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ALLOWABLE PURPOSES OF BOND ISSUES

1.
Compliance Requirement:
(
The trustees of a school district may issue and negotiate general obligation bonds, [Effective May 6, 2013:  oil and natural gas revenue bonds], or impact aid revenue bonds for the following purposes:

a.
Building, altering, repairing, buying, furnishing, equipping, purchasing lands for, or obtaining a water supply for a school, teacherage, dormitory, gymnasium, other building, or combination of buildings for school purposes;

b.
Buying a school bus or buses;

c.
Providing the necessary money to redeem matured bonds, maturing bonds, or coupons appurtenant to bonds when there is not sufficient money to redeem them;

d.
Providing the necessary money to redeem optional or redeemable bonds when it is for the best interest of the school district to issue refunding bonds; 

e.
Funding a judgment against the district, including the repayment of tax protests lost by the district; or

f.
Funding a debt service reserve account that may be required for [Effective May 6, 2013:  oil and natural gas revenue bonds] or impact aid revenue bonds. (MCA 20-9-403(1))

(
Money realized from the sale of bonds issued on the credit of a high school district may not be used for any of the purposes listed above in an elementary school district, and the money may be used for any of the purposes above for a junior high school but only to the extent that the 9th grade of the high school is served.  (MCA 20-9-403(2))
(
If applicable, the trustees shall specify whether the bonds are qualified school construction bonds as described in 17-5-116(1) or tax credit bonds as provided in 17-5-117.  (MCA 20-9-403(3)) (See Compliance Requirements # 20 & #21, below.)
(
"General obligation bonds" means bonds that pledge the full faith and credit and the taxing power of a school district.  "Impact aid revenue bonds" means bonds that pledge and are payable solely from federal impact aid basic support payments received and deposited to the credit of the fund established in 20-9-514 – see Compliance Requirement #2, below.  Effective May 6, 2013:  "Oil and natural gas revenue bonds" means bonds that pledge and are payable from a first lien on oil and natural gas production taxes received by a school district pursuant to 20-9-310. Oil and natural gas revenue bonds to which a tax deficiency is pledged are not considered general obligation bonds that are eligible to receive guaranteed tax base aid pursuant to 20-9-367 but are to be considered in determining the debt limit of a school district for the purposes of 20-9-406 – See Compliance Requirement #3, below.  (MCA 20-9-408(2) – (4))

ALLOWABLE PURPOSES OF BOND ISSUES - continued
1.
Suggested Audit Procedure:
(
Review documentation on file and minutes of board meetings to determine that bonds were issued for only those purposes listed above.  

IMPACT AID REVENUE BONDS

2.
Compliance Requirements:

(
The maximum amount of impact aid revenue bonds that a school district may issue may not exceed a total aggregate amount equal to three times the average of the school district's annual federal impact aid basic support payments* for the 5 years immediately preceding the issuance of the bonds. However, at the time of issuance of the bonds, the average annual payment of principal of and interest on the impact aid bonds each year may not exceed 35% of the total federal impact aid basic support payments* of the school district for the current year. (MCA 20-9-406(3))
√
* As used here, "federal impact aid basic support payment" means the annual impact aid revenue received by a district under 20 U.S.C. 7703(b) but excludes revenue received for impact aid special education under 20 U.S.C. 7703(d) and impact aid construction under 20 U.S.C. 7707.  (MCA 20-9-406(7))
(
Impact aid revenue bonds must be payable solely from the federal impact aid basic support payment received by the school district and deposited to the credit of the impact aid fund established in 20-9-514 and do not constitute a general obligation of the school district.  (MCA 20-9-437(3))
Suggested Audit Procedures:
(
If impact aid revenue bonds are issued during the audit period, verify that the amount of bonds issued did not exceed the limitations discussed at 20-9-406(3).

(
If the district has any impact aid revenue bonds, verify that the bond principal and interest payments are made only from the federal impact aid basic support payment received by the school district.

OIL & NATURAL GAS (O&G) REVENUE BONDS
Effective May 6, 2013
3.
Compliance Requirements:
(
Maximum Amount Issued:  The maximum amount of oil and natural gas (O&G) revenue bonds that a school district may issue may not exceed a total aggregate amount equal to three times the average of the school district's annual O&G production taxes received pursuant to 15-36-331, 15-36-332, and 20-9-310 for the 2 fiscal years immediately preceding the issuance of the bonds. At the time of the issuance of the bonds, the average annual payment of principal of and interest on the O&G revenue bonds each year may not exceed 35% of the total O&G production taxes received by the school district under the limitations in 20-9-310 for the immediately preceding fiscal year.  (MCA 20-9-406(4))
(
Debt Service Reserve Account:  If a school district issues O&G revenue bonds, the district shall establish and maintain an O&G revenue bond debt service reserve account, to which there must be deposited or transferred an amount from bond proceeds or O&G production taxes received by a district or other legally available funds sufficient to satisfy the reserve requirement.  (MCA 20-9-474(1))

√
All money held in this reserve account must be used solely for the payment of debt service requirements of the bonds, as detailed at 20-9-474(2)).
(
Bonds Payable From O&G Production Taxes Received:  O&G revenue bonds must be payable from the O&G production taxes received by the school district under the limitations in 20-9-310 and deposited in the debt service fund.  (MCA 20-9-437(4)(a))
√
The trustees, by resolution or indenture of trust, may provide that O&G revenue bonds are secured by a first lien on O&G production revenue received pursuant to 20-9-310 and pledge to the holders of the O&G revenue bonds all of the O&G revenue deposited in the district’s debt service fund.  (MCA 20-9-473(1)) 

√
Upon receipt of O&G revenue, the county treasurer shall deposit in the district's debt service fund the amount that is required to pay the principal and interest on the O&G revenue bonds due in the next 12-month period and to restore any deficiency in the O&G revenue debt service reserve account up to reserve requirements. Any remaining O&G revenue must be deposited as directed by the trustees as provided in 20-9-310.  (MCA 20-9-473(2))
OIL & NATURAL GAS REVENUE BONDS - continued
3.
Compliance Requirements - continued:
(
Deficiency Tax Levy:  A school district, as long as it has specified that its O&G revenue bonds are further secured by a deficiency tax levy in the bond election question and notice under 20-9-426 and 20-9-427, may additionally provide that if for any reason the O&G production taxes received by the school district and the amounts in the debt service reserve account are inadequate to pay the principal of or interest on the bonds as they become due, payment will be made from a deficiency tax levy.  (MCA 20-9-437(4)(b))  
√
If it becomes necessary for a district to levy a deficiency tax as discussed above, the district and county shall follow the procedures in MCA 20-9-437(5) through (7).  A deficiency tax shall be levied for the payment of the principal of or interest on the bonded debt as it becomes due and to replenish the debt service reserve account.

√
If the O&G revenue bonds are also secured by a deficiency tax levy as provided in 20-9-437, the debt limitation provided in MCA 20-9-406(1) applies to the bonds.  (See Compliance Requirement #13, below)  (MCA 20-9-406(4))
Suggested Audit Procedures:
(
If O&G revenue bonds are issued during the audit period, verify that the amount of bonds issued did not exceed the limitations discussed at 20-9-406(4).

(
If the district has any O&G revenue bonds, verify that the district has established and maintained a bond debt service reserve account.
(
If the district has any O&G revenue bonds, verify that the bond principal and interest payments are made (1) only from the O&G production taxes received by the district, OR (2) from a deficiency tax levy.  If paid from a deficiency tax levy, verify that the bond election ballot and notification indicate that the bonds are secured by a deficiency tax levy.
ISSUING BONDS

4.
Compliance Requirements:
Bond Election
(
Except as noted below, a school district shall not issue bonds for any purpose unless the issuance of the bonds has been authorized by the qualified electors of the school district at an election called for the purpose of considering a proposition to issue the bonds.  (MCA 20-9-421) 
√
Exceptions:  A school district may issue bonds by an adopted resolution of the trustees without an election for the following purposes: 

1.
Refunding bonds – The resolution must state the reasons for issuing the new bonds, and setting forth the facts regarding the outstanding bonds that are to be redeemed and the terms and details of the new bond issue.  (MCA 20-9-412(1))

2. 
Intermediate Term Capital Program (INTERCAP) (MCA 20-9-471) (See Compliance Requirement #14, below)
3.
Bonds issued by the district for the purpose of deriving revenue for the repayment of tax protests lost by the district (MCA 15-1-402(7)(c))

(
A bond election must be called by a resolution when (1) the trustees adopt a resolution to that effect; or (2) the trustees have received a petition that asks for an election to be held to consider a bond proposition and that has been validated under the provisions of 20-9-425**.  (MCA 20-9-421) 
√
**Any petition for the calling of an election must be signed by not less than 20% of the qualified voters within the school district, and must be validated by the county election administrator.  (MCA 20-9-425) 
√
The trustees’ resolution calling a school district bond election must include the information provided for in MCA 20-9-422. Prior to the adoption of the resolution, the trustees may request from OPI the estimated amount of state advance for school facilities that the district will receive for debt service payment on the proposed  bonds in the first year in which a debt service payment is due.  (MCA 20-9-422) 
(
The form of the bond election ballot and the bond election notice should be substantially in the forms provided at 20-9-426 and 20-9-427, respectively. 
ISSUING BONDS - continued
4.
Compliance Requirements - continued:
Bond Election
(
If the school district bond election is held at a regular school election or at a special elections called by the trustees, the school bond proposition shall be deemed to have been approved if:  (MCA 20-9-428(1)(a) & (b))

1.
40% or more of the qualified electors vote on the bond issue and a majority of the votes are in favor of the proposition, or

2.
more than 30% but less than 40% of the qualified electors vote on the bond issue and 60% or more of the votes are in favor of the proposition.

Otherwise, the proposition shall be deemed to have been rejected.  
√
If the school district bond election is held at a general election, at an election that is conducted by mail ballot, or at a special election that is held in conjunction with a regular or primary election, the determination of the approval or rejection of the bond proposition is made by a majority of the votes cast on the issue (MCA 20-9-428(1)(c)). 
Suggested Audit Procedures:
(
If the school district issued bonds during the audit period, review documentation on file and the minutes of board meetings to determine that the question of issuing the bonds was submitted to the electorate by resolution initiated by the governing body, or by resolution initiated by a petition signed by not less than 20% of the qualified voters of the district.

(
Review the election results and determine that the issuance of the bonds was properly approved by the voters, as described above.
(
If bonds were issued by resolution of the trustees during the audit period without an election, determine that they were issued for one of the allowable purposes described above.
(
If refunding bonds were issued, review the minutes of board meetings to determine that the trustees adopted a resolution regarding the issuance of refunding bonds and verify that the resolution contain all of the elements describe above.
5.
Compliance Requirements:
Bond Resolution and Notification of Sale
(
If the voters approve the issuance of the bonds (and the trustees conduct a public sale), a resolution must be adopted by the trustees that sets forth the specific terms of the bonds, as detailed at 20-9-429.  (MCA 20-9-429) 
ISSUING BONDS - continued
5.
Compliance Requirements – cont.:
Bond Resolution and Notification of Sale
(
The trustees may sell school district bonds at public or private sale pursuant to 17-5-107.  If the trustees conduct a public sale, they shall give notice of the sale in the form as provided in 20-9-430.  Notice of the sale of the bonds must be published once a week for two consecutive weeks preceding the sale. (MCA 20-9-430 & 431)  
Suggested Audit Procedures:

(
Obtain a copy of the resolution and determine that it contains required information.

(
Review documentation on file to verify that notification of the sale of the bonds was in the form, and was published, as required.
6.
Compliance Requirements:
Bond Minimum Price
(
The school district may fix the minimum price for the bonds in an amount not less than 97% of the face value if the board of trustees determines that the sale is in the best interests of the district.  (MCA 20-9-429) 
(
The bonds must be sold at not less than the minimum bid price with accrued interest to date of delivery.  The trustees shall accept the bid that they judge most advantageous to the school district. The trustees are authorized to reject any bids and to sell the bonds at private sale if they consider it in the best interests of the school district, except that the bonds may not be sold at less than the minimum sale price with accrued interest to date of delivery. (MCA 20-9-432)  
Suggested Audit Procedure:
(
If bonds were issued during the audit period, review documentation on file related to the bond sale and determine that the bonds were not sold 

a.
for less than 97% of the face value of the bonds, and

b.
at less than the minimum bid specified for their sale with accrued interest to the date of delivery.

7.
Compliance Requirements:
Bond Interest Rates
(
The interest rate of the bonds is to be determined by the trustees and must be paid semiannually.  (MCA 20-9-410 & 17-5-102)  (See Compliance Requirement # 12, below, for the rate of refunding bonds.)
Suggested Audit Procedures:
(
From a review of the minutes of board meetings, and from a review of documentation on file, verify that the interest rates for school district bonds are the same rates as set by the trustees at the time of bond issuance. 

ISSUING BONDS - continued
7.
Suggested Audit Procedures - continued:
Bond Interest Rates
(
Verify that interest payments are made semiannually on all bond issues.

8.
Compliance Requirement:
Term of Bonds
(
School district bonds may not be issued for a term longer than 20 years.  (MCA 20-9-410)  (See Compliance Requirement # 12, below, for the term of refunding bonds.)
Suggested Audit Procedure:
(
Determine that the terms of any school district bonds issued do not exceed the limitation described above.

BOND PROCEEDS

9.
Compliance Requirements:
(
All money realized from the sale of the bonds must be paid to the county treasurer, who shall credit the money to the building fund of the school district.  However, money realized for accrued interest should be deposited in the school district’s debt service fund.  Also, if the bonds were issued to redeem matured bonds or coupons, or if refunding bonds were issued, bond proceeds should be deposited in the debt service fund.  If the bonds were issued to fund a judgment against the district, including the repayment of tax protests lost by the district, bond proceeds should be deposited into a separate fund.  (MCA 20-9-435(3))

(
The trustees may expend the bond proceeds without budget authorization, but may expend the money only for the purposes for which the bonds were authorized by the bond election.  (MCA 20-9-435(3)) 

(
Any money realized by the sale of bonds and remaining to the credit of the building fund after the full accomplishment of the purpose for which the bonds were sold must be transferred to the debt service fund to be used for the redemption of the bonds.  (MCA 20-9-508(3))

Suggested Audit Procedures:
(
Based on a review of the county treasurer’s reports to the school district, determine that bond proceeds received during the audit period, including accrued interest, if applicable, were deposited to the appropriate funds as noted above.

(
Test selected expenditures made with bond proceeds to verify that expenditures were made only for the purposes authorized by the bond election.

BOND PROCEEDS - continued
9.
Suggested Audit Procedures - continued:
(
If the purpose of the bond issue has been fully accomplished during the audit period, review county treasurer’s reports and other communications between the county and school district to verify that excess moneys were transferred to the debt service fund.

REDEMPTION/ PAYMENT OF BONDS
10. 
Compliance Requirements:
(
Other than refunding or redeeming bonds, all bonds issued for a longer term than 5 years must be redeemable at the option of the school district on any interest payment date after one-half of the term for which they were issued has expired, and the redemption option must be stated on the face of the bonds.  (MCA 20-9-410)
(
In order that the dates of payment of installments on school district bond issues may coincide as nearly as possible with the largest monthly tax collections, all school district bonds shall preferably bear a date of some day in June or December. For this reason, the bonds may be dated back not more than 5 months from the time of the actual sale, but no interest shall be charged on these bonds before they have been delivered to the purchaser and payment has been made by the purchaser. Interest accrued on such bonds according to their terms at the time of delivery shall either be refunded by the purchaser or deducted from the first interest payments. The failure to date such bonds in June or December shall not affect their validity.       (MCA 20-9-411)

(
The school district shall provide the county treasurer with a general obligation bond, [Effective May 6, 2013:  oil and natural gas revenue bond,] or impact aid revenue bond debt services schedule. (MCA 20-9-440)  
(
The county treasurer shall promptly notify the clerk of the school district when interest and principal payments have been made on bond issues.  (MCA 20-9-442)

(
Whenever there is a sufficient amount of money in the debt service fund available to pay and redeem one or more bonds which are redeemable on the next interest due date, the county treasurer is to give notice to the holder of the bonds, or to any bank or financial institution at which the bonds are payable, that the bonds will be paid and redeemed on such date.  This notice is to be given at least 30 days before the next interest due date, and if the bonds are not presented for payment and redemption on the interest due date, the accrual of interest shall cease.  (MCA 20-9-441(1) and (2))
REDEMPTION/ PAYMENT OF BONDS - continued

10. 
Compliance Requirements - continued:
(
Whenever there is a sufficient amount of money in the debt service fund available to pay and redeem one or more bonds which are not yet due or redeemable, the trustees may direct the county treasurer to purchase such bonds if this can be done at not more than par and accrued interest, or at a reasonable premium not exceeding 6%.  If this cannot be done, the excess money must be invested until required for the payment of the bonds.  (MCA 20-9-441(3) and (4))

(
Federal Impact Aid Funds:  A school district may use up to 25% of its federal impact aid funds received pursuant to 20-9-514 for repayment of general obligation bonds.  (MCA 20-9-437(2))  
Suggested Audit Procedures:
(
If the district issued bonds during the audit period, review a copy of the bond and determine that it clearly indicates that the bonds are redeemable at the option of the district as noted above.

(
Review the clerk of the school district debt files to determine 

1.
if the redemption dates coincide with the dates as described above, and 

2.
if the county treasurer has provided notice to the district when bond interest and principal payments have been made.

(
Review cash balances in the debt service fund throughout the audit period.  If there was cash in excess of that needed to meet current bond principal and interest payments, determine if there was sufficient cash to redeem or buy one or more bonds as provided above.  If there was sufficient cash, determine if bonds were redeemed or purchased as provided above.  If not, verify that the excess funds were invested.

(
Determine if any general obligation bond payments were made from the Impact Aid fund.  If any, verify that the payment did not exceed 25% of the impact aid funds received during the audit period.

CLOSING ACCOUNTS & TRANSFERS TO OTHER FUNDS
11.
Compliance Requirement:
(
When all of the bonds, bond interest and special improvement district obligations of a school district have been fully paid, all money remaining in the debt service fund for the school district and all money that may come into the debt service fund from the payment of the delinquent taxes must be transferred to the building reserve levy fund, the technology acquisition and depreciation fund, or the general fund as designated by the school district, provided that the subsequent use of the funds by the school district is limited to constructing, equipping, or enlarging school buildings or purchasing land needed for school purposes in the district.  (Note:   Any federal impact aid funding remaining in the debt service fund of a school district that has fully repaid the bonds and bond interest must revert to the district's impact aid account.)  (MCA 20-9-443)
Suggested Audit Procedures:
(
If all bond principal and interest have been fully paid, verify that any cash balance remaining in the debt service fund has been transferred to the general fund or other fund as described above, and that the debt service fund has been closed out.

(
Verify that moneys which have come in for the debt service fund from the payment of delinquent taxes are distributed as designated by the school district trustees to the building reserve levy, technology acquisition and depreciation, or general funds.

REFUNDING BONDS

12.
Compliance Requirements:
(
Term of Bonds:   Bonds issued to refund or redeem outstanding bonds may not be issued for a term longer than 10 years unless the unexpired terms of the bonds to be refunded or redeemed is in excess of 10 years, in which case the refunding or redeeming bonds may be issued for the unexpired term.  (MCA 20-9-410)
(
Interest Rate:  The interest rate on refunding bonds must be at least ½ of 1% less than the refunded bonds.  (MCA 20-9-412(3))  
(
If a refunding bond issue refunds only a portion of an outstanding bond issue, the unrefunded portion of the outstanding bond issue and the refunding bond issue must be treated as a single bond issue.  (MCA 20-9-412(4))
(
Refunding bonds may be issued in a principal amount greater than the principal amount of the outstanding bonds if there is a reduction of total debt service cost to the district.  (MCA 20-9-412(5))

REFUNDING BONDS - continued
12.
Compliance Requirements - continued:
(
Refunding bonds may be issued to refund outstanding bonds in advance of the date on which the bonds mature or are subject to redemption, provided the proceeds from the refunding bonds, less any accrued interest or premium received upon the sale of the bonds, are deposited with other funds appropriated to the payment of the outstanding bonds in escrow with a suitable banking institution in or outside of the state.  (MCA 20-9-412(6)(a))
√
Except as noted in(6(c), below, the funds deposited must be invested in securities that are general obligations of the United States or the principal and interest of which are guaranteed by the United States.  The securities should mature or be callable at the option of the holder on the dates and bear interest at the rates and payable on the dates required to provide funds sufficient, with any cash retained in the escrow account, to pay when due the interest to accrue on each refunded bond to its maturity or redemption date, if called for redemption, to pay the principal of the bond at maturity or upon the redemption date, and to pay any redemption premium.  (MCA 20-9-412(6)(b))

√
If the funds initially deposited in escrow are sufficient, without regard to any investment income on those funds, to redeem in full the bonds being refunded as of their redemption date and to pay the principal of and interest and premium on the bonds being refunded at their stated maturities, the funds may be invested in the securities described above or in a money market fund that is composed exclusively of eligible securities described in MCA 7-6-202 (i.e., direct obligations of the U.S.).  (MCA 20-9-412(6)(c))
√
The escrow account must be irrevocably appropriated to the payment of the principal of and interest and redemption premium, if any, on the refunded bonds.  (MCA 20-9-412(6)(d))

Suggested Audit Procedures:
(
Verify that the term and interest rate on any refunding bonds is as discussed above.
(
Determine if any refunding bond issues refunded only part of the outstanding bond issue.  If so, verify that the district treats the outstanding bond issue and the refunding bond issue as a single bond issue.

(
Determine if there were any refunding bonds issued for which the principal amount of the refunding bonds was greater than the principal amount of the outstanding bonds.  If so, determine that the issuance of the refunded bonds results in a reduction of total debt service costs to the district.

REFUNDING BONDS - continued
12.
Suggested Audit Procedures - continued:
(
If refunding bonds have been issued during the audit period to refund outstanding bonds in advance of when such bonds mature or are subject to redemption, review bond files and minutes of board meetings.  Verify that the bond proceeds are properly deposited in an escrow account, invested as provided above, and irrevocably appropriated for the payment of principal and interest on the refunded bonds.
MAXIMUM BONDED INDEBTEDNESS

(Notes to auditor:   (1) Generally, the determination of whether or not a district is in compliance with the debt limitations should be made prior to the time the new indebtedness is incurred.  A subsequent drop in taxable value in later years would not place the district in noncompliance.  (2) For legal compliance testing, the debt limitation determination should be based on the laws in effect when the district last incurred new bonded debt.  

13.
Compliance Requirements:  
(1)
Elementary Or High School District – Except as discussed in (3), below:  The maximum amount for which an elementary or high school district may become indebted by the issuance of general obligation bonds, including all indebtedness represented by outstanding general obligation bonds of previous issues, registered warrants, outstanding obligations under 20-9-471 (i.e., INTERCAP obligations), [Effective May 6, 2013:  oil and natural gas revenue bonds to which a deficiency tax levy is pledged,] and any other loans or notes payable that are held as general obligations of the district, is 50% of the taxable value of the property subject to taxation, as ascertained by the last assessment for state, county, and school taxes previous to the incurring of the indebtedness. (MCA 20-9-406(1)(a))
(2)
K-12 School District – Except as discussed in (3), below:  The maximum amount for which a K-12 district may become indebted by the issuance of general obligation bonds, including all indebtedness represented by outstanding general obligation bonds of previous issues, registered warrants, outstanding obligations under 20-9-471 (i.e., INTERCAP obligations), [Effective May 6, 2013:  oil and natural gas revenue bonds to which a deficiency tax levy is pledged,] and any other loans or notes payable that are held as general obligations of the district, is up to 100% of the taxable value of the property subject to taxation, as ascertained by the last assessment for state, county, and school taxes previous to the incurring of the indebtedness.    (MCA 20-9-406(1)(b)) 

MAXIMUM BONDED INDEBTEDNESS - continued

13.
Compliance Requirements – continued: 
(3)
Elementary District Or A High School District – Exception:  The maximum amount for which an elementary district or high school district with a district mill value per elementary ANB or per high school ANB that is less than the facility guaranteed mill value per elementary ANB or high school ANB under 20-9-366 may become indebted by the issuance of general obligation bonds, including all indebtedness represented by outstanding general obligation bonds of previous issues, registered warrants, outstanding obligations under 20-9-471 (i.e., INTERCAP obligations), [Effective May 6, 2013:  oil and natural gas revenue bonds to which a deficiency tax levy is pledged,] and any other loans or notes payable that are held as general obligations of the district, is 50% of the corresponding facility guaranteed mill value per ANB times 1,000 times the ANB of the district.  K-12 School District - The maximum amount for which a K-12 district may become indebted is 50% of the sum of the facility guaranteed value per elementary ANB times 1,000 times the elementary ANB of the district and the facility guaranteed mill value per high school ANB times 1,000 times the high school ANB of the district.  (MCA 20-9-406(1)(c)(i))  
√
For the purpose of calculating ANB under this subsection (1)(c), a district may use the greater of the current year ANB or the 3-year ANB calculated under MCA 20-9-311. (MCA 20-9-406(1)(c)(i) & (ii)) 
√
If mutually agreed upon by the affected districts, for the purpose of calculating its maximum bonded indebtedness under this subsection(1)(c), a district may include the ANB of the district plus the number of students residing within the district for which the district or county pays tuition for attendance at a school in an adjacent district.  The receiving district may not use out-of-district ANB for the purpose of calculating its maximum indebtedness if the out-of-district ANB has been included in the ANB of the sending district pursuant to the mutual agreement.  (MCA 20-9-406(1)(c)(ii)) 
(
Effective May 6, 2013:  If oil and natural gas revenue bonds issued are also secured by a deficiency tax levy as provided in 20-9-437, the debt limitation provided in subsection (1), above, applies to the bonds.  (MCA 20-9-406(4))  See Compliance Requirement #3, above, for the maximum amount of oil and natural gas revenue bonds that a school district may issue.  

(
The maximum amounts of indebtedness determined by the above compliance requirements do not pertain to indebtedness imposed by special improvement district obligations or assessments against the school district or to general obligation bonds issued for the repayment of tax protests lost by the district. (MCA 20-9-406(2)) 
MAXIMUM BONDED INDEBTEDNESS - continued

13.
Compliance Requirements – continued: 
(
The maximum amount for which a district may become indebted by the issuance of general obligation bonds, as discussed above, does not include indebtedness represented by impact aid revenue bonds.  See Compliance Requirement # 2, above, for the maximum amount of impact aid revenue bonds that a school district may issue.  

(
Also, these debt limitations do not apply to:

√
bonds or notes issued for purposes of funding a self-insurance or deductible reserve fund (MCA 2-9-211(5)),
√
short-term obligations issued in anticipation of taxes or revenues (MCA 7-6-1102 and 7-6-1115), (See Compliance Requirement #17, below) and

√
a levy for transition costs (MCA 20-9-502(5)(d))
(
In a school district within which a new major industrial facility that seeks to qualify for taxation as class five property under MCA 15-6-135 is being constructed or is about to be constructed, the school may require, as a precondition, that the owners of the proposed facility enter into an agreement with the school district concerning the issuance of bonds in excess of the 50% limitation prescribed in 20-9-406 (see discussion above).  See details of this provision at MCA 20-9-407.  
Suggested Audit Procedure:

(
Determine the total amount of general obligation debt of the school district (as discussed above).  Determine the taxable value as specified in the above statutes.  Compare the taxable value to the total general obligation debt to determine if the district's indebtedness is within the statutory debt limitations.
INTERMEDIATE TERM CAPITAL PROGRAM (INTERCAP) OBLIGATIONS
14.
Compliance Requirements:

(
The trustees may, without a vote of the electorate, issue and sell to the State Board of Investments obligations for the purpose of financing all or a portion of the following:

a.
the costs of vehicles and equipment;

b.
the costs associated with renovating, rehabilitating, and remodeling facilities, including but not limited to roof repairs, heating, plumbing, and electrical systems, and conservation measures as defined in MCA 90-4-1102;
c.
Any other expenditure the district is otherwise authorized to make, including the payment of settlements of legal claims and judgments.  However, the proceeds of these obligations may not be used to acquire real property or construct a facility unless:
INTERMEDIATE TERM CAPITAL PROGRAM (INTERCAP) OBLIGATIONS - continued
14.
Compliance Requirements - continued:

i.
the acquisition or construction project does not constitute more than 20% of the square footage of the existing real property improvements made to a facility containing classrooms;

ii.
the 20% square footage limitation may not be exceeded within any 5-year period; and

iii.
the electors of the district approve a proposition authorizing the trustees to apply for funds through the State Board of Investments for the construction project.

d.
the costs associated with the issuance and sale of the obligations.

(MCA 20-9-471(1) & (4))

(
The term of the INTERCAP obligation, including the obligation for a qualified energy project, may not exceed 15 fiscal years.  (MCA 20-9-471(2))

(
At the time of issuing the INTERCAP obligation, there must be a sufficient amount in the current fiscal year budget to make the debt service payment on the obligation coming due in the current year.  (MCA 20-9-471(3))
(
The INTERCAP obligation constitutes a general obligation of the district, and the principal amount, when added to the outstanding bonded indebtedness of the district, may not exceed the debt limitation established in 20-9-406 (see Compliance Requirement #13, above). (MCA 20-9-471 (7) & (9)) 
(
The school district may not submit for a vote of the district electors a proposition to impose a levy to pay the principal or interest on an INTERCAP obligation that is payable from the conservation-related cost savings under energy performance contracts as defined in 90-4-1102.  The obligation must state clearly on its face that the obligation is not secured by a pledge of the school district’s taxing power but is payable from amounts in its general fund or other legally available funds.  (MCA 20-9-471(5) & (6))
Suggested Audit Procedure:
(
Review documentation on file and minutes of board meetings to determine if the district incurred any INTERCAP obligations during the audit period.  If so, verify that the obligations were issued for only those purposes described above.
DEBT SERVICE FUND BUDGET

(See also SD-1, Budgets)
15.
Compliance Requirements:
(
The trustees of each school district having outstanding general obligation bonds shall include in the debt service fund budget:

1.
an amount necessary to pay the interest and principal becoming due during the ensuing fiscal year for each series or installment of general obligation bonds;

2.
an amount necessary to pay any special improvement district assessments levied against the school district which become due during the ensuing fiscal year; 
3.
a limited operating reserve for the purpose of paying debt service fund warrants and bond obligations that must be paid from July 1 through November 30 of the fiscal year following the ensuing fiscal year; and
4.
Effective May 6, 2013:  an amount to satisfy the reserve requirement for oil and natural gas revenue bonds.
(MCA 20-9-438)    
(
Agent Fees are an allowable expenditure of the Debt Service Fund, and are recognized in the state reimbursement for school facilities state guaranteed tax base aid (GTB Facilities).  Agent fees are specifically identified in the bond agreement and are charged by the Registrar and Paying Agent. The annual agent fee is $300 (per bond issue, per year) for all regular general obligation bonds and for QZAB & QSCB bonds.  (OPI’s Audit Letter)   

Suggested Audit Procedures:
(
Review the debt service fund budgets for the fiscal year being audited and for the ensuing fiscal year.  Determine if the trustees have included sufficient amounts in the budget to make all payments and establish all reserves, as discussed above.  If the district has bond obligations (not paid or accrued) which become due from July 1 through November 30, verify that the trustees have included a limited operating reserve within the budget to provide for these payments.  However, if a bond payment due from July 1 to Nov 30 has been paid or accrued in the prior fiscal year, no operating reserve should be allowed.
(
Verify that the district is accurately charging annual agent fees to the debt service fund.  OPI, through its monitoring efforts, has noted that these agent fees are often grossly overstated, resulting in overpayment of the GTB Facilities reimbursement.
SCHOOL BUS INSTALLMENT CONTRACT

16.
Compliance Requirement:
(
When a district purchases a school bus, the trustees may purchase such school bus under an installment contract which will be completely executed within 3 years from the date of the purchase. The trustees also may purchase a school bus without advertising for bids under the provisions of 20-9-204.  (MCA 20-10-110)
Suggested Audit Procedure:
●
If a school bus was purchased under an installment contract, verify that the term of the contract is no more than 3 years.
TAX, REVENUE, OR BOND ANTICIPATION NOTES (Short- Term Debt)

17.
Compliance Requirements:
Issuance and sale of short-term obligations

(
For purposes of this discussion, short-term obligations are tax or revenue anticipation notes that mature at a time not to exceed 13 months from the date issued.  (MCA 7-6-1101)

(
Districts may sell short-term obligations in anticipation of taxes or revenues to be received during the fiscal year in which the obligations are issued.  The proceeds must be solely expended for the purposes for which the taxes or revenues were appropriated and for costs related to the sale of the notes.  (MCA 7-6-1102)

(
The principal and interest on the notes must be repaid from the taxes and revenues in anticipation of which they were issued, income from investment of the proceeds of the obligations, and any money otherwise legally available for this purpose.  (MCA 7-6-1102)

(
The issuance of tax or revenue anticipation notes must be authorized by an ordinance or resolution that fixes the maximum amount of the obligation, the maximum amounts that may be outstanding, the maximum term and interest rate or rates, the manner of the sale, the maximum price, the form of the obligations including bearer or registered, the terms, the conditions and the covenants of the obligations.  (MCA 7-6-1103)

Suggested Audit Procedures:
(
If tax or revenue anticipation notes (short-term obligations) were issued during the audit period, review a copy of the ordinance or resolution authorizing their issuance and determine that it includes the items listed above.

(
Test expenditures to determine that the proceeds were used for the purposes for which the taxes or revenues were appropriated, and for costs and expenses related to the issuance and sale of the notes.

TAX, REVENUE, OR BOND ANTICIPATION NOTES (Short- Term Debt) - continued
17.
Suggested Audit Procedures – cont.:
Issuance and sale of short-term obligations

(
Determine that the payments of principal and interest on the notes were made from the receipt of the anticipated taxes and revenues, or from other allowable sources noted above.

18.
Compliance Requirement:
Refunding and renewal

(
Tax or revenue anticipation notes (short-term obligations) may be renewed or refunded, but may not be renewed or refunded to a date later than 6 months from the end of the fiscal year in which the original short-term obligation was issued.  (MCA 7-6-1105)

Suggested Audit Procedure:
(
If tax or revenue anticipation notes (short-term obligations) have been renewed or refunded, determine that the new payable date was not later than 6 months from the end of the fiscal year in which the original short-term obligation was issued.

19.
Compliance Requirements:
Sale of Notes in Anticipation of 



Grants, Loans, or Sale of Bonds

(
The board of trustees may by resolution issue and sell notes in anticipation of the receipt of a state or federal grant or loan, or the sale of bonds.  The amount of the notes may not exceed the total amount of bonds authorized and maturing within not more than 3 years from the date on which the notes are issued.  Before the notes are issued, the district must receive a written commitment for a grant, loan, or bond purchase in an amount that is not less than the principal amount of the notes.  (MCA 7-7-109(2))
(
The proceeds of the grant, loan, or bonds must be credited to the debt service fund for the notes as may be needed for their payment, with interest, when due.  (MCA 7-7-109(3))

Suggested Audit Procedures: 

(
If revenue or bond anticipation notes were issued during the audit period, determine that the district had received a written commitment for a grant, loan, or bond purchase in an amount at least equal to the principal amount of the notes.  Determine that the amount of the notes did not exceed the amount of bonds authorized and maturing within not more than 3 years of the issuance date of the notes.

(
Determine that the proceeds of the grant, loan, or bonds were credited to the debt service fund, as needed for the notes’ repayment, with interest.

TAX CREDIT  (INCLUDING DIRECT SUBSIDY) BONDS
OVERVIEW:  
Tax Credit Bonds are bonds the Federal Government subsidizes by allowing bondholders to receive tax credits that are approximately equal to the interest that would typically be paid to the holder of taxable bonds. As a result, issuers are generally responsible for repayment of the principal only.  The rate of the tax credit and the maximum term of the bond are set by the U.S. Treasury Department on a monthly basis.  An approved tax credit bond request does not result in any payment from OPI to an applicant school district. An approved allocation request allows a school district to designate a future bond issuance as a tax credit bond, which allows the school district to benefit from the reduced interest costs.  With Direct Subsidy Bonds, the issuer pays the investor a taxable interest coupon and receives a rebate from the U.S. Treasury.
Two types of tax credit and direct subsidy bonds have been authorized for Montana school districts – Qualified Zone Academy Bonds (QZABs) and Qualified School Construction Bonds (QSCBs) (MCA 17-5-116 & 117).  QZABs were first authorized by the Montana Legislature in 1997, and the American Recovery and Reinvestment Act (ARRA) of 2009 recently extended and expanded this authority.  ARRA made QSCBs available for the first time.  
Appendix 7 of OMB Circular A-133 includes a listing of ARRA-funded programs that are not covered by the single audit requirements and are not required to be included in the Schedule of Expenditures of Federal Awards or in the determination of major programs. This list includes Qualified School Construction Bonds.  As such, it appears that other tax credit & direct subsidy bonds may similarly be excluded from single audit requirements.
QUALIFIED ZONE ACADEMY BONDS (QZABs)
20.
Compliance Requirements:
(
Spending Limitations:  QZABs may be used for renovating and repairing school facilities, purchasing equipment, developing curricula, and training school personnel, but not for new construction.

√
Construction/renovation projects must comply with Davis Bacon prevailing wage requirements.

√
100% of the proceeds (net up to 2% cost of issuance) plus investment earnings must be spent on qualified expenditures within 3 years.

TAX CREDIT (INCLUDING DIRECT SUBSIDY) BONDS – continued
QUALIFIED ZONE ACADEMY BONDS (QZABs)-continued
20.
Compliance Requirements-continued:
(
Eligibility:  A public school must meet the following criteria to be eligible for QZABs:
√
The school must have at least 35 percent of its students eligible for free or reduced price lunches under the federal lunch program (National School Lunch), OR Must be located in either an Empowerment Zone or an Enterprise Community;

√
The school must receive a private contribution (which may be in-kind), the net present value of which is not less than 10% of the proceeds of the bond**;
√
The school must have an education plan that is approved by a local education agency (LEA); 

√
The school must have an education program designed in cooperation with a business; and

√
Students of the school or academic program must be subject to the same academic standards and assessments as other students educated in the local school system.
(
Matching Requirement:  The 10 percent match of the business partner** may take many forms including those noted below:

√
Cash, 

√
Goods, including equipment and technology, 

√
Services, including help developing curriculum or using technology, 

√
Training for teachers and professional staff,

√
Internships or field trips that provide opportunities for students to learn outside a traditional classroom setting, and/or

√
Other property or services specified by the local education agency.

(
Sinking Fund Yield:  The “permitted sinking fund yield (PSFY)” is the maximum interest rate, set by the federal government, that may be earned on tax credit sinking funds (see discussion on Recommended Accounting, below).  The Bureau of Public Debt publishes the PSFY each month at:  http://www.treasurydirect.gov/govt/rates/rates_irstcb.htm   The applicable interest rate is the one set for the month in which the bonds are sold.  The school district is responsible for monitoring this PSFY, to ensure that this maximum is not exceeded.
Suggested Audit Procedures:

(
Verify that the bond proceeds were expended only for the allowable uses discussed above.

TAX CREDIT (INCLUDING DIRECT SUBSIDY) BONDS – continued
QUALIFIED ZONE ACADEMY BONDS (QZABs)-continued
20.
Suggested Audit Procedures-continued:

(
Determine the form of the business partner match, and verify that it equals 10% of the QZAB.  (Note: A study of these bonds has revealed that there is a misuse of the 10% match, “by valuing a contribution above fair market.”)
(
Verify that the school district and the business partner have set up an academic program in the school.

(
Verify that any renovation project complies with the Davis-Bacon prevailing wage rate.
(
Verify that the “permitted sinking fund yield” has not been exceeded during the audit period.

QUALIFIED SCHOOL CONSTRUCTION BONDS (QSCBs)
21.
Compliance Requirements:
(
100% of QSCB proceeds must be used for (a) construction, rehabilitation, or repair of a public school facility (including costs of equipment to be used in portions of a public school facility being constructed, rehabilitated, or repaired); and/or (b) land acquisition for the public school facility.
√
Construction/renovation projects must comply with Davis Bacon prevailing wage requirements.

√
100% of the proceeds (net up to 2% cost of issuance) plus investment earnings must be spent on qualified expenditures within 3 years.

(
Sinking Fund Yield:  The “permitted sinking fund yield (PSFY)” is the maximum interest rate, set by the federal government, that may be earned on tax credit sinking funds (see discussion on Recommended Accounting, below).  The Bureau of Public Debt publishes the PSFY each month at:  http://www.treasurydirect.gov/govt/rates/rates_irstcb.htm   The applicable interest rate is the one set for the month in which the bonds are sold.  The school district is responsible for monitoring this PSFY, to ensure that this maximum is not exceeded.

Suggested Audit Procedures:

(
Verify that the proceeds were expended only for the allowable uses discussed above.
TAX CREDIT (INCLUDING DIRECT SUBSIDY) BONDS – continued
QUALIFIED SCHOOL CONSTRUCTION BONDS (QSCBs) - continued
21.
Suggested Audit Procedures - continued:
(
Verify that any construction or renovation project complies with the Davis-Bacon prevailing wage rate.

(
Verify that the “permitted sinking fund yield” has not been exceeded during the audit period.
   Allowable Debt Service Fund Expenditures
22.
Compliance Requirements:
(
Agent Fees are an allowable expenditure of the Debt Service Fund. Agent fees are specifically identified in the bond agreement and are charged by the Registrar and Paying Agent. The annual agent fee is $300 (per bond issue, per year) for both QZAB & QSCB bond issues.  (OPI’s Audit Letter)   

(
Filing Fees – Districts receiving direct subsidies (versus the pure tax credit) on the QZAB and QSCB bonds will also pay a filing fee of $100 to the Paying Agent for submitting the paperwork to receive the subsidy from the Federal government. The filing fee is $100 per interest payment processing and, because all of the sinking fund bonds issued have semi-annual interest payment due dates, the annual allowable expenditure of the Debt Service Fund for filing fees is $200. (OPI’s 2011 Audit Letter)   
(
Verification of Sinking Fund Yield – According to the sinking fund bond agreement, school districts must hire an accounting firm annually to verify that the Sinking Fund Yield is less than or equal to the Permitted Sinking Fund Yield. Districts may hire their auditor to provide this service. These annual charges are contracted services, not agent fees, and should not be expended from the Debt Service Fund. Depending on the project, these charges should be expended from the General, Building Flexibility, or other appropriate fund.  (OPI’s 2011 Audit Letter)    
Suggested Audit Procedures:

(
Because agent and filing fees are recognized as part of the state reimbursement for school facilities state guaranteed tax base aid, and contracted services for verification of sinking fund yield are not, it is imperative that these fees be appropriately reported.  Verify that districts limit their fees budgeted and reported in the Debt Service Fund to $500 (direct subsidy bonds) or $300 (tax credit bonds) per bond issue. 
Tax Credit (INCLUDING DIRECT SUBSIDY) Bonds – continued

Recommended Accounting:
Note:  For questions related to the accounting for these tax credit bonds, please contact Janelle Mickelson at (406) 444-3249 or Kathleen Wanner at (406) 444-9852 
In basic terms, periodic payments are made into an escrow account and those payments, together with accumulated interest earnings, are generally adequate to pay the total bond issue at maturity of the bonds.  The interest rate must be a rate that will result in an amount of interest necessary to repay the bond issue, but no more than the necessary amount.  This unique financing situation should be fully disclosed in the notes to the financial statements.  Accounting for these bonds generally follows two scenarios, as follows:
√
BOI Method:  Prior to the 2009 ARRA, the QZABs issued by school districts were “purchased” by the Montana Board of Investments (BOI).  These bond issues are accounted for essentially the same as any other bond issue:  Debt service fund expenditures are budgeted and recognized each year, when principal payments (and interest payments, if applicable) are made to the BOI, and the long-term liability is reduced with each principal payment until paid in full.
√
“Sinking Fund” Method:  Effective with the 2009 ARRA QZABs & QSCBs, school districts have two options.  They can either (1) issue these bonds through the BOI, as discussed above, OR (2) they can account for these bonds through the “sinking fund” method.  Under the sinking fund method, the total amount of the bonds is accounted for as a long-term liability, with no reduction, for the full term of the bond issue.  The school district makes annual payments into an escrow account with a financial institution – this is handled as a directed investment through the county treasurer.  Debt service payments are budgeted annually, but only the interest and agent fees are actually reported as expenditures each year.  OPI has designated a Sinking Fund Schedule as the reporting vehicle for all principal payments, and for interest that has accrued on the balance of funds held in the escrow account.  Interest is recognized as revenue as it is earned in the escrow account.  Although the principal payments are not reported as expenditures for the year, the budget authority for these payments is used, as documented in the Sinking Fund Schedule.  At the end of the bond term, the cash in the escrow 
account is disbursed to the bond holder, an expenditure for the full bond principal amount
is recognized, and the long-term liability is reduced to zero.  (Note:  The recognition of an expenditure for the full bond principal amount at the end of the bond term is GAAP basis.  For the school district’s budgetary basis, the expenditure is recognized through the Sinking Fund Schedule each year.)
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