all, we support, and I think everybody accepts, that well-planned growth is in I
fact necessary in California, but it's also desirable. It provides jobs; it provides homes; it III

provides opportunities for people entering the state. We support ACA 6 but quite frankly
we're not as optimistic as others might be about whether or not this will be a panacea at I
all for curing the problems we have with financing infrastructure. We're very concerned
that the same kind of movement we see in no growth areas will apply when ACA 6 types
of bonds or measures are put before the people because there is always that tendency: "I iIim

don't want to pay for it in the future." I

There was a suggestion made that a state clearinghouse be formed or some kind of state
oversight group. We, in fact, would oppose that. Right now one of the biggest problems •
we have in the State of California is time delay. Land use entitlements can take in some
areas years. And if we add one more step, one more mechanism, one more bureaucratic
level that has to be gone through, we see both additional time and additional money being Ill

spent. And quite frankly, additional money being spent, in whatever form, gets passed •
through to the homeowners in some sense of the word. g

Ms. Walsh mentioned, and I think she's the only person who used this phrase, •
"partnership." And that in fact is what Mello-Roos should be and what we urge
jurisdictions to do. Use Mello-Roos in partnership with the developer community, and in
fact sometimes that developer's lending community, to plan an integrated financing plan
moving forward in the community. That's why one of the suggestions that we should •
allow a vote partway through, once some residents have moved in, to adjust the financing
scheme is so very potentially dangerous and why the act is written as it is now so that
while the developer holds 51 percent of the land, that plan can't be changed. If you have •
started with a master plan with respect to your financing and have it changed midway
through, your lender will have a problem and the future homeowners will probably bear
an even greater disproportionate cost. In addition, as you started to front end

infrastructure you're now going to be in the situation where you back end it. I
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I Just a few comments on the concept of benefit because that's a very difficult concept,

and we've grappled with that issue with some of the earlier speakers. First of all, part of

I the problem is you want that infrastructure to outpace the growth so that things such assewage treatment plants have to be built as a whole--you don't do it sort of in little parts-
-and yet it has a capacity that exceeds that which is needed for that new local
community.

I The ideas that are implemented in the County of Riverside and other jurisdictions, such
as the County of Los Angeles, are very helpful where fees are collected later from

i subsequent developers and then used to reduce debt service. But that's not always goingto happen becausecosts grow and other needs happen. And when new developments occur
in the future, there sometimes is just not available money there for that type of
infrastructure. So new communities are paying for the right to develop in certain areas.

I The other concept is how do you measure benefit? And I understand the concerns of the
person who testified from the City of Tracy. But you have to take a look at a broader

i concept, I think, when you think about benefitting a school district. Hopefully, in ourschool district you have a wide range of schools. Some are older, some are brand new--but
the level and the quality of the education should be the same, whether or not that's the
brand new building down the street or one a little hit farther away in the district. And

I hopefully, if they've got problems with their district there, they should be fighting that;but we certainly should not move to the idea that the school that is built, the absolute
school down the street or down at the corner, must he the one that the taxpayer attends.

i There are other benefits received. A community that has a good school district has a
higher value in its homes. We all know that. They're perceived as a better place to live.

Brown: Not if you can't go to that school.

I Hyman: In that school district... However, I think that should be the central issue--is the
school district and the quality of the education throughout the school district as the

i school district in Los Angeles is facing?
The question of disclosure: we've made some recommendations as well. We support the
concept of subsequent purchaser disclosure. The current real estate transfer disclosure

I statement that's required under law for subsequent purchasers could easily be amended toinclude information on a Mcllo-Roos tax. We agree that the preliminary title report is
sometimesa document that just terrifies people and they don't read when they're a
subsequent purchaser. In addition, we recommend that the current exclusion in the Mello-

I Roos Act to allow to the of Real Estate include
you use Department guidelines and your

disclosure in the DRE report not be allowed. That, in fact, either that act should conform
to the Mello-Roos Act, or we should have stand-alone Mello-Roos disclosure that is given

I earlier.
And finally on the letter of credit concept: we support the approach taken by the County
of Orange which is a much more individualized concept. To uniformly require a letter of

I credit is probably again going to in the the individual
COSt, long run, homeowners. The

background on quality of the developer in question should be considered. And in
addition more creative alternatives should be considered. For example, if you think of

I this as a partnership and you work with the developer and the developer's constructionlender, you can arrange for the construction lender to hold back a certain amount, equal
to one-year Mello-Roos taxes for example, to he assured, or under the credit agreement
that that be a requirement--that there always be held back in the loan amount available

I an amount to special taxes. That gives the lender early warning signal and they
pay an

can move in before there's any nonpayment of taxes.
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We have also made a number of technical suggestions to the act which we found that the
use of Mello-Roos in the urban context, and recently you've probably read that the City
of Los Angeles just formed what I believe to be a landmark, public-private partnership m
CFD district, where the community redevelopment agency joined with lg property owners
in the middle of Los Angeles to refurbish Pershing Square. But in that process we have

found items in the Act that need technical correction and we've made suggestions, m

Brown: Very good. Thank you very much. I do appreciate your responding to the
comments as they've been made. Senator Bergeson.

IBergeson: Ms. Hyman, considering concerns over devalucd property at the present time
and perhaps the comfort level of those that would be investing in the Mello-Roos bonds,
what would your response be to a mandatory bond insurance for developers so that in the •
event of default it would fall with them, as opposed to on local government? I
Hyman: I don't believe at this point that such a program would be acceptable to the
insurance community. If we could find such a program [ think our response to it would •
depend on what the terms would be, and what the additional cost that would ultimately
be passed either to our commercial tenants or the homeowners would be.

Bergesou: But would you feel that this might perhaps give a greater level of comfort to i
the investors who are a great concern right now?

m

Hyman: We would not be adverse, for example, to the state considering a reinsurance •
program of some sort, similar to what's used in the health care industry and some kind of
alternative along those lines. But we're just not optimistic about any opportunities in the

commercial insurance market, but we could support them depending on their terms. •

Brown: It's analogous to the letter of credit. It's the security for the bond holder, and if
I heard Ms. Hyman's comments correctly, she was less inclined to be supportive of a
blanket letter of credit which is analogous to bond insurance, but to take it on a case-by- •
case basis along the lines that Orange County does, where you have a developer or you
have circumstances that might make it more risky than to interject...

Hyman: I think you have to look at the package as a whole, and what the elements are: I
Who the developer is? Where is the real estate located? What's the history of the value?

w

And so on. And make those individual decisions as you move together in the partnership

mode. 1
Brown: Very good. Thank you. Let me just ask one last question. Would the clients that

you represent be supportive of ACA 6? •

Hyman: Yes, we support it.

Brown: Thank you. Next, from a finance perspective, John Gibson and Scott Sellers of •
Stone & Youngberg--this is the dynamic duo that has just exactly five,minutes between
the two of you.

Madam Treasurer, Senator Bergeson,committee IGibson: A little visual distraction.

members. We appreciate the opportunity to be here today, and we look forward to
I

continuing to work to improve Mello-Roos as a financing tool. I
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I The recent downturn in the economy has emphasized certain aspects of planned secured
financings that deserve this scrutiny that we're giving them today. But overall we feel

I that the Mello-Roos financing is an extremely valuable tool that should be sustained. Butwe know it can be improved, and we're willing to work to help do that.

And we thank CDAC for your efforts to date. And the CDAC report is part of an

I education process that we think is important in the viability of this financing tool. Anda point that we want to make strongly is that as the Mello-Roos financing tool has
evolved and become more intricate, the market has responded with higher buyer

I awareness and sophistication. In fact, investor discrimination is helping to promotetighter underwriter criteria, issuer involvement and ultimately better security.

Now you asked us four questions. And I'm going to address three, and Scott's going to

I address the fourth one and make some general remarks. And we will keep it short.
What is your firm's objectives when structuring a Melio-Roos financing?

I
(Due to recording problems, the remainder of Mr. Gibson's and Mr. Sollers' testimony was.
lost. Accordingly, their written comments have been Included In Section 2 of this report.)

!
Brown: Okay. Very good. The next speaker is Anthony Wetherbee from Chilton &

m O'Connor.
Wetherhee: Good morning. I am pleased to be able to speak to your committee regarding
Mello-Roos. I am Anthony Wetherbee, and I'm with Chilton & O'Connor. My experience

I with Mello-Roos is both as Deputy County Counsel for the County of Riverside prior tomid-19g6, and since then as an investment banker with Chilton & O'Connor. During that
time, I participated in some 30 Mello-Roos issues totaling nearly $300 million. I've also

i participated in another 20 or so assessment districts totalling another $100 million, imention assessment districts because while they're not quite as well suited to a new
development situation as Mello-Roos, the credit analysis has evolved to be practically the
same.

I In my view, these financings have been extremely important for at least three reasons.
First, they've been invaluable to the development community in providing low cost and

i available funds for construction of required public improvements. This source of fundshas never been more important to developers than today when conventional funds for
these improvements are essentially not available. It's a shame that so many erroneous
articles concerning Mello-Roos have been circulated. The result is to make even this last

I vestige of funds more expensive by as much as a percent and less available. Secondly,Mello-Roos properly conceived, structured, and disclosed has been a benefit to
homeowners_ Mello-Roos tends to keep prices more affordable, qualifying somewhat

i easier, and total all-end monthly payments somewhat lower. But most importantly, Mello-Roos has made thousands of attractive homes available for purchase, that may have never
been constructed without this financing technique. And third, Mello-Roos has been
important to many governmental entities, especially in rapidly developing cities and

I counties where more public facilities have been made available sooner due to the reducedcost associated with Mello-Roos.

i You've asked that I address a few specific questions, and the first of which is Chilton &O'Connor's objective when structuring a Mello-Roos issue. We truly believe for a Mello-
Roos issue to work at all, it must work for everyone: the developer, the issuer, and the
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homeowner. If the developer wants too much, the issuer will generally not approve the I
financing. If the issuer wants too much in terms of additional improvements or unusual
enhancement, the financing is no longer attractive to the developer who is motivated at I

least in part by margin concerns. And finally, assuming proper disclosure, the ultimate •
homeowner should reject a home with a special tax that's out of line. At the same time,
we recognize that each bond issue must be fiscally secure in order to protect both bond
holders and issuers. So what are our objectives? I say, initially, to facilitate productive •
communication between issuers and developers, making sure that they're each aware of
essential concerns such as credit criteria and homeowner disclosure. Next, we must make
sure that the credit works for both bondholders and developers. Besides just a sound m
financing plan, this security element involves working with essential consultants, such as •
lawyers and the appraiser, to make sure that they understand the plan and that they're
aware of criteria proposed by the issuer and ourselves.

• |You've also asked if in this process we believe the interest of the ultimate taxpayer is
protected. I do believe that that interest is protected. A well-informed developer is
sensitive to market resistance, and a well-informed issuer is sensitive to taxpayer i

resistance. As the underwriter, we are sensitive to the fact that taxpayer displeasures are •
likely to raise tax delinquency rates and increase the likelihood of default.

Your third question was how vital Mello-Roos is in ensuring public service levels in •
developing areas, and what would result if it were easier for taxpayers to prevent the |
issuance of authorized but unissued Mello-Roos debt. Mello-Roos is essential in
developing areas. We have been involved in cities where the population has quadrupled in
a four- or five-year period of time. In such a situation citywide facilities have tripled B
under the pressure of development. Recreation facilities, parks, major roads, police
facilities and general governmental facilities, such as small council chambers and

outmoded office equipment, are all severely impacted. And Mello=Roos has significantly •
helped such situations. As to the easing of the taxpayer's ability to prevent the issuance
of unissued bonds--well, that would not be positive. The issuer and the developer
undertook the development pursuant to a plan. If that plan is subsequently thwarted I

someone will lose, and it's probably going to be the governmental entity that's been •
involved in that financing. On the other hand, we try to structure issues is such a way as
to cause little reason or incentive for taxpayers to resist the future issuance of the bonds.

Your next question was if we foresaw any default of any Mello-Roos bonds that we have E
underwritten. The answer is "no'. While declining property values and slow development
is never good news, we believe that the California Mello-Roos law, combined with
conscientious underwriting, has left these issues in a much different state, so to speak, I
than the often alluded defaults in Colorado. In fact, over 25 percent of our issues have
been rated, and we plan to apply for ratings on at least another 25 percent shortly.

ill

The last area you asked for comment was on the need or desire for additional legislation. I
There are some areas that could be strengthened. First, one consistent concern is
disclosure in the secondary home sale market. While the law has been continually fine-
tuned in this area, and while it seems to work as is, it could be better. One suggestion 1
would be to require sellers to provide essential Mcllo-Roos disclosure, as sellers are now
required to provide about such things as homeowners fees in condominium projects and
construction defects. Another would be for this committee to expand on the appraisal •
guidelines that are alluded to in your report. It is my understanding that somewhat of a I
disparity has developed in appraisal criteria so the two issues represented as 4:1 may, in

fact, be quite different securities. I
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I And lastly, a methodology for bdfidholders to easily obtain fundamental facts regarding

Mello-Roos issues on a current basis would greatly protect the secondary market in these

i bonds. This is because the security for Mcllo-Roos bonds by their very nature changesquickly and dramatically. We've attempted to ease that problem by applying for ratings
once meaningful development has occurred. But this is not enough, since it can take too
long for new issue to become rateable.

I In summary, I believe that Mello-Roos works. Significant new restrictions would
adversely impact an economy already in distress and governments already under great

i fiscal pressure. The emphasis is and should be on security disclosure providing necessary
public facilities, the availability of affordable housing, and the economy. And in that
respect I believe that the State of California has done well. Thank you.

I Brown: Thank you very much. Are there questions from the Commission members? Idon't have any questions; you covered it well. Do you have a copy of your statement?
Mr. Harry Clark is next. Has he arrived yet? Fine. We'll be here--I will be here. David
Taussig, Taussig & Associates. Actually, we're doing quite well. We assumed this hearing

I would go to 1:30 p.m., and if continues to be succinct, we should... Oh, I hope
everyone

they're quick overheads...

I Taussig: They're very quick overheads. I'll be as succinct as I can. You did ask threefairly complicated questions. My name is David Taussig. I'm with David Taussig &
Associates. Those are unreadable from back here...but I guess it will have to do...I'v¢ got
copies of my remarks here which you can give out to the board members. Actually, 1

I have much more detail in there than I'll be able to give in five minutes, l have afinancial consulting firm. We do a lot of special tax consulting in Mello-Roos districts.

I I was asked to talk today in my letter about some of the objectives we have in setting upthese Mello-Roos special tax formulas and also talk a little bit about the developed
property tax versus the undeveloped property tax and whether homeowners are somehow
subsidizing developers. I know that's a key issue that's been mentioned several times in

I some of the newspaper articles that I've read.

Very quickly, the primary objectives in designing a special tax formula: you've got a

I developed property tax and undeveloped property tax. Developed property tax applies toproperties after some point of entitlement, usually we use building permit issuance;
sometimes we use re-accreditation of a final map, but building permit issuance is fairly
common. So before a building permit is issued the property is considered undeveloped.

I Once a building permit is issued it's considered developed property. You understand thatsometimes the developer owns the property and is paying a developed property tax
because he hasn't sold the home yet. Once he sells the home then the homeowner pays

I that tax.
The four major criteria we use: (1) We always want to make sure that the highest special
tax does not exceed some kind of community marketing political standard. That varies by

I community. Tim Davis talked before about Riverside County. They have a two percentmaximum tax rate, two percent of the sales price, usually starting out with a tax rate
around 1.1 percent under Prop. 13, so you've got an additional .9 percent or 90 basis points

I to work with. And that would be the worst case. The highest tax somebody could paywould be a two percent tax.

l work with Mary Turner, of the City of Anaheim. They're a little bit more conservative;

I they had a 1.7 percent maximum tax rate; so we're starting out with about a 1.1 percenttax; we're adding 60 basis points to that. So it varies by community. And developers are

|
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also very concerned because they have had a lot of trouble selling homes with Mello-Roos i
taxes. The higher the taxes the more disadvantaged you are in competing with other
developers who don't have Mello-Roos taxes. So now we find many developers saying we

don't want our taxes to exceed 1.5, 1.6 percent of sales prices. So that's one major criteria, i
i

A second, which is very important, is that we have a very stable tax that's unaffected by
any kind of development risk. Normally, we either have a level tax where a homebuycr •
buys a home. Year one, the tax is $800. It goeson $800 every year for the next 25 years. g
Or we have a two percent escalator. The tax starts at $800 year one; it's disclosed; there's
a two percent escalator--just like Prop. 13, just like the regular taxes--tax goesup by two
percent per year. That's $800 year one, $816 year two, $832 year three. We found over •
time, especially when prices were rising, that what we started out with as a 1.9 or 1.95
percent tax rate winds up being 1.6or 1.65 percent tax rate, once the sale price increases
have occurred. Remember that a normal property tax, when a homeowner sells his home, i
if the property value is higher on the sale, you've got that jump in taxes. With Mello- g
Roos, at least the programs that we work on, don't work that way. You continue
muddling along at a set level tax every year or tax escalator by two percent per year

unaffected by any kind of transfer of property, i
i

Third, a major requirement: a 110 percent gross debt service coverage. Underwriters,
investment bankers, and the investment community in general require that when Mello- ==
Roos bonds are sold, that the maximum taxes that can be collected are not just enough to D
pay the debt service on the bonds but also an additional I0 percent to cover problems that
might occur. So that you'll have developed property taxes at a certain level that's
disclosed. The actual tax we'll collect will usually he about 90 percent of what we •
disclose. If worse comes to worse, there's millions of delinquencies; the reserve fund gets
depleted and we have to replenish the reserve fund; the increased tax on developed
property is a maximum of 10 percent. It goes right back to the level that was disclosed, m
We charge less than what was disclosed but if the defaults and delinquencies occur you go |
right back up to the level that was disclosed. And I'll show you a graph in a minute that
shows that a little more graphically.

i

Last thing is that we always try to get our tax to reflect a level of general benefit that i
varies totally upon the particular type of program, the community, what types of
facilities are being built. But generally what we do is use the size of the home as the line ==
of demarcation. A larger home with more square feet will pay a higher tax; a smaller I
home with fewer square feet will pay a lower tax. Sometimes we do it on lot sizes. It
depends a lot on the particular project and the types of improvements that are being built.

i

If you turn to the next slide, I'm going to show an example of a Mello-Roos tax--and this i
is very typical.of the programs that we do. This shows what's happened in this real estate
recession, or depression, or whatever you want to call it. We've got taxes on the board m
there. The blue lines are the lines for developed property. We have four categories of •
developed property. The largest homes are in the top category, and you can see the four

i

other lines below that. You notice the taxes increased every year by two percent, and it
looks almost like a level tax. But you've got a two percent escalator there. How about •
undeveloped property? Well, what's happened is the developer did not build nearly as
quickly as he thought he would. So we've got taxes in the initial year that arc $1,174 per
acre. Those jumped up by 19.3 percent, not two percent, but 19.3 percent in '90-'91 to go i
to $1401. Then again there was no development occurring. The undeveloped property tax |
went up by 43.7 percent to $2,013. And finally, our projection for this upcoming year ([
called the developer to find out how he's doing--this year he's not going so well again) we
project a 41.8 percent increase, ending up at $2,854 per undeveloped acre. •
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I All of the risk connected with development has been placed on that undeveloped property.

It is what we call our shock absorber. It absorbsany problems that occur. The developed

i property, if you buy that home, you're locked into that two percent escalator per yearfrom now until whenever the bonds are paid off. Undeveloped property, you've got a
maximum tax which is significantly higher than what we project you have to pay. That
maximum tax covers our worst case, our worst case scenario. And we got some brilliant

I people in my office who figure out some incredibly bad situations. What we've is
got now

not nearly as bad as what we felt was the worst case. And on this particular Mello-Roos
project, which was a Lake Elsinore Unified School District project, the maximum tax on

I undeveloped property is $6,000 per acre.
Next slide. This shows the developed property tax. Again, the blue tax is what has
actually been paid in 1991-92, or is being paid, by developed units. These are three-

I dimensional so it's hard to see from out here. On top of that is a very slim yellow layer.• That's the 10 percent coverage I talked about before. That's as high as a developed
property tax can go. Undeveloped property, on the other hand--the tax last year as a

i percentage of the value of the property was 2.01 percent of the value of the property.You can see that the maximum taxes on the other properties, the developed properties,
start out at .91 percent on the largest homes,.95 percent on the second largest, .gg percent
on the third,.77 percent on the fourth. So the maximum tax on developed property as a

I percentage of value of the property is less than half of what was actually charged onundeveloped property this year which is 2.01 percent.

i The maximum tax, which is that $6,000 I talked about, based upon the latest sales pricesof undeveloped property is 6.2 percent of the sales price of undeveloped property. So
we've got, as an advalorem tax, this Mello-Roos tax, is highly punitive towards the
developer. The developer is basically paying six times the tax as percentage of value as

I developed property. Remember ad valorem taxes, that's in Prop. 13, that one percent taxis totally ad valorem, general obligation bonds, all the debt prior to 1978, not all but quite
a bit of it, all based on a general ad valorem-type tax which is based on value. And

i Mello-Roos really is very negative. And a number of developers--and having worked withpublic agencies and developers in the past--have mentioned to me how much better off
they'd be with an ad valorem-type tax. So when you're thinking about this being anti-
homeowner/pro-developer compared to ad valorem, there's no question about it. This is

I much, much more heavy on the developer.
Next slide. Very quickly. This shows what happens. We've got that developed property

i in that lower area on the right hand side that is supposedto be blue but doesn't look veryblue here, blue hatching marks. The yellow is the undeveloped property. They pay the
difference until buildout. This is what the developer projected: six-year buildout. His
latest projection is 10-year buildout. (If you can switch it to that.) You can see how

I much tax the undeveloped property pays. All that risk--the developed property doesn'tcome on line until later. We can only count tax a certain amount per unit. All we can do
is wait and wait and wait until enough developed units come on line so that developed

i property carries the entire debt service. You can see the difference between six yearswhich is what was projected in 1988, and ten years which is what is projected now. and in
terms of how much more tax the undeveloped property pays.

I The last question you asked was what I would think if legislation was adopted thatlimited undeveloped and developed property taxes to or required undeveloped and
developed property taxes be identical. There'd be no difference. There are situations

i where we do have the same taxes on developed and undeveloped property under Mello-Roos, but there are also many situations where it would be totally inappropriate. For
example, and this is so common, particularly in Orange County and also Riverside County,

I
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any time you have a planned community where you plan on having more than one bond i
issue--let's say it's year one--we go out and sell $10 million worth of Mello-Roos bonds.
That's a million dollars of debt service a year, all paid by undeveloped property. Two i

years go by. We now are half developed, just for example, so we've got $500,000 being •
paid by developed property, $500,000 being paid by undeveloped property. Now we go
out and issue that secondseries of bonds. Let's say another $20 million in bonds. Now
instead of having $10 million in outstanding bonded indebtedness, we have $30 million in •
outstanding bonded indebtedness. Our debt service is no longer a million dollars; it's now
$3 million. So let's see, the developed property was paying half a million before; now
they're paying a million and a half. That means that I've just tripled the taxes on every i

homeowner in the district. If you want to talk about political suicide, that's it. I mean •
you might as well either not run for election again, or you're the head of your own recall
committee because that's exactly what's going to happen.

i

We strongly believe that two percent escalator is as far as you can go politically on D
developed PrOPerty. I'm all for having a limitation that the escalator cannot be greater
than two percent once an individual moves into the home. I think that's fair. Having mi

that kind of situation would not work at all. i
i

I've also worked in many communities where--this particular project here, Horse Thief
Canyon--where they planned on certain densities existing. You're saying, let's see, •
undeveloped property looks to seewhat the zoning is. The zoning is 10 units per acre, so II
we're going to set a tax--a thousand bucks per unit is $I0,000 on that acreage, and we're
going to charge that land developer $10,000 per year. Four years later this recessionhas
occurred. The developer comesback and as he's doing now completely reformats what his •
plan is. What was ten units per acre is now flv¢ units per acre. Can we change the tax?
No, it's $10,000. All of a sudden we have five units paying $10_000,once development has
occurred, instead of ten units. Is that below two percent of the sales price of the home? •
Maybe, maybe not. I run into assessmentdistricts all the time where I'm brought in to do II
a Mello-Roos by school district. I'm told, "don't exceed two percent." l go out and look at
the existing overlapping debt. The assessmentdistrict is already above two percent. I'd i

have to have a negative tax to get back to two percent. So, it just doesn't work in that •
situation.

And lastly, in rural areas in particular where we have a developer coming in. He needs to i
build an overpass. He doesn't have the value of the property to do that. We ask the II
surrounding landowners, many of whom are farmers who may be selling their property in
the future for development, to help join into the program. Help give us enough value to
go out and sell enough bonds to build the overcrossing. We go out there and we say, gee, •
the undeveloped property tax is going to be $10,000 an acre, and those guys--they make
$10,000 a year, $20,000 a year--they couldn't possibly pay that per acre. So what they
would do is refuse to participate in the pro8ram. We often have to entice landowners who •
arc not going ahead and developing right now into participating in these programs by i
offering them a low tax rate until they get a tentative map approved, or a final map
recorded. Then they're considered developers, and they go into another undeveloped
property tax rate which is significantly higher. It's very important to have that kind of
flexibility if you want them to participate in the program. And to be perfectly honest, if
I was a newspaper reporter and 1 was looking to find something about landowner taxes
being low and looking to change something in legislation--I'm all in favor of the •
Williamson Act--but that's the first place I'd look. Compared to Mello-Roos, the =
Williamson Act is really a break for landowners because agricultural land is taxed at such
a low level. Now I understand there's a purpose to it; but compared to the Williamson
Act, Mello-Roos is no abuse at all. It's totally different. Much, much more minimal in
scope, I think. Anyway, that's it in 25 words or less.
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