EomMuNnD B, BROwN JR, - GOVERNOR

May 17, 2013

Mr. Kevin Riper, Administrative Services/Finance Director
City of Morgan Hill Successor Agency

17575 Peak Avenue

Morgan Hill, CA 925037

Dear Mr. Riper:

Subject: Recognized Obligation Payment Schedule

This letter supersedes California Department of Finance's (Finance) Recognized Obligation
Payment Schedule (ROPS 13-14A) letter dated April 10, 2013. Pursuant to Health and Safety
Code (HSC) section 34177 {m), the City of Morgan Hill Successor Agency (Agency) submitted
ROPS 13-14A to Finance for the period of July through December 2013. Subsequently, the

- Agency requested a Meet and Confer session on one or more of the items denied by Finance.
The Meet and Confer session was held on April 29, 2013.

Based on a review of additional information and documentation provided to Finance during the
Meet and Confer process, Finance has completed its review of the specific item being disputed.

ltem Nos. 10 and 21 totaling $31,701 (530,000 and $1,701, respectively). Finance
originally reclassified these items as administrative costs. Although this reclassification
increased administrative costs to $202,700, the administrative cost allowance was not
been exceeded. :

o ltem No. 10 in the amount of $30,000 - the Agency contends that the
implementation and delivery costs of refinancing the bond issue should not be
classified as administrative expenditure. The amount relates to staff costs
associated with refinancing 2008 tax allocation bonds. The Agency is requesting
for reconsideration of $30,000 as an enforceable obligation. Finance continues to
consider the item as general administrative cost and this item remains
reclassified. Although this reclassification increased administrative costs to
$200,999, the administrative cost allowance has not been exceeded.

o ltem No. 21 in the amount of $1,701 — The Agency requested that this item’s
funding source be changed from RPTTF to “Other” and Finance should approve
$283.50 for the ROPS 13-14A period. HSC section 34171 (b) states that any
administrative costs paid from sources other than RPTTF are not considered part

of the administrative allowance cap and excluded from its calculation. Finance
agrees to this change.
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Contract payments totaling $316,000 funded by bond proceeds. Finance continues to
deny these items. They include the following:

Item No. 13 — CSG Consultants Inspections Contract in the amount of $10,000-
Item No. 30 ~ Hale Avenue Extension Project in the amount of $216,000

items No. 89 and 90 — Butterfield Blvd South Project totaling $50,000

[tem No. 91 — Cal Trans Project in the amount of $40,000

o o Cc o

HSC section 34177(1) (3) states that the ROPS shall be forward looking to the next six
months. These items either do not have a current contract in place or were entered into
after June 27, 2011. HSC section 34163(b) prohibits a redevelopment agency from
entering into a contract with any entity after June 27, 2011 and HSC section 34163 (c)
prohibits a redevelopment agency from amending or modifying existing agreements,
obligations, or commitments with any entity for any purpose after June 27, 2011.
Pursuant to HSC section 34191.4 (c), your request to use bond funds for these

obligations may be allowable once the Agency receives a Finding of Completion from
Finance. '

ltem No. 71 — Rent in the amount of $77,000. Finance continues to deny this item,
While it has been determined this item may be an enforceable obligation, the payment is
excessive for what the actual cost should be. The amount should be recalculated to
include only the space used by the current successor agency and prorated between the
City and the Agency based on the amount of work carried out for each entity by staff.
Until this amount is recalculated to a more reasonable amount, this item is denied for
funding with RPTTF.

Finance acknowledges receipt from the Agency of the revised County Auditor
Controller’s audited results of the prior period actual expenditures for the ROPS I
period. As a result, the prior period adjustment calculation included with this letter has
been revised from $2,720,327 to $2,535,962 (see table below).

In addition, per Finance's ROPS letter dated April 10, 2013, the following items continue to be
denied and were not contested by the Agency:

[ ]

ltem No. 1 — 2008 Tax Allocation Bonds Series A & B Principal Payment in the amount
of $3,650,000 is partially denied. This amount was erroneously entered as $3,650,000
when it should have been $3,065,000. Therefore, the difference of $585,000 in
Redevelopment Property Tax Trust Funds (RPTTF) is denied.

ftem No. 4 — 2008 Tax Allocation Bonds Series A & B Letter-of-Credit Fee in the amount
of $501,733 is partially denied. The letter-of-credit fee should be $490,613. Therefore,
the difference of $11,120 in RPTTF is denied

[tem No. 76 — 2008 Tax Allocation Bonds Series A & B Legal Counsel in the amount of
$55,000 related to an anticipated bond refinancing. HSC section 341 77(1) (1) (E) states
that RPTTF should only be used if there is no other funding source. Bond counsel
should be funded from bond proceeds. Should the bond refinance fail and bond
proceeds are not available for payment, HSC provides successor agencies with various
methods to address short term cash flow issues. These may include requesting a loan
from the city pursuant to HSC section 34173 (h). The Agency should seek counsel from
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their oversight board to determine the solution most appropriate for their situation if a
deficiency were to occur. '

* Item No. 92 — Butterfield Boulevard South in the amount of $5,000 funded by bond

proceeds is partially denied. This item is a one-time license fee of $4,811. Therefore,
the difference of $189 is denied. '

* Item No. 93 — Third Street Promenade in the amount of $35,000 funded by bond
proceeds are not obligations of the Agency. This contract is between the City of Morgan
Hill and Joseph L. Albanese, Inc. The former RDA is neither a party to the contract nor
responsible for payment of the contract. Therefore, this line item is not an enforceable
obligation and not eligible for funding on the ROPS.

Except for items denied in whole or in part as enforceable obligations, Finance is not objecting
to the remaining items listed on your ROPS 13-14A. Obligations deemed not to be enforceable
shall be removed from your ROPS. This is Finance’s final determination related to the -
enforceable obligations reported on your ROPS for July through December 2013. Finance’s
determination is effective for this time period only and should not be conclusively relied on for
future periods. All items listed on a future ROPS are subject to a subsequent review and may
be denied even if it was or was not denied on this ROPS or a preceding ROPS,

The Agency’s maximum approved Redevelopment Property Tax Trust Fund (RPTTF)
distribution for the reporting period is $2,605,198 as summarized on the next page:

Approved RPTTF Distribution Amount
For the period of July through December 2013

Total RPTTF funding requested for obligations $ 5,698,281
Minus: Six-month total for items denied or reclassified as administrative cost
ltem 1 585,000
ltem 4 _ 11,120
item- 10* - 30,000
ltem 71 ' 77,000
ltem 76 55,000
Total approved RPTTF for enforceable obligations $ 4,040,161
Plus: Allowable RPTTF distribution for ROPS 13-14A administrative cost 200,999
Minus: ROPS |l prior period adjustment (2,535,962)

Total RPTTF approved for distribution: $ 2,605,198
*Reclassified as administrative cost

Pursuant to HSC Section 34186 (a), successor agencies were required to report on the ROPS
13-14A form the estimated obligations and actual payments (prior period adjustments)
associated with the July through December 2012 period. HSC Section 34186 (2) also specifies
that the prior period adjustments self-reported by successor agencies are subject to audit by the
county auditor-controller (CAC) and the State Controller. The amount of RPTTF approved in
the above table includes the prior period adjustment resulting from the CAC’s audit of the
Agency’s self-reported prior period adjustment.

Please refer to the ROPS 13-14A schedule that was used to calculate the approved RPTTF
amount:




Mr. Kevin Riper
May 17, 2013
Page 4

http://www.dof.ca.gov/redevelopment/ROPS/ROPS 13-14A Forms by Successor Agency/.

This is Finance’s final determination related to the enforceable obligations reported on your
ROPS for July 1 through December 31, 2013. Finance’s determination is effective for this time
period only and should not be conclusively relied upon for future periods. All items listed on a
future ROPS are subject to a subsequent review and may be denied even if it was or was not
denied on this ROPS or a preceding ROPS. The only exception is for those items that have
received a Final and Conclusive determination from Finance pursuant to HSC 34177.5 (i).
Finance’s review of items that have received a Final and Conclusive determination is limited to
confirming the scheduled payments as required by the obligation.

The amount available from the RPTTF is the same as the amount of property tax increment that
was available prior to enactment of ABx1 26 and AB 1484. This amount is not and never was
an unlimited funding source. Therefore, as a practical matter, the ability to fund the items on the
ROPS with property tax is limited to the amount of funding available to the successor agency in
the RPTTF.

To the extent proceeds from bonds issued after December 31, 2010 exist and are not
encumbered by an enforceable obligation pursuant to 34171 (d), HSC section 34191.4 (c)(2)(B)
requires these proceeds be used to defease the bonds or to purchase those same outstanding
bonds on the open market for cancellation.

Please direct inquiries to Chikako Takagi-Galamba, Manager or Anna Kyumba, Lead Analyst at
(916) 445-1546.

Sincerely,
7

e« L

) AVE SZALAY

Local Government Consultant

Ge Ms. Tina Reza, Assistant Director of Finance, City of Morgan Hill
Ms. Irene Lui, Controller Treasurer, County of Santa Clara
California State Controller’s Office



