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I. BACKGROUND AND SUMMARY

The Milpitas Transit Area Specific Plan (TASP) creates the context for substantial transit-
oriented residential, retail, and office development, consistent with the City’s General
Plan and Redevelopment Plan. This new development, which will redevelop existing
developed sites in the Transit Area to more intensive uses, requires a considerable
investment in new infrastructure including utility improvements to create additional
capacity, roadway improvements, streetscape improvements and park and recreation
facilities.

The Financing Plan, as a companion report to the TASP, provides a policy framework
and technical information supporting adoption of the recommended financing
mechanisms for the infrastructure. This information includes a description of the
Transit Area development program, description of the Transit Area Improvement
Program including project cost estimates and phasing, proposed funding sources,
analysis of the financial feasibility of the TASP, and also contains an action plan for
establishing the necessary financing mechanisms and completing public improvements.

Figure 1 illustrates the relative proportions of costs by category for the overall program.

The proposed Traffic Mitigation estimate and the Roadway/Intersection costs are shown
under one category.

Figure 1. Infrastructure Costs

Categories, Costs in Milfions, and FProportions of Infrasiructure Costs

Water  Specific Plan Prep.

$30.1 $1.3 Traffic Mitigation and

Sewer 14% 1% Backbone Roadway
$14.4 ‘ $70.6
% 33%

Linear Parks/ Trails
$3.2
2%

Streetscape
Parks/Plazas/ Improvements
Cmmnty Fac. $15.5
$766 7%
36%

Costs illustrated are totals before any other revenue sources are applied.
TFotal sums to $212 million.
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Table 1 provides a summary of infrastructure costs and the recommended funding
sources for different categories of infrastructure. It is recommended that infrastructure
financing should be funded by a comprehensive TASP development impact fee (ADIF)
(pursuant to Government Code Section 66000). A land secured special tax district (Mello
Roos CFD) may also be created to fund costs otherwise funded by the ADIF. Because a
significant portion of the Transit Area is within the City’s Redevelopment Project Area,
tax increment funds will flow to the Redevelopment Agency as a result of new
development. At the discretion of the Agency, and subject to statutory requirements,
these funds can be used for certain infrastructure improvements in the Transit Area.
Finally, the City may gain access to other funding sources, such as cost sharing with
other entities (e.g. BART/VTA) that could, over time fund certain infrastructure items.

Table 1. Infrastructure Cost Summary ($2008)

Area  Land Secured Redevelopment Other

Cost Hent' Development Financing Agency

Impact Fee {Mello-Roos)
Reoadwaylintersection - Backhone $70,598,000 X X X X
Streetscape Improvements $15,490,600 X X
Parks/Plazas/Community Facilities $76,568,500 X X X X
Linear Parks/Trails $3,195,000 X X X
Sewer $14,418,200 X
Water $30,057,200 X
Specific Plan Preparation $1,331,000 X
Totai $211,658,500

[1] All costs are preliminary and may be refined.

Assuring that the cost and timing of infrastructure requirements are affordable by
proposed new developmentis an important objective of the Financing Plan. Set against
the substantial market value which will be created through the allowable land uses
described in the TASP, the estimated $212 million infrastructure investment fall within
real estate industry standards are supportable from a feasibility perspective.

Going forward the City will need to take an active role in implementation of the TASP
specifically, establishing the recommended financing mechanisms and collaborating
with the major project applicants to assure compliance with TASP policies. Key
implementing actions include:

*  Adoption of the Area Development Impact Fee

» Consideration of aland secured financing district (i.e. Mello Roos CFD)

» Collaboration with major developers to clarify financing obligations

* Determinations regarding the use of redevelopment tax increment funding

2 PA170005\17207Milpites TASP\Reporf\ 17367 _Financing_Pland.doc



II.  POLICY AND IMPLEMENTATION PLAN

FINANCING POLICIES

The following policies shall guide the financing of infrasiructure and services in the
Transit Area:

Policy 7.1: Future development within the Transit Area shall pay the cost of
infrastructure and public facilities needed to serve the area, except where
other funding sources are appropriate and available.

Policy 7.2: Infrastructure and public facility costs shall be allocated among
' developing properties in the Transit Area based upon “rational nexus”
principles using an area development impact fee as the primary financing
mechanism

Policy 7.4: Land that is required for the public improvements should be acquired at
the earliest practical fime using financing mechanisms established in this
Plan.

Policy 7.5: The City shall phase the construction of TASP infrastructure and public
facilities to match demands generated by new development balanced
with available funding capacity.

Policy 7.6: The City will consider land secured financing mechanisms such as
Community Facilities Districts to finance infrastructure items included in
the Transit Area Improvement Program otherwise funded with the area
development impact fee.

Policy 7.7: If a developer dedicates land or builds Specific Plan infrastructure with a
higher value than the proportionally allocated infrastructure costs to that
developer, the excess value shall be reimbursed from other benefiting
properties and/or City funding sources.

Policy 7.8:  Development in the Transit Area shall mitigate fiscal impacts to the City’s
general fund through assessment districts or other fiscal mitigation
techniques.

Policy 7.9: The Financing Plan shall be reviewed upon consideration of any changes

to the land use framework illustrated in Figure 3-1 and Table 1-1 of the
Specific Plan to ensure the continued integrity of the financing program.
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Policy 7.10:  Redevelopment Agency funding shall be reserved for special purposes
and priorities set by the Milpitas Redevelopment Agency policies
including:

* Meeting affordable housing requirements in the Transit Area

* Funding ongoing Specific Plan and Project Area implementation
expenses.

* Providing loans, if deemed necessary, to development-based funding
accounts,

* Investment in development projects with extraordinary economic
development or fiscal benefits.

* TFunding other Redevelopment Agency project priorities consistent
with the Redevelopment Plan

ACTION PLAN

The financing for the TASP infrastructure improvements will be initiated through a
variety of implementation actions taken by the City of Milpitas in cooperation with
developers and landowners in the area as listed below.

TASP INFRASTRUCTURE AND PUBLIC FACILITY IMPROVEMENTS

1. Continue fo analyze all infrastructure improvements that have been identified for
the TASP to assure completeness and accuracy and to assist assignment of funding
responsibility based upon “rational nexus” principles and adoption of financing
mechanisms.

2, Evaluate specific infrastructure items in relation to likely development patterns and
establish a schedule for constructing the improvements in coordination with
development activity. Begin engineering design and initiate construction of the high
priority improvements.

3. Secure right-of-way and public facility (e.g., parks) sites on an opportunistic basis as
they become available. Assure that such acquisition occurs no later than approval of

the final subdivision map of any directly adjoining or surrounding development
project.

4 PAL7000s\ 17107 Milpitas TASP\ Report\ 17107 _Financing_Pland doc
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'FINANCING MECHANISMS

Prepare and adopt a Financing Plan Technical Report that includes an area
development impact fee (ADIF) and provides a technical and legal basis for
subsequent implementation of financing mechanisms and ongoing updating of the
fee. The ADIF should include a component for the roadway and other
transportation improvements (transportation impact fee) along with the net costs of
all other Transit Area improvements.

Assure that public improvements identified in the Transit Area are included in the
City’s Capital Improvement Program.

Insofar as the investments in public improvements exceed funding immediately
available (through impact fees and other sources), establish a mechanism for interim
funding the “oversized” facilities and paying for these costs as the subsequent
development occurs.

Prepare an implementation framework for establishing a Mello-Roos CFD to fund if
there is sufficient interest among property owners in the Transit Area.

Amend the Redevelopment Plan to specify priorities and uses of available tax
increment financing in the TASP, including prospective timing of subsequent tax
increment bond issues. Conduct additional analysis to monitor available tax
increment funding and the priorities for appropriation of these funds and consider
targeted appropriation from redevelopment funds for improvements or
development projects with extraordinary public benefits or catalytic effects related to
other new development in the area.

Modify the existing municipal services CFD or establish a new CFD to offset

municipal services costs not funded by incremental municipal revenues from the
TASP accruing to the City’s General Fund.

REGULATORY AND PROJECT-RELATED ACTIONS |

10. Develop standard business terms for development agreements. Itis assumed that

individual developers may seek a development agreement with the City to secure
entitlements and to clarify other regulatory and financial requirements.

11. Develop standard conditions for subdivision maps and other project approvals that

incorporate TASP project-specific infrastructure and public facility requirements.

12. Develop standard agreement and terms for infrastructure and public facility credit

and reimbursement agreements that may be entered into with project developers.
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III. DEVELOPMENT PROGRAM AND PHASING

The TASP establishes land uses which aim to create high density, urban neighborhoods
along with a mix of land uses around existing and future public transit routes. The land
use designations are defined by minimum and maximum density ranges which result in
a range of potential development of between 6,440 and 9,300 residential units and
between 1.1 million and 1.9 million square feet of commercial development. For the
purposes of analysis, 7,109 residential units and 1.4 million square feet of commercial are
assumed fo comprise the Transit Area’s development program. Table 2 summarizes the
development program used in the Financing Plan.!

Table 2, Development Program Summary

All Development Phases

Prototype
Units Sq.Ft. Rooms Total
Residential
Units' 7,109 - - 7,109
. Nonresidential
Retail -- 287,075 - 287,075
Office - 993,843 i 993,843
Hotel Rooms - = 350 350
Total, Non-Residential® 1,280,918 350

{11 Of the total number of residential units, about 2,248 are assumed 1o be rentals. In
addition, 15% inclusionary housing is assumed for residential development located
within the Redevelopment Agency's Project Area.

123 Assuming 550 square feet per room, hotel space is estimated at 175,000 square feet
total. Adding tis fo the retaif and office totals brings total, non-commercial square feet to
roughfy 1.47 million,

Source: Transit Area Specific Plan; City of Milpitas; EPS

1 This table documents the TASP infrastructure planning assumption about development. The assembled
program is based on the parcel data base provided by Lamphier and Gregory and Dyett & Bhatia,
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The development capacity of the Transit Area is largely hewn from land that is currently
developed in a variety of commercial land uses at this time, thus requiring substantial
land assembly, demolition, and site preparation. Because of the existing development
pattern, intensities and values, certain portions of the Transit Area are more likely to
develop sooner than others. Recognizing this pattern the TASP established sub-areas of
the Transit Area reflecting potential development patterns.

The TASP parcels have been grouped into four distinct geographic phaseé related to
“readiness” or likelihood of development activity. These geographic phases are similar
to the development phases reflected in the TASP.

* The first grouping includes the sites (parcel or groups of parcels) that have or are in
the process of preparing and submitting actual development proposals pursuant to
the Specific Plan. Between 40 and 50 percent of the development capacity is
contained in this group.

» The second grouping includes sites where development proposals are not
forthcoming but appear to have few impediments for development. The estimated
real estate value of these two groups will serve as the basis of the initial financial
analysis. '

* The third grouping includes portions of the Specific Plan area that are developed
with income-producing commercial and industrial uses that, while inconsistent with
the land use plan, are unlikely the redevelop in the near term.

* The fourth grouping includes portibns of the Specific Plan that are currently
consistent with the land use plan and that contain commercially viable uses.

Table 3 shows the distribution of proposed TASP development by phase and type.

Responding to these patterns, the proposed infrastructure and public facility
improvements have been divided into two major categories corresponding to the
expected geographic development phases—those improvements required for Phase 1
development (consisting of development likely to occur within the next decade) and the
improvements required for development of Phases 2 through 4, which are expected to
occur subsequently. While such phasing is essential to balance infrastructure costs with
available funding, actual development trends and proposals will ultimately dictate the
pattern and timing of infrastructure improvements.

7 PAL7000s\ 17107 MilpHas TASP \Report\ 17107 _Financing_Plan4.doc
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IV. INFRASTRUCTURE COST ESTIMATES

Cost estimates for infrastructure items needed to support new development in the
Transit Area have been assembled into a TASP Improvement Program by City
engineering staff and supporting consultant efforts during the course of Specific Plan
preparation. The cost estimates include design and engineering, estimated right-of-way
and site acquisition, construction, and a cost contingency factor. The TASP
Improvement Program will continue to be refined as a part of subsequent
implementation efforts.

PUBLIC IMPROVEMENTS

The improvements identified in Chapter 6 of the TASP are organized into two categories
for financing planning purposes: 1} improvements that serve the entire Transit Area
whose cost can be proportionately allocated to new development and accordingly are
included in the Transit Area Improvement Program; and 2) public improvernents that
serve a particular development project or subarea of the TASP. Those infrastructure
items in the first category will be funded with the mechanisms identified within this
Financing Plan. Those infrastructure items in the second category will be funded by
individual projects, typically as conditions of approval.

Table 4 summarizes the infrastructure costs, by type and by phase. Total costs are
shown at $212 million with about $71 million in the Roadway/Intersection and Traffic
Mitigation categories; $15 million for Streetscape Improvements; $79 million in the
Parks/Plazas/Community Facilities and Linear Parks/Trails categories (includes land
costs of $§55 per square foot, where required); and $44 million for Sewer and Water
improvements. Appendix A shows the TASP Improvement Program in a detailed cost
data base format.

Road and Intersection Improvement

The Transit Area is almost entirely developed within the existing street network in the
Transit Area. The existing collectors and arterials will remain in their current locations;
however substantial roadway improvements will be required The TASP envisions a
pedestrian-friendly environment with ample pedestrian and bicycle path access
connecting to existing and planned facilities using several pedestrian and vehicle
bridges planned within the Transit Area. Key improvements include the widening of
Montague Expressway and the extension of Milpitas Boulevard, required to maintain an
acceptable level of service as the new development and the related increases in traffic
flows occur. Improvements also include five bridges (three for pedesirians and two for
vehicles) and improvements to Falcon Drive and Trade Zone Boulevard which are
needed to support circulation. In addition, a set of largely offsite, traffic mitigation
improvements, which total $44.4 million, will be required.

9 PAL7000s\ 17107 Milpilas TASP \Report\ 17107 _Financing, Plang.doc
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Streetscape Improvements

The TASP establishes design guidelines and development standards for the Transit Area
that specify substantial and detailed streetscape improvements along the major arterials
and collector streets in the Transit Area. Some of these improvements will be
constructed as a part of planned major roadway and intersection improvements and
some of which will be constructed as a part of inferior streets associated with individual
development projects.

The streetscape improvements included in the TASP Improvement Program reflect costs
for major thoroughfare streetscape improvements (about 40 percent of the total
streetscape estimate); streetscape improvements fo interior streets are presumed to be
borne by the individual projects. Phase 1 streetscape costs total about $6.2 million while
the entire program for all phases of development totals $15.5 million.

Parks, Plazas, and Trails

The Specific Plan envisions a network of quality public parks, urban plazas, and linear
parks and trails that connect the subareas of the Transit Area. Approximately 21 acres of
land for new public parks and plazas has been identified in Transit Area with
approximately 9 acres of linear parks/trails identified on existing Santa Clara Valley
Water District right-of-way

The parks, community facilities, and other developed open space component of the
infrastructure program includes the 20.35 acres indicates in the TASP document. Nearly
seven park-acres as well as a community center structure are included in the
infrastructure cost estimates for Phase 1, illustrated in the TASP as located within the
McCandless/Centre Point subdistrict. Six other parks are shown located in the various
other sub-districts, totaling 13.41 acres. Summing park development costs, facilities
costs, and estimated land purchases (based on $55 per square foot of land purchase
prices), costs to acquire and develop parks, plazas, and community facilities in the
Transit Area are estimated at $76.6 million.

Linear parks and trails, most of which will be located on existing public right-of-way
land, are shown along Penitencia Creek, Lower Penitencia Creek, and Berryessa Creek.
The linear parks and trails will total about 10.65 acres with more than half (about 6.2
acres) included in Phase 1 infrastructure costs. The total program is estimated at $3.2
million.

Utility Improvements

The development proposed in the Specific Plan area will require additional capacity
within the City’s sewer and water systems including acquisition of additional sewer
treatment capacity at the San Jose/Santa Clara Water Pollution Control Plant. Expansion
of the South Bay Water Recycling system will also be necessary within the Transit Area.

11 PAIZ0005\17 107 Milpilas TASP \Repori\ 17107 _Financing_Plund.doc
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* Sewer. Improvements to sewer infrastructure include two off-site items (capacity
expansion and a new pump station), as well as pipe replacements throughout the
plan area. Total costs estimated sum to $14.4 million.

* Water. Significant items within this cost category include an SC Tank and a

complete distribution system for recycled water. The total estimate for water-related
infrastructure costs is $30.0 million.

i2 P:A17000s\ 17107 MilpitasTASP\ Repor£\ 17107 _Financing _Pland.doc



V. Co0sT ALLOCATION AND BURDEN ANALYSIS

Development within the Transit Area will be responsible for both sharing the costs of
new or improved infrastructure items as well as in funding existing City fee programs.
The market values associated with the new uses envisioned under the Transit Area
development program are sufficient to support these two types of development costs.

INFRASTRUCTURE COST ALLOCATION

The total infrastructure costs will be shared among new development throughout the
Transit ARea, based on the generation of demand. EPS has prepared a preliminary
methodology for allocating area infrastructure among the various land uses. This
allocation is intended for use in the adoption of an area-wide impact fee program to
fund needed infrastructure.

Table 5 describes the methodology for allocation, by category TASP Improvement
Program item. The total costs for each infrastructure category are distributed according
to trip generation, residential population, daytime population, sewer demand, or water
demand. o .

The results of the allocation are illustrated on Table 6. For roadway costs, the
proportion of total trips generated by land use are shown; multiplying the proportion by
the total roadway infrastructure costs results in the total roadway costs allocated to the
land use. This calculation is replicated for each infrastructure cost category and the
totals are summed. Residential units are allocated $23,900 per unit in infrastructure
costs, retail uses $15 per square foot, the office allocation is calculated at $23 per square
foot, and hotel room are estimated to generate $10,200 in infrastructure impacts per
room. This estimate assumes that about $10.5 million in funding is achieved through
other sources for two pedestrian bridge improvement items.

EXISTING CITY DEVELOPMENT FEES

Table 7 illustrates the existing impact fees in the City. These amounts are shown as
estimates only —fees for individual projects will be estimated at the appropriate time by
the collecting agency. Fees for sewer connection, water connection, and storm drain
connection total $25.2 million (about 60 percent) with roughly $20.9 million in school
fees.2 Total fees are estimated to be $47.2 million.

2 The City’s “Treatment Plant Fee” has been excluded from presumed fees because of the anticipation of a
fee waiver being received as a result of the sewer infrastructure items being provided in the TASP
infrastructure program (see Table 4). The estimated school fees are based on the assumption that the
Districts” fees reach $2.97 per residential square foot and $0.47 per commercial square foot,

13 PA17000s\ 17107 MilpitasTASP\Report\ 17367_Financing_Pland.doc
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Draft

Milpitas Transit Area Specific Plan
Financing Plan

May 28, 2008

TOTAL ESTIMATED COSTS PER DEVELOPMENT UNIT

Table 8 summarizes the estimated per unit and per square foot costs for existing City
impact fees and infrastructure costs. The per-unit residential costs are currently
estimated at between $29,500 and $29,900 per residential unit while commercial fees are
$24 and $35 per square foot, for retail and office space, respectively. Hotel fees are
estimated at $11,700 per room.

Table 8. Infrastructure Cost and Existing Fee Allocation to Land Uses

Estimated  Existing City

Prototype ADIF' Fees Total
Per Unit/ SqFt/ Room

Residential
For-Sale, Multifamily $23,900 $6,000 . $29,900
Rental, Multifamily $23,900 $5,600 $29.,500
Retail $15 $5 $20
Office $23 $4 $27
Hotel $10,200 $1,500 $11,700

[1] Includes the proposed Traffic Mitigation costs, allocated on a preliminary basis to the Jand uses.
The actua! allocation will be defined under a separate technical analysis undertaken by City staff with
the assistance of Kimley-Hom.

Source: Economic & Planning Systems

MARKET VALUES

The estimated market values of the various development types (residential, office, retail,
and hotel) are shown in Table 93 As shown, the residential program, including units
integrated along with other uses as well as single-use, multifamily structures, makes up
about 80 percent of the total new development value. For Phase 1, this proportion is 97
percent. Phase 1 total market value is estimated at $1.2 billion (2008%). Atbuild out,
which is likely to occur over a 15- to 20-year period, new development is estimated at
$2.7 billion (2008%).

3 See EPS's earlier memorandurn, dated March 26, 2008, for details regarding the assumptions driving the
estimated market values.
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FEASIBILITY MEASURE

Draft

Milpitas Transit Area Specific Plan

Financing Plan
May 28, 2008

Table 10 compares the total estimated cost burden with market values by type of
development. In aggregate these costs equate to 10 percent of retail value of the
proposed Transit Area development. Residential cost burdens are 7 percent and 13
percent, for for-sale and rental product, respectively. Cost burdens on retail, office, and
hotel uses are roughly 7 percent, 8 percent, and 5 percent, respectively.

Table 10. Feasibility Results

Infrastructure Cost City Fees Market Burden
Lo : Total "
Allocation Aliocation Value Analysis
Prototype
Per Unit! SgFt/ Room
a b cwath d e=c/d
Per Unit

Residential
For-Sale, Muitfamily $23.,900 56,000 $26,900 $431,000 7%
Rental, Multifamily 523,900 $5,600 $29,500 $227.000 13%
Retail 515 &5 $20 $300 7%
Office $23 54 $27 $330 8%
Hotel $10,200 $1,500 $11,700 $235,000 5?&
Total Dev. Program $47,209,{!00 $258,868,432 $2,716,775,000 1%

$211,669,432

{1} includes Traffic Mitigation costs,

Seurce: Economic & Planning Systems

2 O PN17660s\ 17107 MilpitasTASP\Report\17107_Financing_Piand.doc



VI. FUNDING SOURCES

It is expected that a range of funding sources will be tapped for the Milpitas Station Area
Specific Plan. In addition to typical development-based funding sources, several other
sources may be available given the location of the TASP and the nature of some of the
infrastructure required. At this point the funding sources are identified for discussion

_ purposes, to determine if the list is complete (and appropriate) and to guide subsequent
analytical efforts. The basic strategy applied will be to “net out” costs of non-
development based sources of funding that may be available (e.g., grants, shared
funding, and any rate-based funding sources). The balance will be included in the area
development fee.

DEVELOPMENT-BASED SOURCES

1.

Area development impact fee. An ADIF is an ordinance-based development impact
fee (adopted pursuant to Government Code Section 66000) that would be charged to
new development in the TASP. In addition to funding infrastructure construction,
the ADIF would provide a source of funding for acquisition of public land required
including parklands, trails, and road right-of-way. The traffic mitigation fee being
developed by the transportation consultants, Kimley Horn, will be incorporated into
the proposed ADIF.

The area development impact fee will be the basis of TASP infrastructure financing
strategy. Within the fee structure, all net infrastructure costs will be allocated to new
development based upon appropriate “rational nexus” formulae. Once allocated,
any given development will know its area fee obligation. At the present time the
funding to be derived from the area fee is estimated to be equal to the area
infrastructure costs; the cost estimate is equal to $201 million ($155 million in
infrastructure costs, $44 million estimated traffic mitigation, and $1.3 million in
specific plan preparation costs). This $201 million total which makes up the basis for
the ADIF is estimated after accounting for an anticipated $10.5 million supplied by
other funding sources. The ADIF provides a flexible framework for infrastructure
financing that must be updated from year-to-year to assure that anticipated cost
increased for items in the Transit Area Improvement Program are properly reflected.
The update process also needs to reflect changes in the land use program as
development proceeds in the Transit Area. The update process should include an
annual indexing to reflect cost inflation and periodic review of the entire program no
less than every three years.

Existing city fees. The City of Milpitas has a number of existing ordinance-based
impact fees and connection charges. These fees and charges will be fully applicable
in the TASP. In somie instances improvements identified in the Specific Plan area are
included in these Citywide fee programs.

21 PAI70005\ 17 107 Milpites TASP\Report\ 17107_Financing_Pland.doc



Draft

Milpitas Transit Avea Specific Plan
Financing Plan

May 28, 2008

Citywide fees, at existing rates, are estimated to generate some $47 million from
development of the TASP. The estimates include $14 million in sewer connection
fees, $9 million in water connection fees, $3 million in storm drainage, and $21
million in school fees.4

3. Credit and reimbursement agreements. The area fee (as well as the City’s other
existing fees) provides for private construction of infrastructure items and a source
of funding for any related “oversizing” that may be completed by a particular
developer (construction of improvements above and beyond their allocated
“proportional share”). The City will establish standard terms for such credit and
reimbursement agreements.

4. Map conditions (private financing). Key improvements required to realize the
Specific Plan will be included as “project requirements” (e.g., subdivision map
conditions). These individual project requirements may include the “foot frontage”
share of streetscape improvements located in the privately-held portions of roadway
plan lines and other “in tract” improvements deemed to solely benefit the project
such as interior roads. In addition to conditions of approval, itis possible that
certain improvements will become project responsibilities through terms of
development agreements.

5. Community Facilities District. The City is amenable to forming a CFD which could
issue debt supported by special taxes charged in the Area. In concert with the area
fee, such a CFD would offer flexibility to developers, individually or as a whole, to
obtain public financing for infrastructure. Any improvements funded by the CFD
would be subtracted from the area fee obligations.

CFD debt is supported by special taxes charged to development in the CFD. Clearly,
debt capacity is a function of the amount and value of development; in the early
years debt capacity will be limited but as the TASP develops more capacity will be
coincidentally created. As such the CFD may be a source of acquisition or
repayment of costs invested by developers or the City required to initiate
development. Itis estimated that a CFD that charged a special tax equivalent to

0.4 percent of property value would have debt capacity of $48 million by the end of
Phase 1 development and a total debt capacity, at buildout of the TASP of

$105 million,5

4 School boundaries for Milpitas Unified School District (MUSD) and Berryessa/East Side District cross the
TASP plan area. Assuming a development split of about 67 percent/33 percent between Milpitas Unified
and Berryessa/Fast Side, the school fees will be split with $14 million to MUSD and $7 million to
Berryessa/East Side,

5 The add-on tax is assumed to be 0.40 percent of total assessed market value of the project. The bond terms
used to estimate the capacity are: 25 year bond, 6.5 percent interest rate, and a debt coverage ratio of 1.25.
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Milpitas Transit Area Specific Plan
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OTHER FUNDING SOURCES

1.

Redevelopment Project Area tax increment financing. The TASP is largely located
within a Redevelopment Project Area (RIDA) wherein all incremental growth of
property taxes will flow to the Agency, subject to various distributions and
restrictions, including a share to existing taxing entities and a set-aside for affordable
housing. The net tax increment flows can be used for qualifying expenditures
related to the purpose of redevelopment (e.g., removing “blight”); this is often
accomplished by issuing property tax increment bonds. In a manner similar to land
secured funding capacity the tax increment flow will increase proportional to value
added over time as the TASP develops.

It is estimated that the City's RDA containing the TASP would have tax increment
debt capacity for a $25 million bond by the end of Phase 1 development and capacity
for an additional $38 million, to the extent that the development program contained
in development Phases 2 through 4 is build as reflected in the TASP.® (See
Appendix B for detailed calculations.)

The TASP will include policies that guide allocation of RDA funding that will
become available; these items include:

‘Meeting affordable housing requirements in the TASP.
Funding ongoing TASP and Project Area implementation expenses.
Providing loans, if deemed necessary, to development-based funding accounts.
Investment in development projects with extraordinary economic development
or fiscal benefits.
=  Funding other Redevelopment Agency project priorities consistent with the
Redevelopment Plan '

Shared funding agreements. There remains some negotiation with BART regarding
certain shared costs related to the new BART station; however, it is expected that a
funding agreement will be reached to fund the Milpitas Boulevard extension and
other improvements surrounding the BART station.

6 Rough bond estimate includes coverage ratio of 1.25, issuance costs, capitalized interest payment,

delinquency, and administrative charges.
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PROPOSED OPERATING AND MAINTENANCE FUNDING

EXISTING MUNICIPAL REVENUE SOURCES

New development in the TASP will generate a range of existing municipal revenues
including new sales taxes, transit occupancy taxes, and property taxes. However fiscal
analysis conducted as a part of the TASP planning process (see March 20, 2006
memorandum from Economic Research Associates) indicates that the development in
the Transit Area will have a negative impact upon the City’s operating budget, i.e., that
municipal revenues generated will not equal the costs of providing municipal services.
This cutcome is primarily the result of the area being nearly all located within a
redevelopment project area, but also reflects the substantial additional population that
will be living in the City and requiring City services, particularly police and fire
protection. ' -

COMMUNITY FACILITIES DISTRICT

Existing CFD

The City has established a CFD that levies a special tax which funds ongoing costs of
streetscape and landscape maintenance expenditures in the City. The rates are $350
annually per residential unit; new development projects are amended into the CFD as a
condition of development approval (e.g., subdivision map).

New CFD or additional special tax

As noted above the City is further evaluating the potential fiscal impact of development
in the TASP upon the General Fund. This issue arises because the Redevelopment
Agency siphons property taxes for redevelopment purposes, making them unavailable
for funding municipal services. It is expected that an additional tier of special taxes,
imposed through the existing CFD or a new CFD, will be required to mitigate indicated
imbalances in municipal costs and revenues. Such a mechanism will ideally be flexible
reflecting changing conditions in the area; for example, as the tax effort improves (e.g,,
as result of a major generator such as a hotel), the need for special taxes may decline.
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