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COUNCIL DISTRICT: Citywide 
SNIAREA: NA 

SUBJECT: Authorization to negotiate and execute a Loan Sale Agreement with CarVal 
Investors to sell the Development Enhancement Special Fund (DESF) loan 
portfolio to augment the capitalization of the Economic Development Catalyst 
Program (EDCP). 

RECOMMENDATION 

Adoption of a resolution authorizing the City Manager, or his designee, to execute a Loan Sale 
Agreement with CarVal Investors (formerly Cargill Value Investments) for the sale of the 
existing Development Enhancement Special Fund (DESF) loan portfolio to assist in the 
capitalization of the Economic Development Catalyst Program (EDCP). 

OUTCOME 

The EDCP supports the growth and expansion of small business in support of the City's 
Economic Development Strategy initiatives. 

BACKGROUND 

Economic Development Catalyst Fund 

On November 14,2006, the City Council approved the negotiation and execution of an 
Investment Management Agreement with Pacific Community Management, Incorporated as the 
investment manager for an Economic Development Catalyst Program (EDCP). 
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The intent of EDCP is to provide financial services, technical assistance, and information to job- 
generating companies with high growth potential. This approach will have the possibility of 
leveraging substantial venture capital investment in San Jose companies from the private sector. 
It is a fundamental objective of the City of San Jose that the community impact achieved through 
the creation of the EDCP will surpass that of the DESF. 

In order to serve as a catalyst for economic growth, while encouraging the private sector to 
sustain and drive that growth, the City of San Jose will endeavor to provide up to $3 million 
("City's Capital Contribution") to assist in capitalizing the Fund. The City's objectives as they 
relate to the creation of this Fund are: (1) to build the City's tax base, (2) to create jobs for local 
residents, (3) to facilitate the integration of other programs and services targeted to the small 
business community, and (4) to create the opportunity to participate in the financial success of 
companies receiving investment from the Fund. 

Sale of Development Enhancement Special Fund Portfolio 

At its October 18,2005 meeting, the City Council approved continued evaluation of the option 
of the sale of the DESF loan portfolio. On January 17,2006, a Request for Bids (RFB) was 
released to numerous companies, lenders, community groups, investment banks and other 
entities. A Technical Assistance Conference was scheduled for February 16,2006 for interested 
parties; there were no attendees. The last date for submittal of bids was March 9, 2006. 

Having received no response to the RFB, staff surveyed the marketplace for potential interest in 
the portfolio and identified several companies that purchase governmental community-based 
loans. Cargill Value Investments, with extensive experience and servicing capability in the 
purchase and management of governmental community-based loans, expressed interest in the 
purchase of the DESF portfolio. No other private company expressed interest in the purchase of 
the DESF loan portfolio. On May 2,2006, City Council authorized the City Manager to 
negotiate the sale of the DESF portfolio with Cargill Value Investments. 

ANALYSIS 

When Council approved the negation of the sale of the DESF portfolio on May 2,2006, there 
were eight loans to be sold. Since that date, three of the DESF loans have been paid in full. 
Accordingly, five (5) loans will be sold if approved by the Council. Staff expects to receive 
$2 1 1,092 in revenues to Fund 439 to assist in the capitalization of the EDCP. More detailed data 
is provided in the Cost Summary section below. 

As of September 1, 2006, the present value of the loans to be sold was $285,260. The City 
Manager, or his designated representative, will negotiate a purchase price with CarVal Investors. 
The purchase price will be reflected in the Loan Sale Agreement. 
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Fund 439 will continue to have obligations for the Small Business Loan Program and remaining 
loan guarantees issued to local lenders. In addition, under the terms of the Loan Sale Agreement, 
$85,000 will be reserved for up to one year for any re-purchase of "defective" loans that CarVal 
Investors may request (and that the City does not contest). Existing remaining balances, after the 
establishment of the EDCP and the sale of the loan portfolio, will be adequate to maintain a 
reserve within Fund 439 for possible repurchase of sold loans. 

The Economic Development Officer position that had been funded through the interest income 
generated from the DESF will continue to focus on small business support services including the 
administration of the Revolving Loan Fund (RLF), RDA's Small Business Loan Program 
(SBLP), and remaining DESF obligations. This position will remain within the Office of 
Economic Development and will be supported by other OED funds. 

PUBLIC OUTREACHIINTEREST 

Criteria 1: Requires Council action on the use of public funds equal to $1 million 
or greater. (Required: Website Posting) 

0 Criteria 2: Adoption of a new or revised policy that may have implications for 
public health, safety, quality of life, or financial/economic vitality of the City. 
(Required: E-mail and Website Posting) 

Criteria 3: Consideration of proposed changes to service delivery, programs, 
staffing that may have impacts to community services and have been identified by 
staff, Council or a Community group that requires special outreach. (Required: E- 
mail, Website Posting, Community Meetings, Notice in appropriate 
newspapers) 

While the sale of the DESF portfolio does not meet the above criteria, the creation of the EDCP 
included extensive outreach. Prior to City Council approval of the EDCP on November 14, 
2006, OED worked extensively to ensure a broad distribution of the DESF Request for Bids to 
potential purchasers, using local media and direct solicitation. The RFB documents were posted 
on OED's website (www.s~econom~.com), the Silicon Valley Workforce Investment Network's 
website (www.svwin.org) and the City's BidLine Service. A representative of the Federal 
Deposit Insurance Corporation distributed the documents to local banking institutions. 
Additionally, copies of the RFB documents were sent to over 30 members of the local financial 
services community. 

COORDINATION 

This memorandum was coordinated with the City Attorney's Office, the Budget Office, the City 
Manager's Office and the Finance Department. 
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FISCALIPOLICY ALIGNMENT 

Approval of this recommendation will allow the proceeds from the sale of the DESF portfolio to 
provide additional capital to fund the EDCP. Augmentation of the EDCP will further the City's 
Economic Development Strategy by helping to: (a) "Support Start-Up and Growth of Local 
Businesses" (Initiative 5), (b) "Diversify San Jose's Economic Base and PreserveICreate Middle- 
Income Jobs" (Initiative 8), (c) "Develop Retail to Full Potential and Maximize Revenue Impact" 
(Initiative 13), and (d) "Engage Private-Sector Leadership for San Jose's Economic Strategy" 
(Initiative 1 5).  

DESF Loan Portfolio Data (as of September 1,2006): 

Outstanding 
Note Date Term Rate Status Principal 

February-04 60 6.00% Current $27,728 
April-04 84 4.00% Current $ 52,289 
July-04 60 4.00% Current $ 62,042 
October-04 60 4.00% Current $ 67,246 
May-05 60 5.50% Current $75,955 

TOTAL $285,260 

The Loan Sale represents the sale of an asset and revenue to Fund 439. There will be 
approximately $3,000 in costs for title insurance, escrow services and miscellaneous expenses. 
The actual amount of revenue resulting from the execution of the DESF Loan Sale Agreement 
will reflect market values as of the date of execution; amounts included below reflect CarVal's 
proposal of October 1,2006 to purchase the five loans remaining in the DESF portfolio. 

Outstanding Principal Balances (5 loans) 
Expected Purchase Price 
Total Amount of Discount (26%) 

Estimated Costs of Closing Transaction $ 3,000 

Estimated Net Proceeds from Sale of Loan Portfolio $208,092 
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CEQA 

Not a project. 

PAUL KRUTKO 
Director, Office of Economic Development 

For questions, please contact Paul Krutko, Director of OED, at 535-8 179. 




