
CITY OF 
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Approved Date 

SUBJECT: ACTIONS RELATED TO THE SUPPLEMENTAL EDUCATION 
REVENUE AUGMENTATION FUND LOAN BETWEEN THE SUCCESSOR 
AGENCY AND THE CITY 

RECOMMENDATION 

a) Adopt a resolution of the Successor Agency Board: 

1) Acknowledging that the $52 million portion of the Supplemental Education Revenue 
Augmentation Fund (SERAF) Loan Agreement between the Successor Agency and 
the City of San Jose is not an enforceable obligation; and 

2) Removing this loan from the Successor Agency financial statements. 

b) Adopt a resolution of the City Council: 

1) Removing the SERAF loan receivable from the City's financial statements in the Low 
and Moderate Income Housing Fund. 

BACKGROUND 

On May 26, 2016, the Oversight Board held a meeting to determine the long-term status of the 
SERAF loan originally entered into between the former Redevelopment Agency and the City of 
San Jose. The Board adopted a resolution including the following actions: 

a) Approving the repayment schedule for the 2011 Housing Fund Loan in the amount of 
$12,815,668 plus accrued interest, a housing asset of the Successor Housing Agency, 
pursuant to Health and Safety Code Section 34171 (d) (1) (G). 

b) Approving a partial reinstatement of the Loan Agreement between the Successor Agency 
to the Redevelopment Agency of the City of San Jose and the City of San Jose related to 
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SERAF reinstating the Inter-Fund Loan of $10,000,000 originally made by various 
special funds ($5 million Sewage Treatment Plan Connection Fee Fund, $3 million 
Subdivision Park Trust Fund, and $2 million Ice Centre Revenue Fund) and subsequently 
repaid by the City's General Fund, and revising with terms and repayment schedule to 
conform to the requirements of Health and Safety Code Section 34191.4. 

c) Determining that the remaining portion of the 2010 SERAF loan, not otherwise reinstated 
by the Oversight Board herein, in the amount of $52 million, is not an enforceable 
obligation and directing the Successor Agency to remove that portion of the 2010 SERAF 
loan from its financial statements. 

The staff report to the Oversight Board supporting this action is included for reference 
(Attachment A). 

ANALYSIS 

Effective February 1, 2012, all redevelopment agencies in the State of California were dissolved 
pursuant to AB XI 26. With narrow exceptions, loans between cities and their redevelopment 
agencies were invalidated by AB XI 26. However, with the approval of AB 1484 in June 2012 
and SB 107 in September 2015 (collectively, AB XI 26 as amended by AB 1484 and SB 107 shall 
be referred to herein as the "Dissolution Legislation"), some loans may be deemed an enforceable 
obligation of the Successor Agency contingent upon 1) a finding by the California Department of 
Finance (DOF) that certain specified audits of the Successor Agency have been completed, and 2) a 
finding by the Oversight Board of the Successor Agency that these loans were for legitimate 
redevelopment purposes. If a loan is reinstated pursuant to these provisions of the Dissolution 
Legislation, the loan terms need to be revised to conform to statutory criteria for interest 
calculations and repayment priorities. 

Based on the action taken by the Oversight Board on May 26, 2016, the $10 million portion of 
the SERAF loan is reinstated, however, the $52 million portion is no longer considered an 
enforceable obligation and must be removed from the City's financial statements. 

The Successor Agency Board must take action to remove the $52 million portion of the SERAF 
loan from its financial statements for the reporting period July 1, 2015 to June 30, 2016. 
Additionally, the City needs to remove the corresponding loan receivable from the City's 
financial statements. 

EVALUATION AND FOLLOW-UP 

Payments on reinstated portions of the SERAF loan will be placed on future Recognized 
Obligation Payment Schedules. This report will be forwarded to the Successor Agency Board 
for approval on an annual basis. 
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COORDINATION 

This memorandum has been prepared by the Finance and Housing Departments in coordination 
with the City Attorney's Office and the City Manager's Budget Office. 

COST SUMMARY/IMPLICATIONS 

There are no cost implications to this recommended action. 

CEOA 

Not a Project, File No. PP10-067(b). 

/ s/ 
JULIA H. COOPER 
Director of Finance 
SARA, Chief Financial Officer 

/s/ 
JACKY MORALES-FERRAND 
Director of Housing 

Attachments: 

• Attachment A - Oversight Board Memorandum and Attachments 
• Attachment B - Oversight Board Resolution #2016-05-1121 

For more information, contact Julia H. Cooper, Director of Finance, at 408-535-7011. 



OVERSIGHT BOARD AGENDA: 5/26/16 
ITEM: 6.2 

SUCCESSOR AGENCY TO TEE REDEVELOPMENT AGENCY OF 
THE CITY OF SAN JOSE 

MEMORANDUM 
TO: OVERSIGHT BOARD FROM: JULIA H. COOPER 

JACKY MORALES-FERRAND 

SUBJECT: SEE BELOW DATE: MAY 20, 2016 

APPROVED: DATE: , , 
g-jta j§(o 

SUBJECT: APPROVAL OF PARTIAL REINSTATEMENT OF SUPPLEMENTAL 
EDUCATION REVENUE AUGMENTATION FUND LOAN 
AGREEMENT BETWEEN THE SUCCESSOR AGENCY AND THE CITY 
OF SAN JOSE 

RECOMMENDATION 

Adopt resolutions: 

a) Approving the repayment schedule for the 2011 Housing Fund Loan in the 
amount of $12,815,668 plus accrued interest, a housing asset of the Successor 
Housing Agency, pursuant to Health and Safety Code Section 34171 (d) (1) (G). 

b) Approving a partial reinstatement of the Loan Agreement between the Successor 
Agency to the Redevelopment Agency of the City of San Jose and the City of San 
Jose related to the Supplemental Education Revenue Augmentation Fund 
(SERAF) reinstating the Inter-Fund Loan of $10,000,000 originally made by 
various special funds ($5 million Sewage Treatment Plan Connection Fee Fund, 
$3 million Subdivision Park Trust Fund, and $2 million Ice Centre Revenue 
Fund) and subsequently repaid by the City's General Fund, and revising with 
terms and repayment schedule to conform to the requirements of Health and 
Safety Code Section 34191.4. 

Either 
c) Directing staff to prepare a loan agreement to reinstate the 2010 Housing Fund 

Loan, $40 million portion of the SERAF loan made by the Low and Moderate 
Income Housing Fund, with terms and repayment schedule to conform to the 
requirements of Health and Safety Code Section 34191.4. 

Or 
d) Determining that the remaining portion of the 2010 SERAF loan, not otherwise 

reinstated by the Oversight Board herein, in the amount of $52 million, is not an 
enforceable obligation and directing the Successor Agency to remove that portion 
of the 2010 SERAF loan from its financial statements. 
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BACKGROUND 

 

On July 28, 2009, the Governor signed the 2009-2010 State Budget, including ABX4 26, 

which required redevelopment agencies in the State to make payments to a Supplemental 

Education Revenue Augmentation Fund (“SERAF”) for 2009-2010 and 2010-2011.  In 

May 2010, $62,247,530 was paid to the state for the SERAF payment.  Of this this 

amount, $62 million was borrowed from the City.  The former Redevelopment 

Agency of the City of San José (Agency), the City of San José (City), and the City of San 

José Financing Authority, entered into a Loan Agreement pursuant to which the Agency 

borrowed a total of $74.8 million from various City sources in order to pay the State 

mandated SERAF payments of $62.2 million in May 2010 and $12.8 million in May of 

2011.  The Loan Agreement was amended in May 2011 to allow the City to change the 

source of payment from commercial paper to cash available in the Low and Moderate 

Income Housing Fund. 

 

The SERAF loan was made from various sources available to the City which are 

summarized in the table below, the Loan Agreement is included as Attachment 1 to this 

memorandum. 

 

2010 SERAF LOAN 

 

Inter-Fund Loan  

$62,000,000 

 Sewage Treatment Plant Connection Fee Fund $5,000,000 

 Subdivision Park Trust Fund 3,000,000 

 Ice Centre Revenue Fund 2,000,000 

Subtotal Inter-Fund Loan $10,000,000 

 

2010 Housing Fund Loan 

 

$40,000,000 

 

Commercial Paper  

 

$12,000,000 

 

2011 SERAF LOAN  

 

 

$12,815,668 

 

2011 Housing Fund Loan $12,815,668 

   

Total SERAF Loans $74,815,668 

 

Effective February 1, 2012, all redevelopment agencies in the State of California were 

dissolved pursuant to AB X1 26.  With narrow exceptions, loans between cities and their 

redevelopment agencies were invalidated by AB X1 26.  However, with the approval of 

AB 1484 in June 2012 and SB 107 in September  2015 (collectively, AB X1 26 as amended 

by AB 1484 and SB 107 shall be referred to herein as the “Dissolution Legislation”), some 
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loans may be deemed an enforceable obligation of the Successor Agency contingent upon 

1) a finding by the California Department of Finance (DOF) that certain specified audits of 

the Successor Agency have been completed, and 2) a finding by the Oversight Board of 

the Successor Agency that these loans were for legitimate redevelopment purposes.  If a 

loan is reinstated pursuant to these provisions of the Dissolution Legislation, the loan 

terms need to be revised to conform to statutory criteria for interest calculations and 

repayment priorities.   

 

On August 1, 2012, the City of San José, as the Successor Housing Agency, submitted to 

the Department of Finance a Housing Asset List, as required by Health and Safety Code 

Section 34176 (a) (2).  Included in this report on Exhibit G, item #2 was the SERAF 

Loan 2 in the amount of $12,857,655 (included accrued interest as of August 1, 2012).  

This loan, the 2011 Housing Fund Loan, was determined to be a housing asset and was 

transferred by the Agency to the City acting as the Successor Housing Agency.  The 

transfer of the 2011 Housing Fund Loan as a housing asset was subsequently approved by 

DOF as described below. 

 

On October 5, 2012, the County of Santa Clara Auditor-Controller issued an Agreed-

Upon Procedures (AUP) audit of the Redevelopment Agency of the City of San José. 

Pursuant to Health and Safety Code Section 34182, the County Auditor-Controller 

completed an AUP audit to determine, among other things, the assets and 

liabilities of the former redevelopment agency and to determine both the amount 

and the terms of any indebtedness incurred by the redevelopment agency.  This 

report concluded that the $52,000,000 loaned from the Housing Department to the 

Redevelopment Agency as a part of the SERAF loan, was not an enforceable obligation 

of the Agency, determining that since the underlying funds used to make that portion of 

the 2010 SERAF Loan ($40 million of 2010 Series C Housing Bonds and $12 million 

from the City’s Commercial Paper program) were already transferred to the Agency and 

listed on the Agency’s Recognized Obligation Schedule for repayment, the repayment of 

such amount to the City would constitute a duplicate liability (Attachment 2).  This 

amount was not recommended to be included as an ongoing obligation to the City.  The 

AUP did not dispute the Inter-Fund Loan of $10 million or the 2011 Housing Fund Loan 

of $12.8 million. 

 

On February 15, 2013, the DOF responded to the City’s August 1, 2012 submission of 

the Housing Asset List.  DOF indicated that the $56 million portion of the SERAF loan 

($12 million Commercial Paper, $40 million Housing Fund Loan plus fees and accrued 

interest) was not a housing asset eligible for transfer to the Successor Agency 

(Attachment 3).  DOF approved the 2011 Housing Fund Loan of $12.8 million as a 

housing asset. 

 

The DOF issued a Finding of Completion to the Successor Agency on August 30, 2013.   
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On September 11, 2014, the Successor Agency requested that the Oversight Board 

reinstate the Inter-Fund Loan ($10,000,000 portion of the SERAF loan) as an enforceable 

obligation.  The staff report can be found at the following link: 

http://www.sanjoseca.gov/DocumentCenter/View/34771.  During the discussion of this 

matter, Boardmember Guthrie provided a red-line version of the proposed resolution 

(Attachment 4) for this action.  The recommendation made by Boardmember Guthrie 

included reinstatement of the $10,000,000 portion of the SERAF loan, but included 

language whereby the Oversight Board deemed that “in restoring the $10 million “Inter 

Fund Loan” portion of the SERAF Loan and in paying all housing variable rate bonds 

and commercial paper borrowings as enforceable obligations, and in honoring the $12.6 

million 2011 SERAF Loan as an enforceable obligation, the Agency conclusively fulfills 

its obligation in full to pay for any and all amounts advanced for the SERAF payment to 

the State”.  The item was deferred to a future Oversight Board meeting so that staff could 

evaluate the implications of the language contained in Boardmember Guthrie’s amended 

resolution and to further discuss the implication of the recommended dual action. 

 

 

ANALYSIS 

 

The purpose of this recommendation is to address all outstanding issues related to the 

SERAF loan agreement between the City and the Successor Agency.  Each component of 

the SERAF loan has been treated independently and has distinct action items necessary to 

address outstanding issues.  The following section discusses each component and 

recommended actions. 

 

2011 SERAF LOAN 

 

2011 Housing Fund Loan 

 

Pursuant to Section 34176, the 2011 Housing Fund Loan ($12,815,668) was transferred 

as a housing asset from the former Redevelopment Agency to the City as the Successor 

Housing Agency.  Pursuant to Section 34171 (d) (1) (G), a loan schedule must be 

approved by the Oversight Board. Thereafter, the loan will be placed on the ROPS for 

payment in future years.  The following is the proposed payment schedule for this loan: 

 

June 2017 June 2018 June 2019 

$4,200,000 

+ accrued interest 

$4,200,000 

+ accrued interest 

$4,415,668 

+ accrued interest 

The Successor Agency is recommending the 2011 Housing Fund Loan be made in three 

payments beginning in 2017; however, repayment will not occur until there are sufficient 

tax revenues flowing through the Redevelopment Property Tax Trust Fund after payment 

of debt service and other outstanding enforceable obligations.  Since these funds were 

borrowed from the Low and Moderate Income Housing Funds, pursuant to Section 

34191.4 (b) (3) (B), this loan will be repaid prior to the Inter Fund Loan. 
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2010 SERAF LOAN 

 

Inter-Fund Loan 

 

The Inter-Fund Loan was originally funded with cash from special funds ($5 million 

Sewage Treatment Plan Connection Fee Fund, $3 million Subdivision Park Trust Fund, 

and $2 million Ice Centre Revenue Fund) in compliance with the City’s Interfunds Loan 

Policy.  Under the City’s Interfunds Loan Policy, “Interfund loans must have an 

identified repayment source and date; include an interest component that equals the 

investment earnings the fund would have received had the loan not occurred; and be 

immediately due and payable if needed by the fund that provided the loan”.  Therefore, 

given the uncertainty of the timing of repayment of the Inter-Fund Loan, the City elected 

to repay the special funds with funds from the City’s General Fund.  This repayment 

occurred during 2014-2015 prior to the original loan repayment date of June 30, 2015.  

This action transferred the Inter-Fund Loan asset of the $10 million from special funds to 

the City’s General Fund.   

 

City and Successor Agency staffs are recommending that the Inter-Fund Loan portion of 

the SERAF Loan, in the amount of $10 million, be reinstated at this time.  To comply 

with provisions of the Dissolution Legislation, any reinstated loan must be approved by 

the Oversight Board, upon a finding by the Oversight Board that the loan was for 

legitimate redevelopment purposes.  The reinstated portion of the loan also needs to be 

revised to conform to statutory criteria for interest calculations and repayment priorities.  

The new terms of the Inter-Fund Loan include: 

 

 Repayment Schedule – the proposed repayment schedule is the following: 

 

June 2017 June 2018 June 2019 

$3,300,000 

+ accrued interest 

$3,300,000 

+ accrued interest 

$3,400,000  

+ accrued interest 

 

 Interest Rate - The interest rate shall be 3% simple interest recalculated from the 

date of the origination of the loan as approved by the redevelopment agency on a 

quarterly basis pursuant to Section 34191.4(b) (3). 

 Parity with Taxing Entities - The repayment of the Inter-Fund Loan, shall not, in 

any fiscal year, exceed an amount equal to one-half (1/2) of the increase between 

the amount distributed to taxing entities in that fiscal year and the amount 

distributed to taxing entities pursuant to Section 34183(a)(4) (i.e., residual amounts) 

in the 2012-2013 base year.  The amount distributed to taxing entities pursuant to 

Section 34183(a)(4) in the 2012-2013 base year was $0.  To the extent that this 

provision conflicts with the proposed repayment schedule, this provision shall 

apply. 
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 Subordinate to Housing Loans – The Amended Loan Agreement will be subordinate 

to any outstanding amounts due to the Low and Moderate Income Housing Fund 

pursuant to Section 34176(e)(6). 

 Housing Fund Portion - Twenty percent (20%) of any repayment made pursuant to 

this Agreement shall be transferred to the City’s Low and Moderate Income 

Housing Asset Fund. 

 

Commercial Paper Loan 

 

The original SERAF loan agreement indicated that $12 million in commercial paper 

would be issued by the City to fund a portion of the 2010 SERAF payment and an 

additional $12.8 million would be issued to fund the 2011 SERAF payment.  The loan 

agreement was amended to limit the issuance of commercial paper to the 2010 SERAF 

Loan.  All interest and fees associated with the principal amount of $12 million over the 

first two years were capitalized and added to the principal, totaling $14,227,000.  Since 

2012, the interest costs were included on the ROPS (Line#56) and paid quarterly.   

 

On August 27, 2015, the Oversight Board approved a repayment schedule for the 

principal and interest of this loan.  Payments in the amount of approximately $4,750,000 

will be made in 2016, 2017, and 2018 respectively.  The full report can be viewed at the 

following link: http://www.sanjoseca.gov/DocumentCenter/View/45780.  The underlying 

financing mechanism of commercial paper is being repaid.  There are no outstanding 

issues related to this portion of the SERAF loan. 

 

2010 Housing Fund Loan 

 

Prior to dissolution, State redevelopment law required that, if the Low and Moderate 

Income Housing Funds were used to make SERAF payments, the Low and Moderate 

Housing Fund must be repaid. Specifically, Sections 33690 (c)(2) and 33690.5 (c)(2) of 

the Health and Safety Code state that “funds borrowed pursuant to this subdivision shall 

be repaid in full…” Furthermore, the Dissolution Legislation added Sections 34272 

(d)(1)(G) and 34176(e)(6)(A), which also require that the Low and Moderate Income 

Housing Funds borrowed to pay SERAF must be repaid to fund affordable housing 

activities in accordance with Community Development Law. 

 

The County Auditor Controller determined that the Housing Department funded the 2010 

Housing Fund Loan ($40 million) with bond financing. Based on this determination, the 

State Department of Finance concluded that the loan is not an enforceable obligation, and 

that repaying the Low and Moderate Income Housing Fund would result in a double 

payment.  

 

The City does not concur with this determination.  The Housing Department used cash 

collected in 2009 and 2010 through program income to make the 2010 Housing Fund 

Loan; bond funds were not used to fund the SERAF payment, but rather were used to 
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refund a Line of Credit, to refinance two bond issues, and to fund affordable housing 

developments that had funding commitments.  

 

While the Housing Department was able to continue to administer its rehabilitation and 

first-time homebuyer programs, the payment of SERAF had a direct impact on the 

Department’s project development program. New affordable housing construction 

projects require considerable subsidy. As a result of the Agency borrowing cash from the 

Housing Department, money was not available to fund the construction of new affordable 

housing that was in the development pipeline in 2010. Over the past six years, the 

Housing Department has worked extremely hard to find other funding to support the 

development of the pipeline projects. Many of the projects waited years for financing, 

delaying the availability of affordable apartments and projects that would have been 

funded still await financing.  Approximately $37 million is needed to fund the three 

remaining projects from the 2010 development pipeline.  

 

The following are developments that were in the development pipeline and that were 

delayed as a result of the SERAF payment. If the housing funds were not used to pay the 

Agency’s SERAF obligation, another $40 million would have been available to finance 

much needed new affordable apartment – the loss of the use of these funds has resulted in 

a loss of approximately 364 affordable apartments. 

 

Project/Developer City Commitment 2010 Current Status 

Willow Glen Woods For Sale Exclusive Negotiations 

for City-owned land 

Project was unable to proceed due to 

lack of funding. The City needs to 

release a new RFP. It is anticipated 

that approximately $10-$15 million 

in funding is needed. 

Willow Glen Woods Family Exclusive Negotiations 

for City-owned land 

Project was unable to proceed due to 

lack of funding. City released an 

RFP in 2016 to select a developer for 

the project. Project needs $13 

million to construct. 

Leigh Avenue - Seniors 

First Community Housing  

Application Submitted in 

2008 Developer secured 

land in 2007. 

Project remains unfunded. Needs $9 

million to fund 64 affordable 

apartments. 

Due to the lack of funding available in 2010, the following affordable housing projects 

were delayed for over two years or more: Ford & Monterey, Rosemary Gardens Senior, 

Rosemary Gardens Family, San Carlos Senior, Markham Terrace, Orvieto, Vermont 

House, and Second Street Studios.   

 

City and Successor Agency staffs are recommending that the Oversight Board direct staff 

to prepare a loan agreement to reinstate the 2010 Housing Fund Loan preserving $40 

million in funds for future affordable housing programs.  In the alternative, the Oversight 

Board has the option, consistent with the recommendation proposed by Board Member 
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Guthrie, to make a determination that the remaining portion of the 2010 SERAF loan, in 

the amount of $52 million ($40 million 2010 Housing Fund Loan and $12 million 

Commercial Paper Loan) is not an enforceable obligation and direct the Successor 

Agency to remove that portion of the 2010 SERAF Loan from its financial statements.   

 

 

FINDINGS 

 

As stated above, to comply with provisions of the Dissolution Legislation, any reinstated 

loan must be approved by the Oversight Board, upon a finding by the Oversight Board 

that the loan was for legitimate redevelopment purposes.  On July 29, 2009, the Governor 

signed the 2009-2010 State Budget, including AB4x26, which required redevelopment 

agencies in the State to make payments to SERAF for 2009-2010 and 2010-2011.  That 

legislation also added Section 33020.5 to the redevelopment law, adding to the definition 

of redevelopment “payments to school districts in the fiscal years” 2009-2010 and 2010-

2011.  As such, the law provides that the purpose of the SERAF Loan, to make the 

required payment, is a legitimate redevelopment purpose. 

 

 

COORDINATION 

 

This item was coordinated with the Finance Department, the City Manager’s Budget 

Office and the City Attorney’s Office. 

 

 

 /s/ /s/ 

JACKY MORALES-FERRAND JULIA H. COOPER 

 Director of Housing Chief Financial Officer 

 

 
Attachments: 

1. Loan Agreement 

2. County Issued Agreed-Upon Procedures Audit 

3. Department of Finance Letter dated February 15, 2013 Re: Housing Assets Transfer 

Form 

4. Red-Line Resolution Language proposed by Board Member Guthrie 
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