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SUBJECT: UPDATE ON THE REDEVELOPMENT AGENCY’S BOND RATINGS
FROM MOODY’S, S&P, AND FITCH

This information memorandum provides an update on the credit ratings of the Redevelopment
Agency’s outstanding debt in addition to the credit rating and financial market information
presented in the Proposed Amended Policy Budget FY 2011-2013 released on January 23, 2012,

Following Moody’s Investors Services downgrade of all California tax allocation bonds on
January 17, 2012, Fitch placed all California bonds secured by tax increment revenue on
negative rating watch on January 24, 2012. There is no fiscal impact on the Redevelopment
Agency or City outstanding bonds due to the recent rating actions. Copies of the Moody’s
Investor Services and Fitch Ratings’ rating repotts are attached to this memo.

Fitch Places All California TABs on Negative Watch:

The Rating Watch Negative reflects Fitch’s belief that recently implemented state legislation
creates a heightened risk at all rating levels that the flow of funds to holders of the TABs may be
inconsistent with the requirements of bond indentures. Also, the uncertainty during the next
several weeks of transition about the mechanics of administering the revenues, including those
pledged to bond repayment.

Standard & Poor’s:

Standard and Poor’s has yet to release a report and their outlook on the impacts of the
California Supreme Court upheld Assembly Bill 1X26.



The Redevelopment Agency’s outstanding bonds are rated by three rating agencies, Moody’s
Investor Services, Standard & Poor’s and Fitch Ratings. The table below summarizes the
Redevelopment Agency’s debt current credit ratings:

Rating Agency Agency
Rating Agency Action Date Tax Allocation Bonds Housing Set-Aside Bonds
Moody's 1/17/2012 Baa2/Baa3/A3 A3
Possible Downgrade Possible Downgrade
S&P's 2/25/2011 A+/AJA- A
Stable Outlook Stable Outlook
Fitch 1/24/2012 N/A A+
Negative Watch

Implications:

There is no fiscal impact on the Redevelopment Agency’s outstanding bonds because they are all
fixed rate bonds. The Agency has no variable rate debt; therefore, the downgrade does not
increase the cost of borrowing for the Redevelopment Agency or the City.

In addition to the information provided in the Proposed Amended Policy Budget FY 2011-2013
and this memo, attached are questions and answers to common issues that were issued by the
State Department of Finance to asgist with understanding and guidance of Redevelopment
Agency Dissolution under ABx1 26. Staff will continue to monitor and update any new changes
to the credit ratings of the Redevelopment Agency outstanding bonds.

=
Fi&\ie and agbment Agency
JOSEPHT. YE .

Director of Finance

For questions please contact Katano Kasaine, Treasury Manager, at (510) 238-29809.

Attachments

--Moody’s Downgrades California TABs Report

--Fitch Places All California TABs on Rating Watch Negative Report
--FAQs from the State Department of Finance
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Fitch Places All CA TABs on Rating Watch Negative Ratings Endorsement Policy
24 Jan 2012 5:57 PM (EST)

Fitch Ratings-San Francisco-24 January 2012 Fitch has placed all California bonds secured by tax increment revenus on
Rating Watch Negative,

The Rating Watch Negative reflects Fitch's belief that recently Implemented state legislation creates a helghtened risk at all
rating lovels that the flow of funds to hoiders of tax allocation bends (TABs) may be inconsistent with the requirements of
bond indentures. This concem is a result of the short timeframe to create guidstines to implement the legislation and the
apparent lack of progress in resolving a number of inconsistencies and uncertainties contained therein.

The Rating Watch Negative further reflacts the uncertainty during the next several weeks of transition about the mechanics
of administering the revenues, including those pledged to bond repayment. While the intent 1o uphold existing obligations
Is clearly stated in the legislafion, the mechanics of implementation are not.

On Dac, 28, 2011, the California Supreme Court upheld Assembly Bill 1X286 (the legislation), which dissolves .
redevelopment agencies. The dissolution is effective Feb, 1, 2012, The legislation outlines the process for dissolving the
redevelopment agencles, establishes successor agencies (the agencles) to wind down the affairs of the former
redevelopment agencles, and establishes oversight boards ‘o oversee the agencies. The |legislation also cutlines new
procedures for county auditor-controllers to collect and distribute tax Increment revenue and to distribute excess tax

increment revenue and other agency funds to the overlapping taxing entities.

As nated in our comment on this issue on Nov. 29, 2011, Fitch remains concerned that while the Intent of the legislation is
clearly to uphold payments under bond indentures, the legislation's language is vague. Fitch had gained a measure of
comfort from discussions with staff at the state and county-level auditor-controllers offices that the state Controller's office
would provide guldelines which would clarify some of these uncertainties.

Over the next several weeks, Fitch will review any legislative and administrative actions to insure they are adequate to
protect hondholder payments, The state association of counties (CSAC) has taken the lead on drafting guidefines for
county auditor-controllers. GSAC expects these to be completad pricr te February 1 but it is clear that a number of
questions remain which ultimately may need to be addressed through follow-up legislation.

Fltch's review will include the following:

Onee available, Fitch will review the guidelines and discuss with the appropriate county auditor-contrellers their plane to
adhere to the CSAC guidelines.

Fitch will assess whether each county audltor-controller, successor agency, and board is planning to track tax increment
revenue generated by project area and for housing and non-housing purposes, pursuant to the pledges to bondholders,
and whether each of these entities [s prepared to apply procadures in a way that assures the flow of tax incrament revenue
pledged to secure each series of bonds. d :

Fitch will evaluate whether the guidelines ar subsequert legislation, If any, address the concern that the payment schedule
is funded on a six month basis, rather than annually, which could result in funds belng transferred to overlapping taxing
antities prior to funding a full year of debt service,

Fiteh will confirm that Fitch-rated bonds are inciuded on the schedule of payments permitted to be pald by the agency.
Fltich will evaluate the abllity of a 'designated local authorlty' to staff and oversee a succassor agency should no-existing
local entity elect to become the successor agency. ,

——————— While Fitch belleves these. uncerainties will-be. resolved for-all or most affected.entities, if any-of these plans-or procedures——-— — - — —
are Inadequate to ensure timely paymant of debt service, Fitch will take appropriate rating action on those individual

http:/fwww fitchratings.com/creditdesk/press_releases/detail.cfm?print=1&pr_id=740516 1/24/2012 -
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credits,
Contact:

Primary Analyst

Karen Ribble

Senior Director

+1-415-732-5671

Fltch, Inc. .
650 California Street, 4th Street ‘

San Francisco, CA 94108

Secondary Analyst
Amy Laskey
Managing Director
+1-212-008-0568

Committee Chairperson
Jessalynn Moro
Managing Director
+1.212-8508-0608

Media Relations: Sandro Scenga, New York, Tel; +1 212-908-0278, Email: sandro.scenga@fitchratings.com.

Additional information is avallable at ‘www.fitchratings.com'’. The ratings above were solicited by, oron behalf of, the
issuer, and therefore, Fitch has been compensated fcrtha provision of the ratings.

In addition to the sources of information identified in Flich's Tax-Supported Rating Criteria, this action was additionally
informed by information from Creditscops, University Financlal Associates, S&P/Case—Shlller Home Price Index, IHS

Global Insight, Ziflow.com, and National Association of Realtors.

Applicable Criteria and Related Research: "
-Tax-Supported Rating Criteria' (Aug. 15, 2011);
-'U.8, Local Government Tax-Supported Rating Griteria’ (Aug. 18, 2011).

Applicable Criteria and Related Research: Fitch Places All CA TABs on Rating Watch Negative

Tax-Supported Rating Critetia
11.S. Local Government Tax-Supported Rating Criteria

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP:/FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE

TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE
WWW.FITCHRATINGS,.COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH'S CODE CF GONDUGT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSC AVAILABLE FROM
THE 'CODE OF CONDUCT' SECTION QF THIS SITE,

Caopyright © 2012 by Fitch, Inc., Fitch Rafings Lid, and its subsidiaries.

http:/fwww.fitchratings.com/ creditdesk/press_releases/detail.cfm?print=1&pr_id=740516 1/24/2012




Moopy’s

FNVESTORS SERVICE

Rating Action: MOQODY'S DOWNGRADES CALIFORNIATAX
ALLOCATION BONDS DUE TO NEAR-TERM CASH FLOW RIBKS
ARISING FROM REDEVELOPMENT AGENCES' IMPENDING
DISSOLUTION; ALL TAX ALLOCATION RATINGS REMAIN ON REVIEW
FOR POSSIBLE FURTHER DOWNGRADE

Hob Credit Rogesrch 17 Jan 2042
Approximately $11.6 Billion in Debt Affected

New York, January 17, 2012 — Moody's Investors Service has downgraded by one notch all California tax
allocation bonds rated Baa?2 and above. All California tax allocation bond ratings remain on review for
possible downgrade.

SUMMARY RATING RATIONALE

The downgrade primarily reflects near-term cash flow risks arising from legislation recently upheld by the
state supreme court that dissolves all redevelopment agencies. Effective February 1, 2012, every
redevelopment agency statewide will be replaced by a "successor agency™ charged with winding down
the redevelopment agency's affairs. This wind-down includes the payment of existing debts according to
their terms. However, the implementation and potential for varying interpretations of the new legislation
incrementally raises the risk that some debt service payments will not he made on a timely basis.

Compliance with the requirements of the new legislative framework may prove challenging, particularly in
the near term as affected agencies attempt to interpret the law and comply with its specified timelines.
Most significantly, in the new law County Auditor-Controllers are given hew auditing requirements to be
met by July 1, 2012, and en-going administrative responsibilities that may initially conflict with existing
bond indentures. The resolution of any such conflicts according to the new law's property tax reallocation
process could take a substantial amount of time, and it is entirely untested. The limited, one-notch
downgrade across the Baa2-and-above rating spectrum reflects the broad-based but modest nature of
this new risk. While Baa3-and-lower rated tax allocation bonds also face this new risk, their overall risk
profile remains consistent with their current ratings.

While we believe that existing legal protections for contracts, as well as the legislature's clearly stated
intent in the new law, almost certainly preserves tax allocation bonds’ fundamental security, our tax
allocation bond ratings remain on review for possible further downgrade. This continued review reflects
the near-term practical and potential legat challenges to implementing the new dissolution legislation while
maintaining tax allocation bonds' credit quality above a minimum level. We expect that the promulgation of
implementation guideiines in the near future and the resolution of any conflicting interpretations of the law
should permit a reevaluation of these ratings within our standard 80-day timeframe.

STRENGTHS

» Successor agencies, which replace the dissolved redevelopment agencies, remain explicitly obligated to
honor existing bond contracts, with recognition of legally pledged revenue streams, debt service reserve
funding requirements, and other performance requirements in existing bond documents.

« While the mechanics of the new law may be problematic, the legislature's intent to honor existing
obligations is clearly stated in the law.

« County Auditor-Controllers have generally indicated a very strong willinghess and abiity to comply with




the new revenue allocation requirements on a sufficiently timely basis to allow successor agencies to
meet existing debt service payment obligations.

CHALLENGES

» The law establishs an initial allccation of property tax revenues that conflicts with existing bond
documents, and the effectiveness of the resolution process on a timely basis is uncertain,

» The timeframe for property tax disbursements is more restricted than it had been previously, potentially
resulting in mismatched receipt and dishursement schedules over the course of a year.

+» The new law's audit requirements and sheer complexity may result in unexpected payment delays as
legal and administrative clarification is pursued.

WHAT COULD MAKE THE RATINGS GO UP

« Implementation of the legislation in a manner that clearly preserves timely debt service payment and
enables compliance with bond documents

« Legislative or judicial clarification that compliance with bond documents takes precedence over other,
apparently conflicting aspects of the legislation

» In the long-run, assuming resclution of the legal and practical cash flow uncertainties, a sustained
resumption of property tax growth

WHAT COULD MAKE THE RATINGS GO DOWN
» Implementation of the legislation in a way that does not preserve timely debt service payment

« Continued legal uncertainty and conflict between the law's requirements and compliance with existing
bond documents

+ Judicial clarification that compliance with bord documents is subordinate or to be balanced against other
objectives of the legislation

The principal methodology used in this rating was Moody's Analytic Approach To Rating California Tax
Allocation Bonds published in December 2003. Please see the Credit Policy page on www.moodys.com
for a copy of this methodology.

REGULATORY DISCLOSURES

Although this credit rating has been issued in‘a non-EU courtry which has not been recognized as
endorsable at this date, this credit rating is deemed "EU qualified by extension” and may still be used by
financial institutions for regulatory purposes until 30 April 2012, Further information on the EU
endorsement status and on the Moody's office that has issued a particular Credit Rating is available on
WWWw.moodys.com,

For ratings issued on a program, series or category/class of debt, this announcement provides relevant
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series
or categary/class of debt or pursuant to a program for which the ratings are derived exclusively from
existing ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides relevant regulatory disclosures in relation to the rating action on the support
provider and in relation to each particular rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides relevant
regulatory disclosures in relation to the provisional rating assigned, and in relation to a definitive raiing that
may be assigned subsequent to the final issuance of the debt, in each case where the transaction




structure and terms have not changed prior to the assignment of the definitive rating in a manner that
would have affected the rating. For further information please see the ratings tab on the issuer/entity page
for the respective issuer on www.mocodys.com.

Information sources used to prepare the rating are the following: parties involved in the ratings and public
information.

Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory
for the purposes of issuing a rating.

Moody's adopts all necessary measures so that the information it uses in assigning a rating is of sufficient
quality and from sources Moody's considers to be reliable including, when appropriate, independent third-
party sources. However, Moady's is not an auditor and cannot in every instance independently verify or
validate information received in the rating process.

Please see the ratings disclosure page on www.moodys.com for gensral disclosure on potential conflicts
of interests.

Please see the ratings disclosure page on www.moodys.com for information on (A) MCO's major
shareholders (above 5%) and for {B) further information regarding certain affiliations that may exist
between directors of MCO and rated entities as well as (C) the names of ertities that hold ratings from
MIS that have also publicly reported to the SEC an ownership interest in MCQ of more than 5%. A
member of the board of directors of this rated entity may also be a member of the board of directors of
a shareholder of Moody's Corporation; however, Moody's has not independently verified this matter.

Please see Moody's Rating Symbols and Definitions on the Rating Process page on www.moodys.com
for further information on the meaning of each rating category and the definition of default and recovery.

Please see ratings tab on the issuer/entity page on www.meodys.com for the last rating action and the
rating history.

The date on which some ratings were first released goes back to a time before Moody's ratings were
fully digitized and accurate data may not be available. Consequently, Moody's provides a date that it
believes is the most rellable and accurate based on the information that is avallable to it. Please see the
ratings disclosure page on our website www.maodys.com for further information.

Please see www.moodys.com for any updates on changes to the lead rating analyst and fo the Moody's
legal entity that has issued the rating. '

Dari Barzel

VP - Senior Credit Officer

Public Finance Group

Moody's FIS Domestic Sales Office - San Francisco CA
One Sansome St. Suite 3100

San Francisco, CA 94104

U.S.A.

JOURNALISTS: 212-553-0376

SUBSCRIBERS: 212-553-1653

Eric Hoffmann

Senior Vice President

Public Finance Group
JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653




Releasing Office:

Moody's Investors Service, Inc.
250 Greenwich Sireet

New York, NY 10007

U.S.A

JOURNALISTS: 212-553-0376
SUBSCRIBERS: 212-553-1653

Moopy’s
IMWEETORSE SERVICE

© 2012 Moody's Investors Service, Inc. and/or its licensors and affiliates (collactively,
"MOODY'S". All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS
AFFILIATES ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOCDY'S (“"MOODY'S
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT
MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT
ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK,
MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S
OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT
OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS
AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES, NEITHER CREDIT RATINGS NOR
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR, MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH
INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN [S PROTECTED BY LAW, INCLUDING BUT NOT
LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFCRMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,

DISSEMINATED, REDISTRIBUTED COR RESOLD, OR STORED FOR SUBSEQUENT USE FOR

ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRICR WRITTEN CONSENT,
All information contained herein is obtained by MOODY'S from sources believed by it to be
accurate and reliable. Because of the possibillty of human or mechanical error as well as other
factors, however, all information contathed herein is provided "AS 18" without warranty of any kind.
MOODY'S adopts all necessary measures sa that the information it uses in assigning a credit
rating is of sufficient quality and from sources Moody's considers to be reliable, including, when
appropriate, independent third-party scurces. However, MOODY'S is not an auditor and cannot in
every instance independently verify or validate information received in the rating process. Under
no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or
damage in whole or in part caused by, resulting frem, or relating to, any error (negligent or
otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any
of its directors, officers, employees or agents in connection with the procurement, collection,
compllation, analysis, interpretation, communication, publication or delivery of any such




Infarmation, or {b) any direct, indirect, special, consequential, compensatory or incidental
damages whatsoever (including without limitation, Jost profits), even if MOODY'S is advised in
advance of the possibility of such damages, resulting from the use of or inabillity to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as,
statements of opinlon and not statements of fact or recormmendations to purchase, sell or hold any
securities. Each user of the Information contained herein must make its own study and evaluation
of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHAT SOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Meady's Corporation {"MCQ"), hereby
discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by MIS have, prior to
assigniment of any rating, agreed to pay te MIS for appraisal and rating services rendered by it
fees ranging from $1,500 to approximately $2,500,000. MCC and MIS also maintain policies and
procedures to address the independence of MIS's ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and
between entities who hold ratings from MIS and have also publicly reported to the SEC an
heading "Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation
Policy."

Any publication into Australia of this document Is by MOODY'S affiliate, Moody's Investors Service
Pty Limited ABN 61 003 399 657, which holds Australian Financial Setvices License no. 336969,
This document is intended to be provided only to "wholesale clients" within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia,
you represent to MOODY'S that you are, o are accessing the document as a representative of, a
“wholesale dlient” and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients” within the meaning of section 761G of
the Corporations Act 2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's
Japan KK, (“MJKK"} are MJKK's current opinions of the relative future credit risk of entities, credit
comrmitments, or debt or debt-like securities. In such a case, "MIS" in the foregoing statements
shall be deemed to be replaced with *MJKK", MJKK is a wholly-owned credit rating agency
subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody's Overseas Holdings
Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness of a debt obligation of the Issuer, not on
the equity securities of the issuer or any form of security that is available to retail investors. It
would be dangeraus for retall investors to make any investment decision based on this credit
rating. if in doubt you should contact your financial or other professional adviser.




Department of Finance
AB x1 26—Expectations and understandings regarding bond payments

Various interested parties have raised questions about how AB x1 26 may affect various
types of debt instruments that have been issued by redevelopment agencies. The
Department of Finance will endeavor to administer its responsibilities under the act and
provide guidance as questions arise so as to achieve the intent of the law that bond
holders and other obligors be protected. The Department of Finance believes that while
AB x1 26 does not specifically recite every possible requirement, it does place
affirmative duty to perform obligations required pursuant to bond covenants and
agreements. It is the Department’s expectation that redevelopment agencies, sticcessor
agencies, oversight boards, and county auditors will take appropriate actions to comply
with obligations as they have in the past.

Q. What Should Happen to Bond Payments due on February 1, 20127

Abx1 26 requires compliance with all obligations contained in enforceable obligations.
Bond payments due on February 1, 2012, should be paid in accordance with the bond
covenants, which [ikely require payments be made to a trustee prior to the February (e
due date. In general, bond documents require the payment of funds a couple of days
prior to the due date so that the trustee can make the debt service payment on time.
Further, even if the early payment to the trustee is not required by the bond documents,
nothing in ABx1 26 prevents a redevelopment agency from making the payment to the
trustee early. ‘

Additionally, the redevelopment agency and future successor can work with the county
auditor to determine how best to get the payments and make certain that the bond
payments will be seamless. ABx1 26 provides tools to help this occur. For example,
ABx1 26 requires that redevelopment agencies provide documents and information to
the future successor (§34169, subd. (e)) and requires that redevelopment agencies have
set aside and maintained reserves required by section §34169, subd. (c). Finally, ABx1
26 explicitly requires that the successor to make bond payments. The Department of
Finance has no reason fo believe that any successor will fail in this task.

The Department of Finance believes that ABx1 26 requires successor agencies to
perform all obligations with respect to debt including any special accounting, reserving,
or payment priorities. The Department of Finance believes that AB x1 26 does not
prevent compliance and it is the Department’s expectation that successor agencies,
oversight boards, and county auditors will take appropriate actions fo comply with
obligations as they have in the past.

Q. What about bonds with uneven payment schedules where one semi-annual payment
is much larger than the other?

ABx1 26 requires successor agencies to perform all obligations with respect to
enforceable debt obligations. The Department of Finance believes this includes
requirements for any special accounting, reserving, or annual set-aside payment
priorities. With respect to uneven payment schedules, ABx1 26 clearly allows successor
agencies to create reserves for future bond payments that may be needed, and so that
bond covenants can be met as required by ABx1 26. Further, many bond indentures




require set-asides at the beginning of a fiscal year an amount to cover payments for the
entire year, if not more. in order to comply with the bond covenants, this type of annual
set-aside should be included on the Recognized Obligation Payment Schedule, thereby
ensuring that enough revenues will be available when each semi-annual payment comes
due. Itis the Department’s expectation that any needed reserves or required annual set-
asides will be included in Recognized Obligation Payment Schedules.

Q. Does ABx1 26 require bond funds to be comingled or pooled?
No.

The Department of Finance believes that ABx1 26 requires successor agencies {o
perform all obligations with respect to debt including any special accounting, reserving,
or payment priorities. The Department believes that AB x1 26 places an affirmative duty
to perform obligations required pursuant to bond covenants and agreements.
Additionally, county auditor-controllers also have an affirmative duty to administer the
Trust Fund for the benefit of RDA bond holders. Thus, it is the Department’s
expectation that successor agencies, oversight boards, and county auditors will take
appropriate actions to comply with obligations as they have in the past.

Q. Does ABx1 26 eliminate revenue pledges?
No.

ABx1 26 specifically states that revenue pledges are to be honored. In order to maintain
the pledges, it may be necessary to continue to segregate the revenues received
attributable to each project area as has been done in the past. It is recommended that
the county auditor-controller and the successor agency coordinate efforts to create
subaccounts in order to comply with bond covenants applicable to each project area.
Maintaining subaccounts (in the similar fashion as done under the prior law) will
facilitate a successor agency’s ability to set aside the required specific revenues for each
bond and make payments from those specific revenues first, if and as required by the
bond obligations.,

It is further the Department's expectation that certain credits may be strengthened in
comparison to what they would be under prior law in that they will have access to more
of the tax increment for servicing of debt. Specifically, the 20-percent housing set-aside
is no longer made and only those funds necessary to service housing bond debt and
other enforceable housing obligations will be designated for housing purposes. The
remainder will be available for debt service on other bonds.

Q. Does ABx1 26 eliminate the ability of counties to do cash-flow loans if needed?

No. Department of Finance believes county treasurers have autherity under both
existing law and ABx1 26 to make cash flow loans fo successor agencies. If there is
insufficient cash to make payments, we urge county treasurers to make such loans from
the funds held for each successor agency. These loans could be recovered by future
distributions, if necessary.




We call attention to the following specific provisions in ABx1.26 (Health and Safety Code
Sections):

Sec. 34169 Until successor agencies are authorized...redevelopment agencies shall do
all of the following:

(c). Set aside or maintain reserves in the amount required by indentures, trust
indentures, or similar documents governing the issuance of outstanding redevelopment
agency bonds.

(e) Cooperate with successors agencies, and provide all documents necessary or
desirable for ... making of payments required by enforceable obligations, and
performance of enforceahle obligations by successor agencies.

(f) Take all reasonable measures to avoid triggering an event of default under any
enforceable obligations as defined in subdivision (d) of Section 34167.

&

Sec. 34171 (d) (1) “Enforceable obligaticn” means any of the following: (A) Bonds, as
defined by Section 33602 and bonds issued pursuant to Section 58383 of the
Government Code, including the required debt service, reserve set-asides, and any
other payments required under the indenture or similar documents governing the
issuance of the outstanding bonds of the former redevelopment agency.

35167 (h) After the enforceable obligation payment schedule is adopted pursuant

to Section 34169, or after 60 days from the effective date of this part, whichever is
sooner, the [redevelopment] agency shall not make a payment unless it is listed in an
adopted enforceable obligation payment schedule, other than payments required to
meet obligations with respect to bonded indebtedness.

34177. Successor agencies are required to do all of the following: {a) Continue to make
payments due for enforceable obligaticns. (1) On and after October 1, 2011, and until a
Recognized Obligation Payment Schedule becomes operative, only payments required
pursuant to an enforceable obligations payment schedule shall be made.

Under the Court’s order, while the due date for adopting a Recognized Obligation
Payment Schedule is extended to May 1, 2012, the successor agency can adopt
and have an operational Schedule by February 4, if the Oversight Board is
appointed and adopts a Schedule on February 1, and if Finance does not object.
This would require natice of the meeting to occur in January. We recognize this
is very difficult timing but some agencies have already adopted draft Recognized
Obligation Payment Schedules and this may be possible for many agencies.

34173. (a) Successor agencies, as defined in this part, are hereby designated as
successor entities to the former redevelopment agencies. (b) Except for those provisions
of the Community Redevelopment Law that are repealed, restricted, or revised pursuant
to the act adding this part, all authority, rights, powers, duties, and obligations previously
vested with the former redevelopment agencies, under the Community Redevelopment
Law, are hereby vested in the successor agencies.




34174(a) ......... nothing herein is intended to absclve the successor agency of payment
or other obligations due or imposed pursuant to the enforceable obligations; and
provided further, that nothing in the act adding this part is intended to be construed as an
action or circumstance that may give rise to an event of default under any of the
documents governing enforceable obligations.

34175. (a} It is the intent of this part that pledges of revenues associated with
enforceable obligations of the former redevelopment agencies are to be honored. It is
intended that the cessation of any redevelopment agency shall not affect either the
pledge, the legal existence of that pledge, or the stream of revenues available to meet
the requirements of the pledge.

34177. Successor agencies are required to do all of the following: (b) Maintain reserves
in the amount required by indentures, trust indentures, or similar documents governing
the issuance of outstanding redevelopment agency bonds. (c) Perform obligations
required pursuant to any enforceable obligation.

The Department views this language and 34173 (a) and 34175 (a) above as
including any responsibilities with respect to bond obligations, including
segregation of funds or separate priority of payments. This also would include
requirements with respect to tax exempt status or other federal bond laws.

Section 34183 {¢) The county treasurer may loan any funds from the county treasury
that are necessary to ensure prompt payments of redevelopment agency
debts.




