DRAFT AGENDA BILL

THE CiTY OF ——

EL BERRITEI\ Agenda Item No.

Date: March 16, 2009

To: City Council and Redevelopment Agency Board

From: Hilde Myall, Housing Project Manager
Lori Trevino, Redevelopment Manager

Subject: Request for Housing Fund Advance from the Pooled Investments of the General
Fund

ACTION REQUESTED
That the City Council and Agency Board adopt resolutions approving the following:

1) Authorize an Interfund Loan from the pooled investment portion of the General Fund
to the Low & Moderate Income Housing Fund for up to $1.5 million to be repaid by the
tax increment revenues of the Low & Moderate Income Housing Fund, and

2) Rescind the Agency’s approval of a loan from the Local Initiatives Support
Corporation (LISC) for up to $1.5 million to be repaid by the tax increment revenues of
the Low & Moderate Income Housing Fund.

BACKGROUND

As presented in the September 15, 2008 Agenda Bill, the Agency has assumed it would
need to issue new debt from the Housing Fund in order to fully fund the $3.5 million
loan commitment to Resources for Community Development (RCD) for the Hatlen
Center for the Blind & Family Housing Development on Portola Drive (Project). Staff
estimates a $1,350,000 Housing Fund shortfall and resulting need to borrow
approximately that amount to cover the balance of the proposed $3.5 million loan
commitment to RCD.

On March 2, 2009 the Agency Board approved accepting a loan of up to $1.5 million
from the Local Initiatives Support Corporation (LISC) to the Agency’s Low/Moderate-
Income Housing Fund. That LISC loan carries a 7.25% interest rate and a six-year term.
As an alternative to the LISC loan, staff has been investigating the potential for an
Interfund Loan to the Housing Fund from the pooled investments portion of the General
Fund.

ANALYSIS & BASIS FOR RECOMMENDATION

Staff brought the proposed Interfund Loan to the Financial Advisory Board on March
10, 2009 for their review and recommendation. The Financial Advisory Board had the
following comments/concerns... and ultimately did/did not recommend the proposed
Interfund Loan for Council/Agency Board consideration.
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OKNN

public finance

To: Mary Dodge
Redevelopment Agency Treasurer and City Financial Services Director, City of El Cerrito

From: David Brodsly
KNN Public Finance

Re: Internal Financing of Redevelopment Housing Borrowing
Date:  Febtruary 26, 2009

You have asked that we review a proposed use of City funds to, in effect, purchase tax allocation
bonds secured by the housing set-aside component of the El Cerrito Redevelopment Project Area’s
tax increment. We understand that this alternative to issuing bonds is driven by two considerations:

e The small size of the desired financing. We understand that the total financing would only be
approximately $1.5 million, which is very small for the bond market.

e The current disruption in the capital markets. Both public markets (bonds) and private
markets (bank loans and other private placements) are finding it particularly difficult to find
investors for credits rated less than AA. Your project area has been rated BBB+ by Standard
&Poot’s, which is much lowet.

These difficulties are compounded by the fact that the proposed uses of the loan proceeds would
disqualify the borrowing from bearing tax-exempt interest rates. Even the highest rated taxable
municipal bonds have found difficulty finding investors and are paying significant spreads to
Treasuries.

There is very little comparable market activity for a loan such as this, so it is difficult to assess the
appropriate pricing. We have consulted with the key pricing service in the municipal market,
Thompson Municipal Market Monitor (TM3), and were given the following interest rate scale as of
February 25, 2009.

Term Rate
2020  6.19%
2025  6.84%
2030  7.01%
2035  7.06%
2040  7.06%
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The above scale is intended to represent the kinds of rates that might prevail. In our experience,
however, these scales tend to lag the market and therefore have recently indicated significantly lower
yields than the likely market interest rate issuers will receive. Thus market rates could be substantially
higher if you tried to sell bonds or attract other lenders, if such lenders could be found. For example,
the rates above suggest that interest rates would be an average of 315 basis points higher than
Treasuries. This morning, an underwriter indicated taxable spreads for an Al taxable COP at 400-500
basis points over Treasuries; in other words, if a 30 year treasury is 3.67% then the rate on a taxable
municipal bond would be 7.67%-8.67%. Last week, a $100M AAA taxable bond for Amherst
University was priced to yield 6.07% in 2039. It seems safe to say a BBB+ tax allocation bond would
probably yield more than the 7.06% indicated by the above scale.

At the same time, earnings in municipal investment pools have been falling due to the flight to quality
in public-funds type investments (most notably Treasury securities) and the steepening yield curve.
The combination of limited market access (and expensive borrowing costs) lower rated municipal
bonds and declining investment opportunities for public funds have led several agencies we are aware
of to consider lending their own funds in lieu of external borrowing, at least until the credit markets
improve. (Note that any refunding of such an internal loan can usually only be done tax-exempt on a
short-term basis, for less than three years. Given the use of your project, tax-exempt refunding would
not be available under any circumstance; therefore, there is no time limit on refunding the City loan
with a third-party taxable financing.)

Some of the considerations in making and structuring such loans reflect the specific source of funds
advanced. We are aware of some agencies that effectively loan money by allowing a fund to carry a
negative cash balance, which is charged negative interest, effectively lending from the investment pool
at the pooled rate. The redevelopment agency could issue bonds that are purchased by the City
Treasury; this seems unnecessarily complicated to us, and might also require an amendment of your
investment policy. Other communities make interfund loans between specific funds that are carried as
receivables and payables. To the extent that the fund is a special, enterprise or trust fund, the
restrictions of that fund should be considered. It is common for cities to make advances from their
general funds to redevelopment agencies, and to charge their agencies interest for such advances.

In any case, you should consult with your attorneys to ensure that, whatever form the loan takes, it
qualifies as “indebtedness” under State redevelopment law. This treatment could be particularly
important as the project area reaches its plan limits. You should also confirm that any obligation you
incur satisfies the additional bonds test of your outstanding tax allocation bonds.

Given the adverse conditions in the credit markets, pursuing some form of internal borrowing for the
project seems like good public policy. The agency will be able to meet its goals at a time when
borrowing from third-parties is likely impossible. The lending fund or funds will have an opportunity
to enhance their earnings well above the rate it would receive from any likely investment vehicle.

Of course, in lending to its own redevelopment agency, the City is incurring greater investment risk
than it typically exposes itself to. The City is best positioned to evaluate the risks associated with the
redevelopment project area, which primarily reflect trends in assessed valuation. Furthermore, the
additional investment risk is being undertaken not only for investment return, but to meet other
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important public policy goals such as providing affordable housing. We cannot advise you as to the
optimal balance of these various policy objectives, but we can tell you that other agencies are pursuing
similar plans for similar reasons, and in our assessment, they appear like a reasonable strategy.
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El Cerrito Redevelopment Project Area

Historical Assessed Value

DRAFT AGENDA ITEM NO.
ATTACHMENT NO. 4

Base Year
1977/78 1992/93 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09

Secured
Land 4,918,570
Improvements 76,498,120
Pers Property -
Exemptions -
Total Secured 81,428,840 218,281,229 230,938,821 232,485,340 236,393,456 230,235,058 232,444,503 240,360,065 257,483,351 276,665,510 314,631,953 361,487,473 389,788,361 436,244,326
Unsecured
Land -
Improvements -
Pers Property 11,517,552
Exemptions -
Total Unsecured 11,517,552 18,987,233 18,353,365 21,185,957 22,107,514 21,039,920 20,554,719 20,497,485 19,165,628 20,139,045 20,084,498 22,023,906 24,450,549 27,152,827
Grand Total 92,946,392 237,268,462 249,292,186 253,671,297 258,500,970 251,274,978 252,999,222 260,857,550 276,648,979 296,804,555 334,716,451 383,511,379 414,238,910 463,397,153 508,887,948 541,472,999 589,216,796 631,353,769
Increment Value: 144,322,070 156,345,794 160,724,905 165,554,578 158,328,586 160,052,830 167,911,158 183,702,587 203,858,163 241,770,059 290,564,987 321,292,518 370,450,761 415,941,556 448,526,607 496,270,404 538,407,377
Incremental Value Change: 12,023,724 4,379,111 4,829,673 (7,225,992) 1,724,244 7,858,328 15,791,429 20,155,576 37,911,896 48,794,928 30,727,531 49,158,243 45,490,795 32,585,051 47,743,797 42,136,973
Annual Growth in A i Value: 1.8% 1.9% -2.8% 0.7% 3.1% 6.1% 7.3% 12.8% 14.6% 8.0% 11.9% 9.8% 6.4% 8.8% 7.2%
Average Annual % Change: 8.8%

Source:

years 1992/93 thru 1997/98 - Hdl Fiscal Consultant Report for 1997 bond issue.
years 1998/99 thru 2004/05 - HdL Fiscal Consultant Report for 2004 bond issue.
years 2005/06- 2007/08 - County Cert of AV (not broken out in further detail).



Loan amount:

Pledge:

Issuance fee:

Term:
Interest rate:

Repayment
schedule:

Prepayment:

Other Terms:

Draft

Proposed Interfund Loan from the City’s General Fund
to the RDA Housing Fund

Up to $1.5 million.

The Loan shall be secured by a pledge of the Low- & Moderate-Income
Housing Fund Tax Revenues subordinate to any senior debt.

No issuance fees. Agency to pay legal fees associated with preparation and
execution of loan agreement documents.

10 years.
4% annually on outstanding principal balance.

Quarterly interest payments and annual principal payments. Draft debt
service schedule attached.

(a) The Agency may prepay the unpaid principal installments of the Loan
at any time.

(b) If RDA issues any new housing fund debt, at City’s request, Agency
will use bond proceeds to repay the Interfund Loan.

Housing Fund to maintain debt coverage of 1.25 in order to continue to
meet outstanding bond indenture covenants.



El Cerrito Redevelopment Agency

(El Cerrito Redevelopment Project Area)
Tax Allocation Bonds, Series 2009 A
2009 EL CERRITO - 4% due 7/1/2019

Sources & Uses

DRAFT

Dated 04/01/2009 | Delivered 04/01/2009

Sources Of Funds

Par Amount ¢f Bonds

$1,200,600.00

Total Soarces $1,200,000,00
Uses Of Funds

Deposit 10 Project Constiaction Fund 1,200,000.00
Total Uses $1,200,000.00

2009 EL CERRITO - 4% due | SINGLE PURPOSE | 2/26/2009 | %:08 PM

Securities




El Cerrito Redevelopment Agency

(El Cerrito Redevelopment Project Area)
Tax Allocation Bonds, Series 2009 A
2009 EL CERRITO - 4% due 7/1/2019

DRAFT

Debt Service Schedule
Date Principai Coupon interest Total P+ Fiscal Total
04/01/2009 - - - - -
07/01/2009 - - 12,000.00 12,000.0¢ 12,000.00
G1/01/2010 - - 24,000.00 24,000.00 -
(7/01/2010 100,000.00 4.000% 24,006.00 124,600.00 148,000.00
010172011 - - 22.000.00 22.000.00 -
07/01/2011 105,000.00 4.000% 22,006.00 127,000.00 149,000.00
01/01/2012 - - 19,900.00 19,900.00 -
07/01/2012 110,000.00 4.000% 19,900.00 129,900,060 149,800.00
01012013 . - 17,700.00 17,700.00 -
07/01/2013 115.000.00 4.000% 17,700.00 132,700.00 15¢,400.00
01/01/2014 - . 15,400.00 15,400.00 -
G7/81/2014 115,0600.60 4.000% 15,400.00 130,400.00 145,800.00
01/61/2015 - - 13,100.00 13,100.00 -
07/01/2015 120,000,060 4.000% 13,106G.00 133,100.00 146,200.00
01/01/2016 - - 10,700.00 10,700.00 -
07/01/2016 125,000.00 4,000% 10,700.00 135,700.06 146,400.00
01112017 - - 8,200.00 §,200.00 -
07/01/2017 130,000.00 4.000% 8,200.00 138,200.00 146,400.00
014012018 - - 5,600.00 5,600.00 -
07/01/2018 125.000.50 4.900% 5,600.00 140,600.00 146,200.00
01/01/2019 . - 2,900.00 2,960.00 -
07/01/2019 143,000.00 4.000% 2,500.00 147,900.00 150,800.00
Total $1,200,000.00 - $291,000.00 $1,491,000.00 -
Yield Statistics
Bond Year Doliars $7,275.00
Average l.ife 6,063 Years

Average Coupon

4.0000000%

Net Interest Cost (NIC) 4.0000000%
True Interest Cost (TIC) 4.0009414%
Bond Yield for Arbitrage Purposes 4.0009414%

All Inclusive Cost {AIC)

4.0009414%

IRS Form 8038
Net interest Cost 4.0000000%
Weighted Average Maturity 6,003 Years

dbush Morgan Securities

2009 EL CERRITO - 4% due | SINGLE PURPOSE | 2/26/2008 | 3.08 PM
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