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REDEVELOPMENT DISSOLUTION:
SUCCESSOR AGENCY NEXT STEPS FOR MARCH - MAY 2012

By now, the successor agency ("Successor Agency") for each former redevelopment
agency ("Former RDA") has likely prepared, obtained its governing board's (typically
the city council or board of supervisors) approval, and posted on its website the draft
first recognized obligation payment schedule ("First ROPS") providing specified
information about the Former RDA's enforceable obligations for the period of January
through June 2012 (and over the duration of such obligations), in accordance with the
provisions of ABx1 26 ("Dissolution Act").

This alert provides information about actions to be taken by the Successor Agency
during the balance of March through May to complete the certification and approval
process for the First ROPS and related Successor Agency administrative budget
("Administrative Budget™) and to prepare and process the second recognized obligation
payment schedule ("Second ROPS") and related Administrative Budget covering the
period of July through December 2012. This alert also describes actions to be taken by
the county auditor-controller ("Auditor-Controller”) in connection with making
payments to the Successor Agency from the Redevelopment Property Tax Trust Fund
("Trust Fund") established by the Auditor-Controller for each Former RDA to provide
the Successor Agency with funds to pay enforceable obligations of the Former RDA for
the periods covered by the First and Second ROPS.

This alert is based on interpretations of the somewhat murky and inconsistent provisions
of the Dissolution Act by our office and other legal counsel, the Department of Finance
("DOF"), particularly in the March 2, 2012 letter from Finance Director Ana J.
Matosantos ("DOF Letter™), and various county auditor-controllers’ offices.

See previous law alerts on the processing and contents of the First ROPS, Second
ROPS, and Administrative Budget at our website: http://goldfarblipman.com/.

First ROPS

Mid-March Through Mid-April. During this period, the Successor Agency should take
actions to:

e Prepare and obtain approval from the Successor Agency governing board of the
Administrative Budget for the January through June 2012 period, if not already
accomplished in connection with preparation of the First ROPS;

e If possible, facilitate the formation and initial meeting(s) of the Successor
Agency's oversight board ("Oversight Board") (although the Dissolution Act
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does not require Oversight Board formation until May 1, the DOF Letter
encourages Successor Agencies to work expeditiously with the appointing
authorities for the seven Oversight Board members to cause earlier formation in
order to accomplish other steps described below and to overcome some timing
errors in the Dissolution Act as reformed by the California Supreme Court in the
Matosantos decision (the decision upholding the constitutionality of the
Dissolution Act));

e Confer with the Auditor-Controller about whether the First ROPS can be
certified for accuracy by the external auditor being appointed by the Auditor-
Controller to prepare an "agreed upon procedures” review of the Former RDA
independently and prior to completion of such review, so that the First ROPS
certification can occur by April 15 (this approach to overcome additional
Dissolution Act timing problems is suggested in the DOF Letter, although the
actual text of ABx1 26 does not require completion of the external audit upon
which First ROPS certification will presumably be based until July 1);

e |f Oversight Board formation and meeting can be sufficiently expedited, seek
Oversight Board approval of the First ROPS and Administrative Budget;

e Post the approved First ROPS and Administrative Budget on the Successor
Agency website promptly following Oversight Board approval.

By April 1. A Successor Agency should inform the Auditor-Controller by April 1 if the
Successor Agency expects that the funds available to it from amounts inherited from the
Former RDA upon the Former RDA's February 1 dissolution and from the expected
distribution from the Auditor-Controller out of the Trust Fund on May 16 (see further
discussion below) will be insufficient to pay all the enforceable obligations and other
specified payments for the January through June 2012 period. Such notification will
trigger a funding shortfall verification process by the Auditor-Controller and the State
Controller that could lead to a specified revision in the priority of payments out of the
Trust Fund to assure sufficient amounts are available to pay approved enforceable
obligation payments.

Mid-April. Overlooking certain internal timing conflicts related to the formation
deadline for the Oversight Board (May 1) and the date for completion of the external
audit of the Former RDA (July 1), ABx1 26 calls for the Successor Agency to submit
the certified and approved First ROPS by April 15 to the Auditor-Controller, the DOF,
and the State Controller. The DOF likewise cites April 15 as the deadline for submittal
of the certified and approved First ROPS, although the DOF Letter adds the
interpretation that if certification by the external auditor is not possible by then, the
approved First ROPS, without such certification, should be submitted. The DOF Letter
is silent about what should occur if the Oversight Board has not been formed or has not
had time to approve the First ROPS by April 15. In that case, presumably the Successor
Agency should inform the County Auditor-Controller, the DOF, and the State
Controller by April 15 of the status and next steps for Oversight Board approval, and
then should submit the approved First ROPS as soon as such approval can subsequently
be obtained from the Oversight Board.
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At the time that the Successor Agency submits the approved First ROPS, it is
recommended that the Successor Agency provide the Auditor-Controller with the cost
estimates from its approved Administrative Budget regarding the amount of such costs
that are to be paid to the Successor Agency by the Auditor-Controller from the Trust
Fund.

The Dissolution Act grants the DOF certain limited review periods to question and
disapprove items on a ROPS approved by the Oversight Board. In general, actions of
an Oversight Board (such as a ROPS approval) do not become effective for three
business days to give the DOF a limited time to request review of such approval. If the
DOF requests a review, it then has ten days to approve the Oversight Board action or to
return the action to the Oversight Board for reconsideration. If the DOF returns the
action unapproved, then the Oversight Board is required to resubmit a modified action
for DOF approval and any such modified action does not become effective until
approved by the DOF.

As of May 1. As of May 1, only those enforceable obligation payments shown on the
First ROPS may be paid by the Successor Agency. The DOF interprets this provision
of ABx1 26 to mean the First ROPS as approved by the Oversight Board. If the First
ROPS prepared by the Successor Agency is not approved and certified by May 1, it is
recommended that the Successor Agency confer with legal counsel regarding the
potential risks of paying (or not paying) enforceable obligations—particularly in the
case of enforceable obligations that may be controversial or problematic under
competing interpretations of ABx1 26.

May 16. The Dissolution Act calls for the Auditor-Controller to make a distribution
from the Trust Fund to the Successor Agency on May 16 in an amount needed to allow
the Successor Agency to meet the enforceable obligation payments shown on the
approved First ROPS and to cover specified administrative costs of the Successor
Agency for the period January through June 2012. Some Auditor-Controllers have
indicated that they do not intend to make such a distribution on May 16 because the
money that they would have had in the Trust Fund to make such distribution would
have come from the December 2011/January 2012 installment of property taxes which,
due to the timing of the Matasantos decision, instead was made to the Former RDAs
prior to their dissolution and has resided with the Successor Agencies since the transfer
of such funds from the Former RDAs on February 1. In effect, those Auditor-
Controllers are indicating that a Successor Agency must rely on the fund balances
inherited from its Former RDA to make the enforceable obligation payments and pay
the Successor Agency administrative costs for the January through June period. Each
Successor Agency should confer with its Auditor-Controller regarding the Auditor-
Controller's plans on this matter, and should carefully monitor its cash flow situation to
determine if the lack of a May 16 distribution from the Auditor-Controller might lead to
problems in paying all approved enforceable obligation payments for this period.
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Second ROPS

As noted, the approved Second ROPS will cover enforceable obligation payments for
the period of July through December 2012. The Auditor-Controller is required to make
payments to the Successor Agency from the Trust Fund for this period by June 1, 2012,
and must provide estimates of the amount of such payments to the State and Successor
Agencies by May 1. In turn, these statutory deadlines in the Dissolution Act have
caused the DOF and certain Auditor-Controllers to request that the following non-
statutory timeline (though not authorized or required by ABx1 26 itself) be applied for
submitting an approved Second ROPS and related administrative cost estimates from
the corresponding Administrative Budget.

April. Some Auditor-Controllers are requesting that the draft Second ROPS (not
necessarily yet approved by the Oversight Board) and the estimated administrative costs
to be paid from the Trust Fund be submitted by each Successor Agency by April 15. To
meet such a requested timeline, a Successor Agency would prepare the draft Second
ROPS and accompanying Administrative Budget and, if possible, have them approved
by its governing board (city council or board of supervisors), but not the Oversight
Board, by that time. Regardless of any Auditor-Controller timeline requests, such
preparatory actions toward eventual Oversight Board approval of the Second ROPS and
accompanying Administrative Budget will likely need to be completed sometime in
April in order to proceed in a timely basis with the following Second ROPS processing
steps.

By May 1. By May 1, the Auditor-Controller is required to provide the Successor
Agency and others with information about the estimated amount of Trust Fund
distributions it will make on June 1.

Also by May 1, the Successor Agency is supposed to inform the Auditor-Controller if
the Successor Agency expects that the remaining funds (if any) inherited from the
Former RDA and the expected distribution from the Auditor-Controller out of the Trust
Fund on June 1 (see further discussion below) will be insufficient to pay all the
enforceable obligations and other specified payments for the July through December
2012 period. This requirement seems infeasible to accomplish, since it calls for the
Successor Agency to provide information that is, in turn, dependent on information it
may only receive from the Auditor-Controller the very same day. It is recommended
that a Successor Agency that believes it might have to provide a funding shortfall notice
for this period arrange with its Auditor-Controller to receive practical relief from this
impractical deadline in the Dissolution Act.

By Mid-May. The DOF Letter requests that the Second ROPS as approved by the
Oversight Board be submitted to the DOF and the Auditor-Controller (and presumably
the State Controller as called for in the Dissolution Act) by May 11, so that the DOF is
given its statutory periods to review, question and, if it deems appropriate, disapprove
items on the Second ROPS prior to the statutorily prescribed June 1 distribution of
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funds from the Trust Fund by the Auditor-Controller to the Successor Agency. To
comply with this DOF request, a Successor Agency would seek to obtain Oversight
Board approval of the Second ROPS (and accompanying Administrative Budget) prior
to May 11.

June 1. The Dissolution Act calls for the Auditor-Controller to make a distribution
from the Trust Fund to the Successor Agency on June 1 in an amount needed to allow
the Successor Agency to meet the enforceable obligation payments shown on the
approved Second ROPS and to cover specified administrative costs of the Successor
Agency for the period July through December 2012.
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