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August 14, 2017 

Via Electronic Mail Only (bwalker@smcjuhsd.org) 

Mr. Brian Walker, Ed.D, Superintendent 
South Monterey County Joint Union High School District 
800 Broadway Street 
King City, CA 93930 

Re: California Infrastructure and Economic Development Bank ("IBank ") 
State School Fund Apportionment Lease Revenue Bonds (King City Joint Union 
High School District Financing) Series 2010 (the "Bond'') 

Dear Mr. Walker: 

This letter is in response to your July 27, 2017letter to me (the "District Letter"). 
The District Letter referred to an earlier letter (the "Greenfield Letter") !Bank 
sent to a consultant (the "Consultant") for the Greenfield Elementary School 
District (the "Greenfield District"). In the Greenfield Letter, !Bank advised the 
Consultant of !Bank's position that any removal of Greenfield High School from 
the South Monterey County Joint Union High School District (the "District") and 
the subsequent unification with the Greenfield District ("Unification") would 
violate a key provision of the Bond documents. In addition, !Bank advised the 
Consultant in the Greenfield Letter that the only way Unification could proceed 
under the Bond documents would be for the District to defease the Bond and that 
it is the District's decision whether or not to defease the Bond. The District Letter 
specifically requested that !Bank "confirm and clarify" !Bank's positions 
expressed in the Greenfield Letter. This letter (1) provides a brief summary of 
the District's Bond fmancing with !Bank, and (2) restates !Bank's positions 
expressed in the Greenfield Letter. 

The District's Financing Lease with IBank 

In 2010, the District (formerly known as King City Joint Union High School 
District) leased portions of the Greenfield High School to !Bank pursuant to a 
"Site Lease" dated as of April 1, 2010. !Bank leased the same property back to 
the District pursuant to a Lease Agreement dated as of April 1, 2010 (the 
"Financing Lease"). Contemporaneous with the Financing Lease, !Bank issued 
the Bond under a Trust Agreement dated as of April 1, 2010 between !Bank and 
U.S. Bank National Association, as Trustee (the "Trust Agreement"). Under the 
Financing Lease, the District is required to make certain "Base Rental Payments" 
in an amount equal to the debt service on the Bond. The District does not pay the 
Base Rental Payments itself. Instead, the District's Base Rental Payments are 
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made via the intercept of moneys in Section A of the State School Fund designated for 
apportionment to the District (the "Intercept"). Under the Trust Agreement, !Bank pledged the 
District's Base Rental Payments to the Trustee. The Trustee collects the Base Rental Payments on 
behalf of!Bank via the Intercept and then pays the intercepted sums to the Bond holders to satisfy 
the debt service on the Bond. 

Intercept monies are calculated based on, among other things, the number of students in the 
District. If the number of students in the District decreases, then the amount of Intercept money 
available to make the District's Base Rental Payments to the Trustee will also decrease. The Bond 
holders depend on the Intercept monies to repay the Bond debt. To protect the Bond holders from 
decreases in the District's student base and the resulting decreases in Intercept Money available 
for the District's Base Rental Payment, Section 8.10 of the Financing Lease, entitled "Non­
Impairment by District," expressly prohibits the District from reorganizing (the "Non­
Impairment Provision"). Any Unification would constitute a reorganization under the Financing 
Lease. The Non-Impairment Provision states: 

The District will not voluntarily limit or alter the right hereby vested in the 1-Bank to receive rental 
payments by way of the Intercept or in any way impair the rights or remedies of the I-Bank, the 
Bondholders or the Trustee until the Bonds, together with interest thereon, are fully discharged or 
provision for their discharge has been made in accordance with the Trust Agreement. This covenant 
is expressly intended to describe, but is not limited to, any change in the nature of the District's 
obligations with respect to this Lease Agreement in connection with any reorganization, or proposed 
reorganization, of the District pursuant to Chapters 3 and 4 ofDivision 3 ofTitle 2 of the California 
Education Code. 

Potential Unification 

!Bank understands that some members of the Greenfield community would like to merge 
Greenfield High School into the Greenfield District and create a new unified school district. If 
successful, the Unification would result in a reorganization of the District. Any such 
reorganization, or proposed reorganization, would violate the Non-Impairment Provision in the 
Financing Lease. 

Further, while violation of the Non-Impairment Provision is the most significant consequence of 
proceeding with Unification, there are additional procedural hurdles that would have to be 
overcome if a Unification were to proceed. Any Unification would require the District to comply 
with complex procedural provisions of the Bond documents. For instance, the District would be 
required to release Greenfield High School from the Financing Lease and Site Lease and replace 
it with another of the District's assets. Accomplishing this would require the District to comply 
with the detailed procedures for release substitution set forth in Section 2.03 of the Financing 
Lease. Additionally, !Bank's Board of Directors ("Board") would have to approve any release 
and substitution at a properly-scheduled public Board meeting. 

Defeasance of the Bond is the only Reasonable Means to Avoid Violation of the Non­
Impairment Provision in the Event of Unification or Proposed Unification 

As discussed above, the Non-Impairment Provision prohibits the District from participating in a 
Unification. !Bank's position is that there are only two possible ways to proceed with a Unification 
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without violating the Non-Impairment Provision. The first is for the District to defease the Bond 
pursuant to the Financing Lease and Trust Agreement, which, among other things, would require 
the District to deposit with the Trustee money or securities in an amount sufficient to pay (i) debt 
service on the Bond through February 15, 2020, and (ii) the remaining principal amount of the 
Bond that will be outstanding on February 15, 2020. As provided in the Non-Impairment 
Provision, once the Bond is defeased, the Financing Lease will be terminated, and the District will 
no longer be prohibited from reorganizing or considering a proposal for reorganization. 

The second option would be for the District and IBank to amend the Financing Lease to remove 
the Non-Impairment Provision. Amendment of the Financing Lease is not easily accomplished. 
The Financing Lease provides that the District and !Bank may amend the Financing Lease but that 
"[any amendment] shall only be made or effected in accordance with and subject to the terms of 
the Trust Agreement." Section 5.07 of the Trust Agreement governs the amendment of the 
Financing Lease and would require, among other things, !Bank's consent to such an amendment 
as well as the written consent of a majority of the Bond holders to delete the Non-Impairment 
provision. The Intercept mechanism is the Bond holders' sole source ofrepayment. The Intercept 
mechanism, in effect, acts as security for the repayment of the Bond debt. Proceeding with a 
Unification would dramatically reduce the amount ofmoney available for the Intercept, reduce the 
Bond holders' security, and potentially jeopardize the Trustee's ability to receive Intercept monies 
sufficient to make all Base Rental Payments. There is no reasonable basis to support !Bank 
requesting the Bond holders' consent to the deletion of the Non-Impairment provision from the 
Financing Lease. 

IBank views the requesting of the Bond holders' consent as problematic. It is possible the Bond 
holders may consent to the amendment because they believe !Bank is endorsing it. In addition, if 
the ensuing dilution ofthe Intercept caused the Bond holders to suffer missed or delayed payments, 
the Bond holders may seek to hold IBank responsible. Consequently, if the District were to insist 
that !Bank seek the consent of the Bond holders to the deletion of the Non-Impairment Provision 
from the Financing Lease, !Bank would recommend that the Bond holders not consent to such an 
amendment. 

Therefore, the only realistic option for Unification to proceed would be for the District to defease 
the Bond. 

The District's Decision Whether or not to Defease the Bond 

The District is the Lessee under the Financing Lease, and as such, it is solely the District's choice 
whether or not to defease the Bond. If the District would like to do so, IBank stands ready and 
willing to work with the District to defease the Bond pursuant to the terms of the Financing Lease 
and Site Lease. 

Please note that !Bank's willingness to work with the District to facilitate a defeasance ofthe Bond 
should not be construed as !Bank being in favor of, or against, any Unification effort. !Bank 
expresses no opinion in this regard. !Bank's concerns expressed in this letter are solely with 
respect to its compliance with the Bond documents and !Bank's rights and responsibilities to the 
Bond holders and the District. IBank expresses no opinion for or against the proposed Unification. 
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Conclusion 

In summary, (1) the Non-Impairment Provision prohibits Unification, (2) the only practical way 
for Unification to proceed would be for the District to defease the Bond, (3) it is solely the 
District's choice whether or not to defease the Bond, (4) !Bank will work with the District to 
defease the Bond if the District chooses to do so, (5) !Bank expresses no opinion for or against the 
proposed Unification, and (6) !Bank's concerns are with respect to compliance with the Bond 
documents and !Bank's rights and responsibilities to the Bond holders and the District. 

To the extent that the District wishes to pursue a defeasance of the Bond, representatives of the 
District should request defeasance in writing addressed to Fariba Khoie, !Bank' s Bond Unit 
Manager. 

Very Truly Yours, 

~ 
Teveia R. Barnes 
Executive Director 
California Infrastructure and 
Economic Development Bank 

CC: Nancee Trombley, Chief Deputy Executive Director (Nancee.Trombley@ibank.ca.gov) 
William Pahland, General Counsel (Fritz.Pahland@ibank.ca.gov) 
Fariba Khoie, Bond Unit Manager (Fariba.Khoie@ibank.ca.gov) 
Sherrie Castellanos (scastellanos@smcjuhsd.org) 
Linda Grundhoffer (lgrundhoffer@smcjuhsd. or g) 
David Casnocha (dcasnocha@sycr.com) 
Kevin Civale (kcivale@sycr.com) 
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