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December 9, 2011

The Honorable City Council
City of EI Cajon
EI Cajon, California

We have audited the financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund
information of the City of EI Cajon and the EI Cajon Redevelopment Agency
(collectively the City) for the year ended June 30, 2011. Professional
standards require that we provide you with information about our
responsibilities under generally accepted auditing standards (and, if
applicable, Government Auditing Standards and OMS Circular A-133), as
well as certain information related to the planned scope and timing of our
audit. We have communicated such information in our letter to you dated May
16, 2011. Professional standards also require that we communicate to you
the following information related to our audit.

Significant Audit Findings

Qualitative Aspects ofAccounting Practices

Management is responsible for the selection and use of appropriate
accounting policies. The significant accounting policies used by the City are
described in Note A to the financial statements. As described in the notes of
the financial statements, the City changed accounting policies related fund
balance reporting by adopting Statement of Governmental Accounting
Standards (GASB Statement) No. 54, Fund Balance Reporting and
Governmental Fund Type Definitions, in 2011. We noted no transactions
entered into by the governmental unit during the year for which there is a lack
of authoritative guidance or consensus. All significant transactions have been
recognized in the financial statements in the proper period.

Accounting estimates are an integral part of the financial statements prepared
by management and are based on management's knowledge and experience
about past and current events and assumptions about future events. Certain
accounting estimates are particularly sensitive because of their significance
to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. There were no
significant, sensitive estimates affecting the financial statements.

The disclosures in the financial statements are neutral, consistent and clear.

STABILITY. ACCURACY. TRUST.
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We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. Management has corrected all such misstatements. The attached material
misstatements detected as a result of audit procedures were corrected by management.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction,
that could be significant to the financial statements or the auditor's report. We are pleased to
report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated December 9, 2011.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a "second opinion" on certain situations. If a
consultation involves application of an accounting principle to the governmental unit's financial
statements or a determination of the type of auditor's opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the governmental unit's
auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.
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Other Information in Documents Containing Audited Financial Statements

With respect to the supplementary information accompanying the financial statements, we made
certain inquiries of management and evaluated the form, content, and methods of preparing the
information to determine that the information complies with accounting principles generally
accepted in the United States of America, the method of preparing it has not changed from the
prior period, and the information is appropriate and complete in relation to our audit of the
financial statements. We compared and reconciled the supplementary information to the
underlying accounting records used to prepare the financial statements or to the financial
statements themselves.

This information is intended solely for the use of the City Council and management of the City
and is not intended to be and should not be used by anyone other than these specified parties.

Very truly yours,

ROGERS, ANDERSON, MALaDY & SCOTI, LLP
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Adjusting Journal Entries Report (Material Only)

Description Debit

Attachment

Credit

Adjusting Journal Entries JE # 1

To accrue April- June 2011 franchise fees from COX Communications.

1160

114000-4030

Total

Taxes Receivable

Franchises

312,387.99

312,384.99

312,384.99

Adjusting Journal Entries JE # 2

To accrue additional AP for April- June 2011 GAFCON consulting services.

502900-8325

590900-8325

2011

2011

Total

Consulting Services

Consulting Services

Accounts Payable - General

Accounts Payable - General

217,472.84

40,480.00

257,952.84

217,472.84

40,480.00

257,952.84

Adjusting Journal Entries JE # 3

To accrue final FY 2010-11 pass through payment due to San Diego

County and Grossmont Union Highschool District.

490000-8850

2011

Total

Pass Through to Other Agency

Accounts Payable - General

26,803.00

26,803.00

26,803.00

26,803.00
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December 14, 2011 
 
 
To the Honorable Mayor, Members of the City Council and Residents of the City of El Cajon: 
  
It is the policy of the City of El Cajon to annually publish a complete set of financial statements 
presented in conformity with generally accepted accounting principles (GAAP) and audited in 
accordance with generally accepted auditing standards by a firm of certified public accountants.  
Pursuant to that requirement, we hereby issue the comprehensive annual financial statements of 
the City of El Cajon (“the City”) for the fiscal year ended June 30, 2011. 
 
This report consists of management’s representations concerning the finances of the City.  
Management, therefore, assumes full responsibility for the completeness and reliability of all the 
information presented in this report.  To provide a reasonable basis for making these 
representations, management of the City has established a comprehensive internal control 
framework over financial reporting that is designed both to protect the City’s assets from loss, theft, 
or misuse and to compile sufficient reliable information for the preparation of the City’s financial 
statements in conformity with GAAP.  Because the cost of internal controls should not outweigh 
their benefits, the City’s comprehensive framework of internal controls has been designed to 
provide reasonable rather than absolute assurance that the financial statements will be free from 
material misstatement.  As management, we assert that, to the best of our knowledge and belief, 
this financial report is complete and reliable in all material respects. 
 
Rogers, Anderson, Malody & Scott, LLP, a firm of certified public accountants, have audited the 
City’s financial statements.  The goal of the independent audit was to provide reasonable 
assurance that the basic financial statements of the City for the fiscal year ended June 30, 2011, 
are free of material misstatement.  The independent audit involved examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements; assessing the 
accounting principles used and significant estimates made by management; and evaluating the 
overall financial statement presentation.  The independent auditor concluded, based upon the 
audit, that there was a reasonable basis for rendering an unqualified (“clean”) opinion that the 
City’s basic financial statements for the fiscal year ended June 30, 2011, were fairly presented in 
conformity with GAAP.  The independent auditors’ report is presented as the first component of the 
financial section of this report. 
 
The independent audit of the basic financial statements of the City was part of a broader, federally 
mandated “Single Audit” designed to meet the special needs of federal grantor agencies.  The 
standards governing Single Audit engagements require the independent auditor to report not only 
on the fair presentation of the financial statements, but also report on the audited City’s internal 
control over financial reporting and compliance with legal requirements involving the administration 
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of federal awards.  Although the independent auditor reports on internal control and compliance 
with legal matters, they do not express an opinion on them.  These reports are available in the 
City’s separately issued Single Audit Report. 
 
GAAP requires that management provide a narrative introduction, overview, and analysis to 
accompany the basic financial statements in the form of Management’s Discussion and Analysis 
(MD&A).  This letter of transmittal is designed to complement the MD&A and should be read in 
conjunction with it.  The City’s MD&A can be found immediately following the report of the 
independent auditors. 
 
Profile of the Government 
 
The City, incorporated on November 12, 1912, is located in the southern part of the state, just 15 
miles due east of San Diego and is the fifth largest of 18 cities in San Diego County.  The City 
currently occupies a land area of 14.4 square miles and serves a population of 100,116.  The City 
has experienced limited growth of approximately 5% over the past ten years.    
 
The City operates under the council-manager form of government.  Policy-making and legislative 
authority are vested in a city council consisting of the mayor and four other council members.  The 
city council is responsible for, among other things, passing ordinances, adopting the budget, 
appointing committees, and hiring both the city manager and city attorney.  The city manager is 
responsible for carrying out the policies and ordinances of the city council, for overseeing the day-
to-day operations of the City, and for appointing the directors of the various departments.  The 
council is elected at large on a non-partisan basis.  Council members serve four-year staggered 
terms, with two council members elected every two years.  The mayor is elected to serve a four-
year term.  
 
The City provides a full range of services, including police and fire protection, animal control, 
emergency medical services, construction and maintenance of streets, parks, civic facilities, and 
other infrastructure, right-of-way regulation, city planning and building regulation, recreational 
activities, cultural events, housing assistance and wastewater services.  The City is financially 
accountable for a Redevelopment Agency and El Cajon Public Financing Authority that are 
reported as blended component units within the City’s financial statements.  Additional information 
on these separate entities can be found in Note A.1. in the notes to the basic financial statements.   
 
The annual budget serves as the foundation for the City’s financial planning and control.  All 
departments of the City are required to submit requests for appropriation to the City Manager in 
March of each year.  The City Manager uses these requests as the starting point for developing a 
proposed budget.  The City Manager then presents this proposed budget to the Council for review 
in June.  The Council holds workshop meeting(s) and has a public hearing to adopt a final budget 
by no later than June 30, the close of the City’s fiscal year.  The appropriated budget is prepared 
by fund (e.g., general fund), function (e.g., public safety), department (e.g., police) and activity 
(e.g., patrol).  Department directors may request transfers of appropriations within a department, 
with approval of the City Manager.  Transfers of appropriations between funds, however, require 
approval of the City Council.  Budget-to-actual comparisons are provided in this report for each 
individual governmental fund for which an appropriated annual budget has been adopted.  For the 
general fund and major special revenue funds, this comparison is presented as part of the required 
supplementary information in the accompanying financial statements.  For governmental funds that  
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have appropriated annual budgets, other than the general fund and major special revenue funds, 
this comparison is presented in the supplementary section of the accompanying financial 
statements.  
 
Local Economy 
 
By all accounts, we have a long road ahead.  Recent gains in Gross Domestic Product (GDP) are 
not great enough to make much of a difference in lowering the unemployment rate. The long-
awaited recovery in housing sales and construction looks unlikely until next year.  There are still 
too many distressed sales resulting from foreclosures. Further complicating the situation is the high 
inventory of unsold homes caught in legal battles over the accuracy of mortgage paperwork, which 
is delaying the selling process. 
 
California’s economic recovery is so sluggish and the job losses so severe during the recession 
that economists believe projected growth will be insufficient to push the State unemployment rate 
below double digits until early 2013.  In October 2011, the State unemployment rate was 11.7% 
compared to 12.1% the prior year.  El Cajon’s unemployment rate is higher at 13.1% due to the job 
losses in the construction industry and the large influx of refugees over the past years. 

Movement in the University of San Diego Index of Leading Economic Indicators has been erratic in 
recent months. This is symptomatic of the uncertainty in the economy at this point.  The news has 
been generally positive.  The local economy is poised to add jobs on an annual basis for the first 
time in three years, and the San Diego County unemployment rate fell below 10 percent after a 
surge in the summer.  But the good news is countered by possible negative developments, 
including continued weakness in the housing market, international economic concerns, and fiscal 
problems at all levels of government.  Perhaps the biggest concern is the sharp drop in the 
perception that people have about the direction of the country as the weak economy takes its toll.   

Sales Tax Revenues – Sales tax revenues for the City increased $3,129,369 from the prior fiscal 
year.  A slight uptick in the economy resulted in better than expected sales tax revenues. 
 
Property Taxes – Property taxes collected were $23,221 less in fiscal year 2010-11 than the prior 
year. According to data from the County of San Diego Assessor’s Office, the assessed valuation of 
taxable property in El Cajon decreased 2.00% in fiscal year 2010-11 over the prior year.    
Projections for fiscal year 2011-12 show a minimal increase of .52% in the net assessed valuation. 
 
Based on the slow recovery, it is critical that the City position itself to maintain reserves, reduce 
expenditures and avoid cost increases that cannot be matched with equal revenues.   
 
Long Term Financial Planning 
 
The City utilizes many sources to evaluate and provide current and long range financial planning.  
These sources include the Comprehensive Annual Financial Report (CAFR), the Annual Budget, 
the Five-Year Capital Improvement Plan, and the Five-Year Business Plan. In conjunction with the 
CAFR and the Annual Budget, the Five-Year Capital Improvement and Business Plans are 
reviewed and updated annually as a forerunner to preparing the annual budget.  
 
As directed by City Council Policy B-12, the General Fund maintains an committed fund balance 
equal to 20% of annual budget expenditures, $10,058,304 at June 30, 2011.  Additionally, the 
General Fund had $10,009,181 of unassigned fund balance at June 30, 2011, which provides 
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resources for future budget imbalances and long-term liabilities. Based on recent analysis and 
information received to date, General Fund revenue and expenditure projections in the current 
fiscal year appear to be conservatively estimated.  In order to close the budgetary gap, the City will 
need to continue with the selective hiring freeze and to prioritize capital outlay expenditures based 
upon available funding.   
 
In November 2004, the voters approved Proposition O, a ten-year half-cent sales tax measure, 
dedicated to the construction of the Public Safety Center (PSC), replacement of the Animal 
Shelter, and upgrading of various fire stations.  The proceeds from the $25,195,000 in Revenue 
Bonds issued by the El Cajon Public Financing Authority in June 2009, have been spent for the 
PSC construction contract. The PSC was placed into service on August 24, 2011, shortly after the 
fiscal year ended. Planning and design of the Animal Shelter will begin in earnest now that the 
PSC has become operational.  A total of $7,650,075 was collected in fiscal year 2010-11 as a 
result of Proposition O. 
 
In November 2008, the voters approved Proposition J, a twenty-year half-cent sales tax measure, 
intended to preserve essential City services and bridge the City’s long-standing fiscal crisis needs. 
A total of $7,638,183 was collected in fiscal year 2010-11 as a result of Proposition J and was vital 
in maintaining essential services.  
 
The City’s Redevelopment Agency continues to provide funding for major capital projects.  The 
Johnson Avenue revitalization and the Civic Center Plaza renovation are both being funded by the 
Agency.  However, the future of redevelopment funding is highly uncertain because of recent 
actions taken by the State.  This is discussed further on the following page and also in the notes to 
the basic financial statements, Note S.  
 
Transportation related capital projects are funded by TransNet, Traffic Congestion Relief, and 
Redevelopment funding.  Combined, nearly $3.8 million was utilized to resurface major 
thoroughfares and local residential streets this year.  Projects are prioritized based upon need and 
available funding. 
  
Major Fiscal Issues 
 
The City contributes to the California Public Employees Retirement System (CalPERS), an agent 
multiple-employer defined benefit pension plan for its employees. Each year an independent 
actuary, engaged by the pension plan, calculates the amount of the annual contribution that the 
City must make to the pension plan to ensure that the plan will be able to fully meet its obligations. 
As a matter of policy, the City fully funds each year’s annual required contribution to the pension 
plan as determined by this funding policy. The unfunded actuarial liability associated with 
employee services rendered to date is being systematically funded over 30 years, as part of the 
annual required contribution calculated by the actuary.   
 
In 2001 and 2002, CalPERS experienced a pension fund crisis due to poor investment returns and 
losses.  As a member agency of CalPERS, the crisis resulted in the City going from a fully-funded 
plan, with reduced contribution rates (or no required contribution) to an under-funded plan with 
spiked rates.  At cross purposes to poor investment returns, actuarial studies were conducted and 
benefits were enhanced when better funded assets indicated nominal rate impacts.  In reality, the 
impact of the enhanced benefits and the negative 24% investment return in 2009 resulted in higher 
than originally anticipated rate increases.   
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Retirement rates for fiscal year 2010-11 were 21.94% for miscellaneous members and 30.505% for 
safety members. Retirement rates for fiscal year 2011-12 are increasing to 25.325% for 
miscellaneous members and 35.597% for safety members. These rate increases are factored into 
the Five-Year Business Plan.  Without the decision by the CalPERS Board to approve the 
implementation of additional “smoothing methods”, the rates would have spiked even higher.   
 
As mentioned above, the future of Redevelopment funding is uncertain.  On June 28, 2011, 
Governor Brown signed several budget trailer bills to implement the State Budget for Fiscal Year 
2011-2012. Included were two bills addressing redevelopment that significantly changed the 
California Redevelopment Law: ABx1 26 (“Dissolution Act”) and ABx1 27 (“Voluntary Program 
Act”). The Dissolution Act immediately suspends all new redevelopment activities and incurrence 
of new indebtedness and dissolves redevelopment agencies effective October 1, 2011. The 
“Voluntary Program Act” allows a redevelopment agency and its sponsoring community to avoid 
dissolution under the Dissolution Act by opting into an “alternative voluntary redevelopment 
program” that requires substantial annual contributions (“Remittances”) to local school and special 
districts beginning in fiscal year 2011-2012 and in all succeeding years the agency continues to 
operate. On July 26, 2011, the City of El Cajon, the sponsoring community of the Agency, enacted 
Ordinance 4969 whereby the City agreed to comply with the Voluntary Program by making the 
required Remittances on behalf of the Agency. The City and Agency had also entered into an 
agreement whereby the Agency will transfer a portion of its tax increment to the City to make the 
required annual Remittance and that the Agency will reduce its allocation to the Low and Moderate 
Income Housing Fund in fiscal year 2011-2012. Based on the calculation provided by the California 
Department of Finance, the Agency’s required Remittance amount for fiscal year 2011-2012 is 
$4,974,990. 
 
The California Redevelopment Association (“CRA”) and League of California Cities (the “League”) 
filed a lawsuit on July 18, 2011, with the State Supreme Court challenging the validity and the 
constitutionality of the two budget bills, AB1x 26 & 27. The State Supreme Court established an 
expedited briefing schedule designed to facilitate oral arguments to be heard on November 10, 
2011, and a decision before January 15, 2012, the date when redevelopment agencies are 
required to make their first payment. 
 
The City’s emergency medical services are anticipated to continue to be under-funded due to non-
payment by non-insured patients and under funding of actual costs by Medicare and Medi-Cal 
qualifying patients. The Five-Year Business Plan anticipates continued under-funding of both 
Medicare and Medi-Cal due to federal and state fiscal constraints and greater non-payment, as 
more patients are uninsured due to the recession and greater unemployment. 
 
Funding and reporting of unfunded OPEB (Other Post Employment Benefits) liability per GASB 
43/45 (Accounting and Financial Reporting by Employers for Post-Employment Benefits Other than 
Pensions) transpired beginning in fiscal year 2007-08. Current payments are being made by the 
City per an actuarial study to pre-fund (30 years amortization) OPEB benefit costs with funds being 
deposited into a CalPERS trust account. Additionally, current health expenses for retirees are 
recognized and paid as expenditures. 
 
Awards and Acknowledgements 
 
In previous years, the City applied for and was awarded the Certificate of Achievement for 
Excellence in Financial Reporting by the Government Finance Officers Association (GFOA).  The 
City received this award for five consecutive years between Fiscal Years 2001 and 2006.  The City 



 

x 

has also applied for and been award the certificate for Outstanding Financial Reporting from the 
California Society of Municipal Finance Officers (CSMFO).  Because of a change in the CSMFO 
award program criteria, the City was no longer eligible to apply for and receive both the Certificate 
of Achievement for Excellence from GFOA and the certificate for Outstanding Financial Reporting 
from CSMFO in a single year.  Beginning fiscal year ended 2007, the City has applied for, and 
been awarded the CSMFO certificate, although we feel that this CAFR would also meet the criteria 
for the GFOA award.  
 
The City is also a CSMFO recipient of the Excellence in Operating Budgeting, having received this 
award every year beginning in Fiscal Year 1996-97.   
 
The preparation of this Comprehensive Annual Financial Report could not have been 
accomplished without the professional, efficient and dedicated service of the Finance Department 
staff and the assistance of the City’s auditors, Rogers, Anderson, Malody & Scott, LLP.  In 
particular, we would like to express our appreciation to members of the Finance Department that 
prepared this report.  We would also like to thank the Mayor and members of the City Council for 
their support and commitment to fiscal integrity and financial leadership.  
 
Sincerely, 

 
 
 

Rob Turner     Nancy Palm 
Acting City Manager    Deputy City Manager/Director of Finance  



 

xi 
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As discussed in the basic notes to the financial statements, the City adopted the provisions of
GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions, in
2011.

In accordance with Government Auditing Standards, we have also issued a report dated
November 29, 2011, on our consideration of the City's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.

hat report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis and budgetary comparison information, as listed in the
table of contents, be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information
in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management's responses to our inquiries, the
basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion
or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City's basic financial statements as a whole. The introductory section,
the combined nonmajor fund financial statements, the combining non-major fund financial
statements, the nonmajor budgetary comparison information and the statistical section are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. The combined nonmajor financial statements, the combining non-major fund
financial statements and the nonmajor individual budgetary comparison information are the
responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information directly to
the underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole. The
introductory and statistical sections have not been subjected to the auditing procedures applied
in the audit of the basic financial statements and, accordingly, we do not express an opinion or
provide any assurance on them.

1!J1M.J t2,w." 0 \ ILl0a~ t .s;:07T, ul'
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-2-



CITY OF EL CAJON 
MANAGEMENT’S DISCUSSION AND ANALYSIS 

For the fiscal year ended June 30, 2011 
 

 

B-1 

As management of the City of El Cajon, we offer readers of these financial statements this 
narrative overview and analysis of the financial activities of the City for the fiscal year ended 
June 30, 2011.  We encourage readers to consider the information presented here in 
conjunction with additional information that we have furnished in our letter of transmittal, 
which can be found in the introductory section of this report, and with the City’s financial 
statements, which follow this discussion. 
 
 
FINANCIAL HIGHLIGHTS 
 
• At the close of the most recent fiscal year, the City’s total assets exceeded its liabilities 

by more than $299,792,800, an increase of approximately $14,236,600, 5.0%, from the 
prior fiscal year. 
 

• The City’s revenues experienced an approximate $3,891,800 increase from the prior 
fiscal year attributable to a slight uptick in the economic climate and the sale of a 
significant asset. Expenses decreased by over $3,059,500, largely because the required 
Redevelopment Agency payment to the County’s Supplemental Education Revenue 
Augmentation Fund (SERAF) was considerably lower in fiscal year 2010-2011. 
 

• The fund balance for governmental funds totaled approximately $109,654,100 at June 
30, 2011, a decrease of over $17,032,200 from the previous year. This decrease was 
due in large part to expenditures for the construction of the Public Safety Center, which 
continued throughout the fiscal year and  totaled approximately $23,076,000.   

 
 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This discussion and analysis are intended to serve as an introduction to the City of El 
Cajon’s basic financial statements.  The City’s basic financial statements are comprised of 
three components: 1) government-wide financial statements, 2) fund financial statements, 
and 3) notes to the basic financial statements.  This report also contains certain required 
supplementary information; and an optional section (supplementary information) that 
presents combining statements for non-major governmental funds (special revenue, debt 
service and capital projects), enterprise fund, internal service funds and agency funds.  
 
Government-wide financial statements.  The government-wide financial statements 
(statement of net assets and statement of activities) provide a broad overview of the City’s 
finances, in a manner similar to private-sector businesses. 
 
The statement of net assets presents information on all of the City’s assets and liabilities, 
with the difference between the two reported as net assets.  Over time, increases or 
decreases in net assets may serve as a useful indicator of whether the financial position of 
the City is improving or deteriorating. 
 
The statement of activities presents information showing how the government’s net assets 
changed during the most recent fiscal year.  All changes in net assets are reported as soon 
as the underlying event giving rise to the change occurs, regardless of the timing of related 
cash flows.  Thus, revenues and expenses are reported in this statement for some items 
that will only result in cash flows in future fiscal periods (e.g., uncollected taxes, and earned 
but unused vacation leave). 
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Both of the government-wide financial statements distinguish functions of the City that are 
principally supported by taxes and intergovernmental revenues (governmental activities) 
from other functions that are intended to recover all of their costs through user fees and 
charges (business-type activities).  The governmental activities of the City include general 
government, police, fire, public works, parks and recreation, community development and 
capital projects.  The business-type activity of the City includes wastewater operations. 
 
The government-wide financial statements include not only the City itself (known as the 
primary government), but also the El Cajon Redevelopment Agency and the El Cajon Public 
Financing Authority, separate entities for which the City is financially accountable. 
  
The government-wide financial statements can be found beginning on page C-1 of this 
report. 
  
Fund financial statements.  A fund is a grouping of related accounts that is used to 
maintain control over resources that have been segregated for specific activities or 
objectives.  The City, like other state and local governments, uses fund accounting to 
ensure and demonstrate compliance with finance-related legal requirements.  All of the 
City’s funds are divided into three categories: governmental funds, proprietary funds, and 
fiduciary funds. 
 
Governmental funds.  Governmental funds are used to account for essentially the same 
functions reported as governmental activities in the government-wide financial statements.  
However, unlike the government-wide financial statements, governmental fund financial 
statements focus on near-term inflows and outflows of spendable resources, as well as on 
balances of spendable resources available at the end of the fiscal year.  Such information 
may be useful in evaluating a government’s near-term financing requirements. 
 
Because the focus of the governmental funds is narrower than that of the government-wide 
financial statements, it is useful to compare the information presented for the governmental 
funds with similar information presented for governmental activities in the government-wide 
financial statements.  By doing so, readers may better understand the long-term impact of 
the City’s near-term financing decisions.  Both the governmental fund balance sheet and the 
governmental fund statement of revenues, expenditures, and changes in fund balances 
provide a reconciliation to facilitate this comparison between governmental funds and 
governmental activities. 
 
The City maintains individual governmental funds.  Information is presented separately in 
the governmental funds balance sheet and in the governmental funds statement of 
revenues, expenditures, and changes in fund balances for the General Fund, the 
Redevelopment Agency special revenue fund, the Redevelopment Agency debt service 
fund, the Redevelopment Agency capital projects fund, and the Public Safety Facility 
Project fund, all of which are considered to be major funds.  These statements can be found 
beginning on page D-2.  Data from the other governmental funds are combined into a 
single, aggregate presentation.  Individual fund data for each of these non-major 
governmental funds is provided in the form of combining statements located in sections H, I, 
and J of this report. 
 
The City adopts an annual appropriated budget for its general fund.  A budgetary 
comparison statement has been provided for the general fund to demonstrate compliance 
with this budget beginning on page F-2 of this report. 
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Proprietary funds.  The City maintains two different types of proprietary funds.  Enterprise 
funds are used to report the same functions presented as business-type activities in the 
government-wide financial statements.  The City uses an enterprise fund to account for its 
Wastewater activities.  Internal service funds are an accounting device used to accumulate 
and allocate costs internally among the City’s various functions.  The City uses internal 
service funds to account for its Vehicle Maintenance, Vehicle and Equipment Replacement, 
Self-insurance, Information Technology Replacement, and Other Post-Employment 
Benefits.  Because these services predominantly benefit governmental rather than 
business-type functions, they have been included with governmental activities in the 
government-wide financial statements.  The proprietary fund financial statements can be 
found beginning on page D-9 of this report. 
 
Fiduciary funds.  Fiduciary funds are used to account for resources held for the benefit of 
parties outside the government.  Fiduciary funds are not reflected in the government-wide 
financial statement because the resources of those funds are not available to support the 
City’s own programs.  The accounting for these funds is much like that used for proprietary 
funds.  The fiduciary fund financial statements can be found beginning on page D-12 of this 
report. 
 
The relationships between the government-wide financial statements and the fund financial 
statements are summarized in the diagram below. 
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Notes to the basic financial statements.  The notes provide additional information that is 
essential to a full understanding of the data provided in the government-wide and fund 
financial statements.  The notes to the basic financial statements can be found beginning on 
page E-1 of this report. 
 
Other information.  In addition to the basic financial statements and accompanying notes, 
this report also presents certain required supplementary information concerning the City’s 
progress in funding its obligation to provide pension and other post employment benefits to 
its employees, and the General Fund’s budgetary comparison schedule.  Required 
supplementary information can be found beginning on page F-1 of this report. 
 
The combining statements are presented as other supplementary information.  Combining 
and individual fund statements and schedules can be found on pages G-1 through J-8. 
 
 
OVERVIEW OF THE CITY’S FINANCIAL POSITION AND OPERATIONS 
 
The City’s overall financial position and operations for the past two years are summarized 
as follows based on the information included in the government-wide financial statements: 
 
As of June 30, 2011, the City’s assets exceed liabilities by approximately $299,792,800.  
The largest portion of the City’s total net assets, over $222,217,800 or 74%, reflects the 
investment in capital assets such as land, buildings, machinery and equipment, less any 
related outstanding debt used to acquire those assets.  An additional $60,158,900 of the 
City’s total net assets, 20%, is subject to external restrictions on how those assets may be 
used.  The remaining balance of unrestricted net assets may be used to meet the City’s 
ongoing obligations to citizens and creditors.  At the end of the fiscal year, the combined 
total unrestricted net assets equaled nearly $17,416,100, an increase of approximately 
$3,627,900 from the prior fiscal year. 
 

City of El Cajon Statement of Net Assets 
Comparative Data as of June 30 

      
 Governmental activities  Business-type activities  Total 
ASSETS 2011 2010  2011 2010  2011 2010 
Current & other  
   assets $132,316,226 $146,551,669  $ 22,387,785 $ 26,803,657  $154,704,011 $173,355,326 
Capital assets, net 217,598,828 189,558,383  48,410,712 47,663,932  266,009,540 237,222,315 
   Total assets 349,915,054 336,110,052  70,798,497 74,467,589  420,713,551 410,577,641 
         
LIABILITIES         
Long-term liabilities 100,685,882 102,034,576  11,353,641 11,362,027  112,039,523 113,396,603 
Other liabilities 8,400,499 11,269,049  480,642 355,776  8,881,141 11,624,825 
   Total liabilities 109,086,381 113,303,625  11,834,283 11,717,803  120,920,664 125,021,428 
         
NET ASSETS         
Invested in capital 
   assets, net of 
   related debt 184,845,829 171,879,175  37,372,058 36,625,278  222,217,887 208,504,453 
Restricted 60,158,904 63,263,584  - -  60,158,904 63,263,584 
Unrestricted (4,176,060) (12,336,332)  21,592,156 26,124,508  17,416,096 13,788,176 
   Total net assets  $240,828,673 $222,806,427  $ 58,964,214 $ 62,749,786  $299,792,887 $285,556,213 
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The City’s FY2011 revenues experienced an increase of over $3,891,800 from the prior 
fiscal year.  Sales taxes were up over $3,129,300 and the disposition of a significant asset 
contributed approximately $2,167,400.  On the other hand, charges for services were down 
nearly $631,100 and capital grants and contributions declined approximately $1,229,300 
over the prior year.  Expenses for the City were over $3,059,500 less than last year 
reflecting budget reductions instituted in prior years and continued into fiscal year 2010-
2011 plus additional cost containment measures actions taken by the City in response to 
the current economic climate.  
 

City of El Cajon Statement of Activities 
Comparative Data as of June 30 

      
 Governmental activities  Business-type activities  Total 
REVENUES 2011 2010  2011 2010  2011 2010 
Program revenues:         
 Charges for services $  9,472,078 $  9,618,282  $ 11,456,017 $ 11,940,997  $ 20,928,095 $ 21,559,279 
 Operating grants & 
  Contributions 6,827,345 6,744,073  - -  6,827,345 6,744,073 
Capital grants & 
 Contributions 11,290,298 12,503,710  - 15,900  11,290,298 12,519,610 
General revenues:         
 Property taxes 28,873,349 28,896,570  - -  28,873,349 28,896,570 
 Sales taxes 22,278,251 19,148,882  - -  22,278,251 19,148,882 
 Other taxes 6,814,947 6,199,595  - -  6,814,947 6,199,595 
 Intergovernmental 502,955 289,199  - -  502,955 289,199 
 Interest earnings 234,385 374,277  160,435 372,139  394,820 746,416 
 Other 2,814,422 811,138  90,143 8,022  2,904,565 819,160 
  Total revenues 89,108,030 84,585,726  11,706,595 12,337,058  100,814,625 96,922,784 
         
EXPENSES         
General gov’t 6,496,555 6,616,137  - -  6,496,555 6,616,137 
Public safety 37,649,169 37,384,609  - -  37,649,169 37,384,609 
Public works 10,692,592 10,514,171  - -  10,695,592 10,514,171 
Parks & recreation 4,811,375 5,011,660  - -  4,811,375 5,011,660 
Community develop 7,085,610 10,510,062  - -  7,085,610 10,510,062 
Interest on L-T debt 4,426,180 4,145,067  - -  4,426,180 4,145,067 
Wastewater - -  15,413,470 15,455,843  15,413,470 15,455,843 
 Total expenses 71,164,481 74,181,706  15,413,470 15,455,843  86,577,951 89,637,549 
         
Increase (decrease) 
 in net assets before 
 transfers 17,943,549 10,404,020  (3,706,875) (3,118,785)  14,236,674 7,285,235 
Transfers 78,697 19,259  (78,697) (19,259)  - - 
Change in net assets 18,022,246 10,423,279  (3,785,572) (3,138,044)  14,236,674 7,285,235 
Net assets, beginning 222,806,427 212,383,148  62,749,786 65,887,830  185,556,213 278,270,978 
Net assets, ending $240,828,673 $222,806,427  $58,964,214 $62,749,786  $299,792,887 $285,556,213 
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Governmental activities.  The City’s governmental activities total assets increased nearly 
$13,805,000 and total liabilities decreased approximately $4,217,200 from the prior fiscal 
year.  The increase in total assets is due in large part to the construction of the public safety 
facility.  The decrease in total liabilities is primarily attributable to a decrease in accounts 
payable at June 30, 2011, compared to June 30, 2010, and the principal payments on long 
term liabilities. Total net assets for governmental activities increased by approximately 
$18,022,200, the largest portion, nearly $12,966,600, from an increase in investment in 
capital assets related to the construction of the public safety center.  

 
Governmental Activities Revenues 

 
Key elements of the revenue increase are: 
 
• A slight uptick in the economy resulted in increased sales taxes and other taxes 

(franchise, business license, and transient occupancy) by over $3,129,300 and 
$615,300, respectively. 
 

• Other general revenues increased approximately $2,136,500 which was primarily 
attributable to the sale of a significant asset. 

 
Overall expenses for governmental activities decreased a net of approximately $3,017,200, 
4.0%, from the prior fiscal year.   
 



CITY OF EL CAJON 
MANAGEMENT’S DISCUSSION AND ANALYSIS 

For the fiscal year ended June 30, 2011 
 

 

B-7 

Governmental Activities Expenses 

A key element of the decrease in expenditures is: 
 
• Community Development expenses decreased a net of approximately $3,424,400 

attributable to the significantly lower payment to the Supplemental Education Revenue 
Augmentation Fund (SERAF) in fiscal year 2010-2011 compared to the payment 
amount in fiscal year 2009-2010. 

 
Business-type activities.  The City’s business-type activities report positive ending 
balances in all categories of net assets.  During fiscal year 2010-2011, total assets 
decreased by over $3,669,000.  Overall, net assets decreased by approximately 
$3,785,500. The ending unrestricted net assets of nearly $21,592,200 will be used to satisfy 
the $11,038,654 outstanding debt to San Diego Metro Wastewater as well as funding 
ongoing sewer activities and future capital needs. 

 
Key elements of the net assets decrease are: 
 
• Expenses outpaced revenues again this fiscal year.  There has been no increase in the 

sewer rates in over ten years, although an increase was adopted by the City Council 
subsequent to June 30, 2011. 
 

• Charges for services declined approximately $484,900 because of a combination of 
fluctuations in sewer fees based on the previous winter months’ water usage, a 
continuing decline in overall water usage, and an increase in delinquent accounts due to 
the continued high unemployment rate. 
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FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS 
 
As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with 
finance-related legal requirements. 
 
Governmental Funds.  The focus of the City’s governmental funds is to provide information 
on near-term inflows, outflows, and balances of spendable resources.  Such information is 
useful in assessing the City’s financing requirements.  In particular, unreserved fund 
balance may serve as a useful measure of the City’s net resources available for spending at 
the end of the fiscal year.   
 
General Fund.  This is the City’s chief operating fund.  As of June 30, 2011, the total ending 
fund balance was approximately $20,079,000, an increase of over $4,299,900 from the prior 
fiscal year.  General fund revenues increased over $5,178,500 compared to last fiscal year, 
a direct result of increased taxes from a slight uptick in the economy while expenditures 
remained relatively unchanged. 
 
Redevelopment Agency Special Revenue Fund.  This fund accounts for the Agency’s 
activities designed to increase the supply of low and moderate income housing available 
within the City. At the end of fiscal year 2010-2011, the fund showed an increase of 
approximately $2,030,700 in fund balance with revenues exceeding expenditures by nearly 
$2,665,400 and transfers out totaling approximately $636,600. Revenues were over 
$61,300 or 2% higher than fiscal year 2009-2010. Interest earned on loan repayments 
resulted to an increase of approximately $155,300 or 109% in investment earnings. This 
increase helped offset the 3% decrease in tax increments due to lower assessed valuation 
of the properties in the project area. Expenditures decreased by over $363,700 or 59% 
compared to prior fiscal year. The decline in spending was from lower personnel costs due 
to retirement and reorganization and decreased costs associated with foreclosure and 
nonpayment of housing loans. The transfers were made to the Redevelopment Agency 
Debt Service Fund for the housing portion of the debt service payments and to the City to 
cover projects costs related to community development. 
 
Redevelopment Agency Debt Service.  This fund is used to account for the Agency’s 
property tax increment revenues, pass-through payments to other taxing agencies, and debt 
service payments. In fiscal year 2010-2011, the fund experienced a decrease in fund 
balance of approximately $1,602,300 or 3% due to transfers out of tax increment revenues 
and bond proceeds totaling nearly $4,712,100 to the Redevelopment Agency Capital 
Projects Fund to cover costs for redevelopment activities and capital improvement projects 
in the project area. The downturn in the housing markets continued to show its negative 
impact on the Agency’s major revenues as property tax increment declined by 
approximately $382,500, 3%, from prior year. Expenditures decreased significantly by over 
$4,286,200 or 32% from fiscal year 2010. The required Agency payment to the County’s 
Supplemental Education Revenue Augmentation Fund (SERAF) was considerably lower in 
fiscal year 2010-2011. 
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Redevelopment Agency Capital Projects.  This fund accounts for the use of financial 
resources for capital projects in the Agency’s project areas. The fund showed a decrease in 
fund balance of $3,618,482, 11%, in fiscal year 2010-2011. Total expenditures for capital 
outlay were $7,240,057, which was 133% higher than prior fiscal year due to ongoing 
construction costs related to the Civic Center Plaza Improvements and project costs 
incurred for the Johnson Avenue Revitalization project. Transfers out to the City totaled over 
$1,338,500 to fund overlays of thoroughfares and improvements of alleys and sidewalks in 
the project areas. Transfers of tax increment revenues and bond proceeds, which are the 
primary financing sources for the fund, were approximately $12,223,700 lower compared to 
prior fiscal year. The fund received transfers of the remaining debt proceeds from the 
Redevelopment Agency Debt Service in fiscal year 2009-2010.  
 
Public Safety Facility Project Capital Projects Fund.  This fund accounts for activities 
associated with the construction of a new public safety center and animal shelter, as well as 
upgrades to existing fire stations.  As of June 30, 2011, the total ending fund balance was 
$14,918,040, a decrease of $16,348,426 from the prior fiscal year.  While sales tax 
revenues increased, interest earnings decreased, resulting in a net revenue increase of 
over $331,700 compared to last fiscal year. Expenditures increased approximately 
$3,435,700 to nearly $23,076,000 primarily due to the continued construction of the Public 
Safety Center. 
 
Non-Major Governmental Funds.  These funds are used to account for the proceeds of 
specific revenue sources that are legally restricted to expenditures for specified purposes.  
The total ending fund balances for these funds was approximately $17,787,200 at June 30, 
2011, a decrease of nearly $1,793,700.  An increase in construction activity coupled with 
tighter cash management practices contributed to the decrease in fund balance. 
 
Proprietary funds.  The City’s proprietary fund statements provide the same type of 
information found in the government-wide financial statements, but in more detail. 
  
Wastewater Enterprise Fund.  This fund is used to account for activities where fees are 
charged to external users for wastewater services.  Net assets decreased by approximately 
$3,785,500 in FY2010-2011.  The ending unrestricted net assets of nearly $21,592,100 will 
be used to satisfy the $11,038,654 outstanding debt to San Diego Metro Wastewater as 
well as funding ongoing sewer activities and future capital needs. 

 
Key elements of the net assets decrease are: 
 
• Charges for services declined approximately $484,900 because of a combination of 

fluctuations in sewer fees based on the previous winter months’ water usage, a 
continuing decline in overall water usage, and an increase in delinquent accounts due to 
the continued high unemployment rate. 
 

• Expenses outpaced revenues again this fiscal year.  There has been no increase in the 
sewer rates in over ten years, although one was adopted by the City Council 
subsequent to June 30, 2011. 
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Wastewater Enterprise Fund: Revenues and Expenses 

Internal Service Funds.  These funds are used to account for the financing of goods or 
services provided by one fund/department to another fund/department on a cost-
reimbursement basis. The internal service funds reported an increase of $1,433,497 in total 
net assets from the prior fiscal year.  This increase is primarily due to the Vehicle & 
Equipment Replacement fund and the Self Insurance fund operations.  
 
 
GENERAL FUND BUDGETARY HIGHLIGHTS 
 
The original budget passed by the City Council anticipated General Fund revenues of 
approximately $50,233,500 and expenditures of approximately $54,543,100. During the 
fiscal year there were several budget amendments as depicted in the following graphs and 
discussed further below. 
 

Comparison of General Fund Revenues: Budget vs. Actual 
For the Fiscal Year Ended June 30, 2011 
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As discussed in earlier pages and portrayed in the graph above, actual revenues exceeded 
expectations.  Conversely, actual expenditures were less than anticipated.  The 
combination contributed to the increase in the General Fund fund balance for fiscal year 
2010-2011. 
 

Comparison of General Fund Expenditures:  Budget vs. Actual 
For the Fiscal Year Ended June 30, 2011 

 
There was little variation between the original expenditure budget and final budget except 
for other financing uses.  The City was able to contribute funding, that was not anticipated 
when the budget was adopted, to the vehicle and equipment replacement fund and City CIP 
late in the fiscal year when it became apparent revenues were going to exceed 
expectations. 
 
The Budgetary Comparison Schedule showing more details of the General Fund original 
and final budgets can be found in the Required Supplementary Information section 
beginning on page F-1 of this report. 
 
 
CAPITAL ASSET AND DEBT ADMINISTRATION 
 
Capital assets.  The City’s investment in capital assets as of June 30, 2011, totaled over 
$266,009,500, an approximate increase of $27,789,600 from the prior year.  Major capital 
asset transactions during the current fiscal year included the following: 
 
• Governmental activities construction in progress increased by approximately 

$30,331,300, primarily attributable to the new Public Safety Center under construction.  
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City of El Cajon Capital Assets (net of depreciation) 
Comparative Data as of June 30 

      
 Governmental activities  Business-type activities  Total 
 2011 2010  2011 2010  2011 2010 
Land $ 14,009,227 $ 14,131,727  $       82,300 $     82,300  $ 14,091,527 $ 14,214,027 
Rights of way 31,190,652 31,190,652  - -  31,190,652 31,190,652 
Construction in  
 Progress 61,595,250 31,263,916  558,844 425,934  62,154,094 31,689,855 
Land improvements 2,693,518 2,135,149  - -  2,693,518 2,135,149 
Buildings & improve.  13,739,936 12,911,339  209,474 216,697  13,949,410 13,128,037 
Machinery &  equip.  3,596,117 3,927,522  1,222,880 1,182,456  4,818,997 5,114,977 
Interest in Mission 
 Gorge Mains - -  8,830,921 9,514,899  8,830,921 9,104,899 
Infrastructure 90,774,128 93,998,078  37,506,293 36,736,641  128,280,421 130,734,719 
  Total $217,598,828 $189,558,383  $ 48,410,712 $ 47,663,922  $266,009,540 $237,222,315 

 
Additional information on the City’s capital assets can be found in Note F beginning on page 
E-16 of this report. 
 
Long-term debt.  At the end of the current fiscal year, the City had combined outstanding 
long-term liabilities (net of unamortized discount or premium) of approximately 
$112,039,500.  Bonded debt accounts for nearly $90,929,300, an obligation to San Diego 
Metro Wastewater totals $11,038,654. The City’s business-type activities currently do not 
have any long-term bonded debt.   
 

City of El Cajon Long-Term Debt (net of unamortized premium or discount) 
Comparative Data as of June 30 

      
 Governmental activities  Business-type activities  Total 
 2011 2010  2011 2010  2011 2010 
Compensated 
 absences $  7,612,555 $  7,738,445  $    314,987 $    323,373  $  7,927,542 $  8,061,818 
Claims payable 1,586,000 1,413,000  - -  1,586,000 1,413,000 
Tax allocation bonds 65,206,839 66,417,313  - -  65,206,839 66,417,313 
Revenue bonds 25,772,488 25,900,818  - -  25,772,488 25,900,818 
Notes payable 508,000 565,000  - -  508,000 565,000 
Obligation due to SD 
 Metro Wastewater - -  11,038,654 11,038,654  11,038,654 11,038,654 
  Total $100,685,882 $102,034,576  $11,353,641 $11,362,027  $112,039,523 $113,396,603 

 
Claims payable increased based upon the most recent biennial actuarial evaluation of the 
City’s self-insurance fund. Additional information on the City’s long-term debt can be found 
in Note I beginning on page E-20 of this report. 
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGET 
 
The following factors were considered when preparing the City’s general fund budget for 
fiscal year 2011-2012: 
 
• The USD Index of leading economic indicators has been erratic in recent months.  This 

is symptomatic of the uncertainty in the economy at this point.  The news has been 
generally positive.  But the good news is countered by possible negative developments, 
including continued weakness in the housing market, international economic concerns, 
and fiscal problems at all levels of government.  Perhaps the biggest concern is the 
sharp drop in the perception that people have about the direction of the country as the 
weak economy takes its toll. 
 

• The FY2011-2012 general fund budget expects revenues to increase modestly, 1%, 
over the estimated actual revenues for fiscal year 2010-2011 at the time of budget 
adoption. 

  
• The general fund expenditure budget for FY2011-2012 reflects a 2.7% decrease from 

the FY2010-2011 final expenditure budget.  The largest single factor contributing to the 
decrease is the temporary suspension of a contribution to the vehicle and equipment 
replacement fund for fiscal year 2011-2012. 
 

 
REQUESTS FOR INFORMATION 
 
This Comprehensive Annual Financial Report is intended to provide citizens, taxpayers, 
investors, and creditors with a general overview of the City’s finances.  If you have any 
questions about this report, need additional financial information, or would like to obtain 
Redevelopment Agency financial statements, contact the City of El Cajon Finance 
Department, 200 Civic Center Way, El Cajon, CA  92020, (619) 441-1721 or visit the City’s 
web site at www.cityofelcajon.us. 
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Governmental Business-type

Activities Activities 2011 2010

Assets:
Cash and investments (note B) 70,638,090$     20,610,430$    91,248,520$       99,773,443$    
Cash and investments with fiscal agent (note B) 9,394,924 -                      9,394,924 24,528,546
Receivables:

Accounts, net of allowance for bad debt (note C) 740,087 1,685,580 2,425,667 2,296,752
Interest 201,789 54,146 255,935 461,725
Taxes 3,707,793 6,588 3,714,381 2,439,678
Intergovernmental 1,197,245 31,041 1,228,286 1,302,786
Loans (note D) 20,366,347 -                      20,366,347 18,218,883

Prepaid items 499,319            -                      499,319 308,613
Deposits 4,262,919         -                      4,262,919 11,610
Prepaid capital asset 600,679            -                      600,679 -                       
Land held for resale 20,039,418       -                      20,039,418 23,301,782
Capital assets, not being depreciated (note F):

Land 14,009,227       82,300 14,091,527 14,214,027
Rights of way 31,190,652       -                      31,190,652 31,190,652
Construction in progress 61,595,250       558,844 62,154,094 31,689,855

Capital assets, being depreciated, net  (note F):
Land improvements 2,693,518         -                      2,693,518 2,135,149
Buildings and improvements 13,739,936       209,474 13,949,410 13,128,037
Machinery and equipment 3,596,117         1,222,880 4,818,997 5,114,977
Interest in Mission Gorge Mains -                        8,830,921 8,830,921 9,014,899
Infrastructure 90,774,128       37,506,293 128,280,421 130,734,719

Unamortized bond issuance cost 667,616            -                      667,616 711,508
Total assets 349,915,054 70,798,497 420,713,551 410,577,641

Liabilities:
Accounts payable 4,564,052 413,013 4,977,065 7,279,245
Accrued liabilities 2,085,447 -                      2,085,447 2,337,820
Arbitrage rebate payable 26,812 -                      26,812 159,479
Deposits payable 346,852 67,629 414,481 430,178
Unearned revenue 111,981 -                      111,981 139,129
Accrued interest payable 1,265,355 -                      1,265,355 1,278,974
Long-term liabilities (note I):

Due within one year 3,745,443 78,747 3,824,190 3,843,147
Due in more than one year, 

net of unamortized discount or premium 96,940,439 11,274,894 108,215,333 109,553,456
Total liabilities 109,086,381 11,834,283 120,920,664 125,021,428

Net assets:
Invested in capital assets, net of related debt 184,845,829 37,372,058 222,217,887 208,504,453
Restricted for:

Public safety facility project fund 14,918,040 -                      14,918,040 16,657,442
Public safety 1,309,403 -                      1,309,403 1,319,235
Public works 2,158,846 -                      2,158,846 3,239,587
Parks and recreation 399,981 -                      399,981 332,114           
Community development 11,301,234 -                      11,301,234 12,166,615
Redevelopment activities 23,707,342 -                      23,707,342 21,676,556
Debt service 6,364,058 -                      6,364,058 7,872,035

Unrestricted (4,176,060) 21,592,156 17,416,096 13,788,176
Total net assets 240,828,673$   58,964,214$    299,792,887$     285,556,213$   

Totals

CITY OF EL CAJON
Statement of Net Assets

June 30, 2011
(With Prior Year Data for Comparison Purposes Only)

The accompanying notes are an integral part of these financial statements.
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Operating
Charges for Grants and

Functions/Programs: Expenses Services Contributions
Governmental activities:

General government 6,496,555$          1,124,121$      -$                      
Public safety 37,649,169          5,039,668        1,376,275         
Public works 10,695,592          1,477,824        2,742,146         
Parks and recreation 4,811,375            657,618           3,000                
Community development 7,085,610            1,172,847        2,705,924         

Interest on long-term debt 4,426,180            -                       -                        

Total government activities 71,164,481          9,472,078        6,827,345         

Business-type activities:
Wastewater 15,413,470          11,456,017      -                        

Total business-type activities 15,413,470          11,456,017      -                        

Total 86,577,951$       20,928,095$   6,827,345$       

General revenues:
Taxes

Property taxes
Sales taxes
Franchise taxes
Transient lodging taxes
Business license taxes

Intergovernmental (unrestricted)
Investment earnings
Other

Special item - net gain on sale of properties
Transfers

Total general revenues and transfers

Change in net assets

Net assets, beginning

Net assets, ending

                     Program Revenues         

CITY OF EL CAJON
Statement of Activities

For the fiscal year ended June 30, 2011
(With Prior Year Data For Comparison Purposes Only)

The accompanying notes are an integral part of these financial statements.
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Capital  
Grants and Governmental Business-type

Contributions Activities Activities 2011 2010

-$                     (5,372,434)$       -$                        (5,372,434)$      (5,471,928)$        
7,830,424        (23,402,802)       -                          (23,402,802)      (23,284,542)        
3,012,309        (3,463,313)         -                          (3,463,313)        (2,011,794)          

260,158           (3,890,599)         -                          (3,890,599)        (4,301,116)          
187,407           (3,019,432)         -                          (3,019,432)        (6,101,194)          

-                       (4,426,180)         -                          (4,426,180)        (4,145,067)          

11,290,298      (43,574,760)       -                          (43,574,760)      (45,315,641)        

-                       -                         (3,957,453)          (3,957,453)        (3,498,946)          

-                       -                         (3,957,453)          (3,957,453)        (3,498,946)          

11,290,298$    (43,574,760)       (3,957,453)        (47,532,213)    (48,814,587)        

28,873,349        -                          28,873,349       28,896,570         
22,278,251        -                          22,278,251       19,148,882         
5,163,453          -                          5,163,453         4,630,306           

900,298             -                          900,298            824,676              
751,196             -                          751,196            744,613              
502,955             -                          502,955            289,199              
234,385             160,435               394,820            746,416              
646,937             90,143                 737,080            819,160              

2,167,485          -                          2,167,485         -                          
78,697               (78,697)               -                        -                          

61,597,006        171,881               61,768,887       56,099,822         

18,022,246        (3,785,572)          14,236,674       7,285,235           

222,806,427      62,749,786          285,556,213     278,270,978       

240,828,673$    58,964,214$       299,792,887$  285,556,213$     

Net (Expenses) Revenues and 
                          Changes in Net Assets

Totals

The accompanying notes are an integral part of these financial statements.
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Special Revenue Debt Service
Redevelopment Redevelopment

General Agency Agency
Assets:

Cash and investments (note B) 19,009,002$  9,446,217$         3,747,987$      
Cash and investments with fiscal agent (note B) -                    839,299              597,046           
Receivables:

Accounts (note C) 311,074         -                         -                       
Interest 77,630           23,543                11,157             
Taxes 2,880,999      47,324                189,294           
Intergovernmental 250,636         -                         -                       
Loans -                    9,667,392           -                       

Due from other funds (note H) 216,133         -                         -                       
Deposits 11,610           4,251,309           -                       
Land held for resale -                    -                         -                       
Due from Redevelopment Agency (note E) 3,850,000      -                         -                       

Total assets 26,607,084$ 24,275,084$      4,545,484$      

Liabilities:
Accounts payable 609,481$       11,289$              772,430$         
Accrued liabilities 1,773,721      12,958                -                       
Arbitrage rebate payable -                    -                         26,812             
Due to other funds (note H) -                    -                         -                       
Deposits 293,422         -                         -                       
Deferred revenue (note G) 3,851,365      543,495              -                       
Due to City (note E) -                    -                         -                       

Total liabilities 6,527,989      567,742              799,242           

Fund balances:
Nonspendable

Deposits 11,610           -                         -                       
Restricted

Animal shelter -                    -                         -                       
Animal shelter project -                    -                         -                       
Community development -                    -                         -                       
Debt service -                    839,299              -                       
Loans receivable (note D) -                    9,123,897           -                       
Land held for resale -                    4,251,309           -                       
Low and moderate income housing -                    9,492,837           -                       
Public safety -                    -                         -                       
Public works project -                    -                         -                       
RTCIP impact fee -                    -                         -                       
Streets projects -                    -                         -                       

Committed 10,058,304    -                         -                       
Assigned

Capital projects -                    -                         -                       
Debt service -                    -                         3,746,242        
Emergency medical services -                    -                         -                       
Recreation programs -                    -                         -                       

Unassigned 10,009,181    -                         -                       
Total fund balances 20,079,095    23,707,342         3,746,242        

Total liabilities and fund balances 26,607,084$ 24,275,084$      4,545,484$      

CITY OF EL CAJON
Balance Sheet

Governmental Funds
June 30, 2011

The accompanying notes are an integral part of these financial statements.
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embargoes; lack of transportation; governmental restrictions or pnonty; litigation; unusually
severe weather; inability to secure necessary labor, materials or tools; delays of any contractor,
subcontractor or supplier; acts or omissions of the other party; or acts or failures to act of the
City or Agency or any other public or governmental agency or entity. Notwithstanding anything
to the contrary in this Agreement, an extension of time for any such cause shall be for the period
of the enforced delay and shall commence to run from the time of the commencement of the
cause, if notice by the party claiming such extension is sent to the other party within ten (10)
days of the commencement of the cause. Subject to the second sentence of Section 2.4, times of
performance under this Agreement may also be extended in writing by the mutual agreement of
the Agency and Developer. Notwithstanding any provision of this Agreement to the contrary,
the lack of funding or difficulty obtaining financing to complete the Project shall not constitute
grounds for enforced delay pursuant to this Section 9.2.

9.3 Non-Liability of Officials and Employees of Agency to the Developer.
No member, official, director, officer, agent, or employee of Agency shall be personally liable to
the Developer, or any successor in interest of the Developer, in the event of any Default or
breach by Agency or for any amount which may become due to the Developer or Developer's
-successors, or on any obligations under the terms ofthis Agreement.

9.4 . Relationship Between Agency and Developer. It is hereby acknowledged that the
relationship between the Agency and Developer is not that of a partnership or joint venture and
that the Agency and the Developer shall not be deemed or construed for any purpose to be the
agent of the other.

9.5 Agency Approvals and Actions. The Agency shall maintain the authority to
implement this Agreement on behalf of the Agency through the Agency Executive Director
(or his or her duly authorized representative). The Agency Executive Director shall have the
authority to issue interpretations, waive provisions, and/or enter into certain amendments of this
Agreement on behalf of the Agency so long as such actions do not materially or substantially
change the uses or development permitted on the Site and in the Building, or add to the costs
incurred or to be incurred by the Agency. All other material and/or substantive interpretations,
waivers, or amendments shall require the consideration, action and written consent of the
Agency Board.

9.6 ,Counterparts. This Agreement may be signed in multiple counterparts which,
when signed by all parties, shall constitute a binding agreement.

9.7 Integration. This Agreement, including the Attachments hereto, contains the
entire understanding between the parties relating to the transaction contemplated by this
Agreement, notwithstanding any previous negotiations or agreements between the parties or their
predecessors in interest with respect to all or any part of the subject matter hereof. All prior or
contemporaneous agreements, understandings, representations and statements, oral or written,
are merged in this Agreement and shall be of no further force or effect. Each party is entering
this Agreement based solely upon the representations set forth herein and upon each party's own
independent investigation of any and all facts such party deems material.



9.8 Attorneys' Fees. In any action between the parties to interpret, enforce, reform,
modify, rescind, or otherwise in connection with any of the terms or provisions of this
Agreement, the prevailing party in the action shall be entitled to its reasonable costs and
expenses including, without limitation, litigation costs and reasonable attorneys' fees.

9.9 Titles and Captions. Titles and captions are for convenience of reference only and
do not define, describe or limit the scope or the intent of this Agreement or of 3-11Y of its terms.
References to section numbers are to sections in this Agreement, unless expressly stated
otherwise.

9.10 Interpretation. As used in this Agreement, masculine, feminine or neuter gender
and the singular or plural number shall each be deemed to include the others where and when the
context so dictates. The word "including" shall be construed as if followed by the words
"without limitation." This Agreement shall be interpreted as though prepared jointly by both
parties.

9.11 Modifications. Any alteration, change or modification of or to this Agreement, in
order to become effective, shall be made in writing and in each instance signed on behalf of each
party.

,9.12 Severability. If any term, provision, condition or covenant of this Agreement or
its application to· any party or circumstances shall be held, to any extent, invalid or
unenforceable, the remainder of this Agreement, or the application of the term, provision,
condition or covenant to persons or circumstances other than those as to whom or which it is
held invalid or unenforceable, shall not be affected, and shall be valid and enforceable to the
fullest extent permitted by law and consistent with the mutual intent of the parties as expressed
herein.

9.13 Computation of Time. The .time in which any act is to be done under this
Agreement is computed by excluding the first day, and including the last day, unless the last day
is a holiday or Saturday or Sunday, and then that day is also excluded. The term "holiday" shall
mean all holidays as specified in Section 6700 and 6701 of the California Government Code. If
any act is to be done by a particular time during a day, that time shall be the applicable time of
day in the Pacific Time Zone.

9.14 Legal Advice. Each party represents and warrants to the other the following: it
has carefully read this Agreement, and in signing this Agreement, it does so with full knowledge
of any right which it may have; it has received independent legal advice from its legal counsel as
to the matters set forth in this Agreement, or has knowingly chosen not to consult legal counsel
as to the matters set forth in this Agreement; and, it has freely signed this Agreement without any
reliance upon any agreement, promise, statement or representation by or on behalf of the other
party, or its agents, employees, or attorneys, except as specifically set forth in this Agreement,
and without duress or coercion, whether economic or otherwise.
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9.15 Time of Essence. Time is expressly made of the essence with respect to the
performance by the Agency and Developer of each and every obligation and condition of this
Agreement.

9.16 Conflicts ofInterest. No member, official or employee of the Agency shall have
any personal interest, direct or indirect, in this Agreement, nor shall any such member, official or
employee participate in any decision relating to the Agreement which affects his personal
interests or the interests of any corporation, partnership or association in which he is directly or
indirectly interested.

9.17 Third Party Beneficiaries. With the exception of the provisions in Sections 2.7.5,
6.1, 8, and 9.19 that benefit, and are enforceable by, the City, there are no intended third party
beneficiaries to this Agreement

9.18 Corporate Authority. The person(s) executing this Agreement on behalf of each
of the parties hereto represent and warrant that: (i) such party is duly organized and existing; (ii)
they are duly authorized to execute and deliver this Agreement on behalf of said party; (iii) by so
executing this Agreement such party is formally bound to the provisions of this Agreement;. and.
(iv) the entering into this Agreement does not violate any provision of any other agreement to
which such party is bound.

9.19 . Covenant to Not Cause Violation of Statutes Relating to Direct Assistance by
Agency. Developer represents and warrants that it is using the Agency Loan for the sale and
exclusive purpose of causing the construction of the Project and for no other purpose and that the
Agency Loan shall not be used in a maruier that would constitute a violation of Health & Safety
Code Section 33426.5. Developer further agrees to indemnify, defend, and hold harmless the
Agency and City from and against any claims, proceedings, losses, costs, or expenses incurred as
a result of any such violation arising out of actions by Developer.

[Remainder of Page Left Blank; Signatures on Following Page]
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IN WITNESS WHEREOF, Developer and Agency each hereby represents that it
has read this Agreement, understands it, and hereby executes this Agreement to be effective as of
the day and year first written above.

Date: /n"vu-IA q ,2011

"Developer"

JKC Palm Springs Automotive, Inc. a

Californi~p~~r.:_~
BY·~~~---···~~~-----.~-' ./' d'"

It<P;;K~+>,,}.~(\J)

"Agency"

Date: M~vcJh 9 ,2011

EL CAJON REDEVELOPMENT
AGENCY, a public body, corporate and
politic

e Director

APPROVED AS TO CONTENT:

Melissa Ayres .. v
Director, Community Development

APPROVED AS TO FORM:
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ATTACHMENT "1"

LEGAL DESCRIPTION OF SITE

PARCEL 1 OF PARCEL MAP NO. 15479, IN THE CITY OF EL CAJON, COUNTY OF SAN
DIEGO, STATE OF CALIFORNIA, ACCORDING TO THE MAY THEREOF FILED IN THE
OFFICE OF THE COUNTY RECORDER OF SAN DIEGO COUNTY, DECEMBER 1, 1988,
AS FILE NO. 88-615273 OF OFFICIAL RECORDS.

ASSESSOR' S PARCEL NUMBER: 482-260-17-00.

ATTACHMENT 1



ATTACHMENT "2"

SCOPE OF DEVELOPMENT

Scope of Work for the Project includes:

Site:

Remove existing Saturn Display and Entry canopies, security wall, trash enclosure and gate from
north site area. Provide new wall, trash and recyc1ables enclosure and gate as shown" and
reconfigure parking in this area.

Remove existing paving and curbs in northwest quadrant of the site, re-grade and install new
curbs and paving.

Remove existing car wash enclosure and provide new enclosure.

Kia Dealership Building - Interior:

Reconfigure interior walls and millwork.

In-fill recessed showroom floor.

Provide new wall, floor and ceiling finishes throughout to KiaUSA standards, which includes
dividing existing F&I office into one office, combining two sales offices into one Sales Manager
Office with additional windows, reconfiguring the entire showroom with new Kia furniture and
millwork, and reconfiguring the Retail Parts area with new displays, millwork and cabinets.

Provide new light fixtures and HVAC diffusers in the customer contact areas.

Provide new plumbing fixtures, lights and finishes in the public restrooms.

Re-roofthe entire dealership.

In-fill the open roof in the service bay area, providing skylights and new HVAC per Code.

IDa Dealership Building - Exterior:

As required, remove existing stucco on west fayade of building.

Remove a concrete masonry wall segment and provide additional window in west fayade.

Provide new exterior finishes on west fayade, returning along north and south fayades a limited
distance, to include aluminum composite metal panels, clear anodized curtainwall with clear and
spandrel glass.

Paint all existing walls per KiaUSA standards.

Install new signage as approved.

ATTACHMENT 2



ATTACHMENT "3"

SCHEDULE OF PERFORlvfAJ."lCE

Item ofPerformauce Time for Completion

l. Developer's execution and acknowledgement Concurrently with Developer's execution of
of the Operating Covenant; execution and Agreement.
recording of the Leasehold Deed of Trust.

2. Agency recordation of the Operating Withinfive (5) days after Effective Date.
Covenant.

3. Developer's preparation and submission of Within three (3) months of effective date of OPA.
Developer Applications, including a complete
application for a Site Development Permit
(SDPA) or amended CUP, as applicable,
which shall include:

.. Detailed Site Plans.. Revised Site Plans

.. Lighting Plans (photometric)

.. "Conceptual" Landscaping Plans

.. Preliminary Grading Plans

.. "Conceptual" Floor Plans

.. "Conceptual" Elevations

4. Review of Developer Applications by Agency will use reasonable efforts to cause such
applicable City departments and provision of review, and to obtain and provide to Developer
any comments to Developer. any comments, within in one (1) month of

Developer's submittal of items listed in No.3
above.

5. Developer to revise and resubmit (as Within three (3) weeks of receipt of status letter in
necessary to address City comments) No.4 above.
Developer Applications.

6. Re-review ofDeveloper Applications by Within three (3) weeks ofDeveloper's submittal
applicable City departments and preparation of items listed in No.5 above.
of conditions of approvaL

7. Planning Commission hearing and Within four (4) weeks of a completed application.
consideration of Developer Applications, if
applicable.

8. Developer's submission of application for Within one (1) year ofleceipt of Planning
building permits. approval.

9. Plan check review by applicable City Agency will use reasonable efforts to cause such
departments and preparation of any review, and to obtain and provide to Developer
corrections to Developer. any corrections, within three (3) weeks of

Developer's submittal of items listed in No.8
above.

ATTACHMENT 3
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Item ofPerformance Time for Completion

10. Developer to correct and resubmit (as Within thirty (30) days of receipt of comments
I necessary to address Cit'J comments) plans. received in No.9 above.

11. Plan check re-review by applicable City Agency will use reasonable efforts to cause such
departments; Developer obtains issuance of re-review and the issuance of building permits (if
building permits (ifDeveloper is entitled to Developer is entitled to issnance) within three (3)
issnance). weeks of Developer's submittal of items listed in

No. 10 above.

12. Developer performs demolition portion of Within three (3) weeks of approval of building .
Project. permits.

13. Developer constructs Project. Within six (6) months of issuance of bUil~ing
permits.

14. Developer obtains certificate of occupancy for Upon completion of the Project.
Project.

«~~

This Schedule of Performance represents the parties' target dates. However, subject to Section
2.4 of the Agreement, this Schedule of Performance may be adjusted by the Agency Executive
Director so long as Developer moves the Project "forward and obtains a certificate of occupancy
for the Project by no later than twelve (12) months from the Effective Date. This Schedule of
Performance does not include the time of performance for all obligations arising under the
Agreement; rather this schedule focuses only on ,the development schedule of the Project. The
.parties are referred to the Agreement for the total description of the parties'obligations and times
for performance of matters not identified in this Schedule. The Developer understands that
obligations contained in the Agreement may be conditions precedent to the Agency's obligations
under this schedule.

Nothing herein shall be construed to limit the City's legislative authority, which City may
exercise in City's sole and absolute discretion. In all cases where City action is required, Agency
shall use reasonable efforts to cause City to take such action in the time prescribed herein.

ATTACHMENT 3
-2-



ATTACHMENT "4"

RELEASE OF CONSTRUCTION COVENANTS

[See Following Document]
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RECORDING REQUESTED BY AND
VlHEN RECORDED MAIL TO:

JKC Palm Springs Automotive, Inc.

Mailing address.

Attention:

[Space above for Recorder,]This document is exempt from the payment of a recording fee
pursuant to Government Code Section 27383.

,RELEASE OF CONSTRUCTION COVENANTS

This RELEASE OF CONSTRUCTION COVENANTS (the "Release") is made by the
EL CAJON REDEVELOPMENT AGENCY, a public body, corporate and politic (the
"Agency"), in favor of JKC Palm Springs Automotive, Inc., a California corporation (the
"Developer"), as of the date set forth b\:~low.

RECITALS

A. The Agency and Developer have entered into that certain Owner Participation
Agreement (the "OPA") dated March 9, 2011 concerning the redevelopment of certain real
property situated in the City ofEl Cajon, California, as more fully described in Exhibit "A"
attached hereto and made a part hereof (the "Site"). .

B. As referenced in Section 2.8 of the OPA, the Agency is authorized and required to
furnish the Developer or its successors with a Release of Construction Covenants upon
completion of construction ofthe "Project" (as defined in the OPA), which Release is required to
be in such fonn as to permit it to be recorded in the Recorder's office of San Diego County. This
Release is conclusive determination of satisfactory completion of the construction and
development of the Project.

C. The Agency has conclusively determined that construction and development of
the Project has been satisfactorily completed.

NOW, THEREFORE, the Agency hereby certifies as follows:

1. The Project to be constructed by the Developer has been satisfactorily completed
in accordance with the provisions of said OPA.

2. This Release of Construction Covenants shall not constitute evidence of
compliance with, or satisfaction of, any obligation of the Developer to any holder of a mortgage,
or any insurer of a mortgage, securing money loaned to finance the Project or any part thereof.
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3. This Release of Construction Covenants is the release of construction covenants
referred to in, and satisfies the requirements of, Section 2.8 of the OPA for construction of the
Project.

4. This Release of Construction Covenants is not a Notice of Completion as referred
to in California Civil Code Section 3093.

5. Except as stated herein, nothing contained in this instrument shall modify in any
way any other provisions of the OPA or any other provisions of any other documents executed
pursuant to the OPA, all of which shall remain enforceable according to their terms of the
documents incorporated therein.

BY WITNESS WHEREOF, the Agency and the Developer have signed this Release of
Construction Covenants as of the respective dates set forth below.

Date: ' 2011

Date:.__-:. ~__, 2011

ATTEST:

Kathie Rutledge, Agency Secretary

APPROVED AS TO FORM:

Morgan 1. Foley
City Attorney!Agency Counsel

-2-

"Developer"

JKC Palm Springs Automotive, Inc., a
California corporation

By: _
Its: _

'.'Agency"

EL CAJON REDEVELOPMENT
AGENCY, a public body, corporate and
politic

By: ~

Kathi J. Hemy, Executive Director



ACK1~OvVLEDGlYIENT

State of California,

County of San Diego

On before me, , (insert
name and title of the officer) personally appeared --'-_
who proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) is/are
subscribed to the within instrument and acknowledged to me that helshe/they executed the same
in hisfher/their authorized capacity(ies), and that by hisfherltheir signature(s) on the instrument
the person(s), or the entity upon behalf of which the person(s) acted, executed the instrument.

I certify under PENALTY OF PERJURY under the laws of the State of California that the
foregoing paragraph is true and correct.

WITNESS my hand and official seal.

Signature of N 6tary

ACKNOWLEDGMENT

State of California,

County of San Diego

On before me, , (insert
name and title ofthe officer) personally appeared ,
who proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) is/are
subscribed to the within instrument and acknowledged to me that he/she/they executed the same
in hisfhedtheir authorized capacity(ies), and that by his/her/their signature(s) on the instrument
the person(s), or the entity upon behalf of which the person(s) acted, executed the instrument.

I certify under PENALTY OF PERJURY under the laws of the State of California that the
foregoing paragraph is true and correct.

WITNESS my hand and official seal.

Signature of Notary
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EXHIBIT "A"

LEGAL DESCRIPTION OF SITE

All that property located in the City of E1 Cajon, County of San Diego, State of
California, described as follows:

PARCEL 1 OF PARCEL MAP NO. 15479, IN THE CITY OF EL CAJON, COUNTY OF SAN
DIEGO, STATE OF CALIFORNIA, ACCORDING TO THE MAP THEREOF FILED IN THE
OFFICE OF THE COUNTY RECORDER OF SAN DIEGO COUNTY, DECEMBER 1, 1988,
AS FILE NO. 88-615273 OF OFFICIAL RECORDS.

ASSESSOR'S PARCEL NUMBERS: 482-260-17-00
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ATTACHMENT "5"

LIST OF ELIGIBLE COSTS

Exterior Renovations

Signage

ATTACHMENT 5

$540,000.00

$110,000.00



ATTACHMENT "6"

PROMISSORY NOTE

[See Following Document]
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PROMISSORY NOTE SECURED BY DEED OF TRUST "VITH
ASSIGNMENT OF RENTS AND RIDER ATTACHED HERETO

________, 2011 CNote Date")

FOR VALUE RECEIVED, the undersigned, JKC Palm Springs Automotive, Inc.,
hereinafter referred to as "Borrower," promises to pay to the EL CAJON REDEVELOPMENT
AGENCY, a public body, corporate and politic, hereinafter referred to as "Agency," so much
principal as may be outstanding in accordance with the terms of this Promissory Note (the
"Note") and that certain Leasehold Deed of Trust of even date hereof, by and between Borrower
and Agency (as these documents may be amended, supplemented, replaced, or otherwise
modified from time to time), not exceeding SIX HUNDRED FIFTY THOUSAND DOLLARS

. ($650,000), plus accrued interest on the unpaid principal, plus such other costs, charges, and fees
which may be owing from time to time, all subject to the terms, conditions, and provisions
hereinafter set forth.

Reference is made to:

(i) The Redevelopment Plan for the El Cajon Redevelopment Project Area, which is
incorporated herein by reference as though fully set forth.

(ii) That certain Owner Participation Agreement by and between Borrower and
Agency, dated on or about March 9, 2011 ("OPA") which sets forth terms and conditions for
Borrower's redevelopment of a site within the Project Area and the City ofEl Cajon addressed as
541 North Johnson Avenue, El Cajon, California, as more particularly described in the legal
description attached as Attachment 1 to the OPA (the "Site"). The OPA is incorporated herein
by reference as though fully set forth herein.

(iii) That certain Operating Covenant in the form attached to the OPA as Attachment 8
to be executed by and between Agency and Borrower concurrently with the execution hereof and
recorded against the Site (the "Operating Covenant"). The Operating Covenant is incorporated
herein by this reference as though fully set forth herein.

1. Principal Amount; Interest Amount. The principal amount of the
Agency's loan to Borrower (the "Agency Loan") is up to SIX HUNDRED FIFTY THOUSAND
DOLLARS ($650,000) ("Loan Amount"), which Agency shall disburse to Borrower in
accordance with the· provisions of Section 3 of the OPA. Interest shall accrue on the outstanding
principal balance at three percent (3%) per annum during the term hereof, starting on the first
day of the fourth (4th

) Operating Year following the recordation of the Release of Construction
Covenants, as defined in the Owner Participation Agreement. Interest shall accrue as set forth in
Paragraph 4 in the event of a Borrower default.

2. Term of Promissory Note. Subject to the provisions of Paragraph 4
herein, which provide for acceleration of the then outstanding principal and accrued interest and
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immediate payment thereof in the event of a default by Borrower, the term of this Note shall
commence on the date hereof and continue until the date the Operating Covenant terminates.

3. Repayment. Repayment shall not commence until after the fourth (4th
)

Operating Year. Annual installments of ~rincipal and interest, if any, shall be made by Borrower
to Agency not later than the sixtieth (60 t

) day of the Operating Year. Borrower's obligation to
pay principal and interest shall be subject to the following: Starting in the fifth (5 th

) Operating
Year following recordation of the Release of Construction Covenants as the term is defined in
the OPA, and each year thereafter for the Term of this Note, the Agency shall forgive first
accrued interest, then principal, on the Agency Loan in an amount equal to one hundred percent
(100%) of the "Net Sales Taxes From the Site" generated on tile Site during the previous
Operating Year. As used herein, the term "Net Sales Taxes from the Site" shall mean the "Sales
Taxes From the Site" as defined below. Operating Year shall mean the first twelve full months
following the recordation of the Release of Construction Covenants and each subsequent twelve
full months the Operating Covenant is in pla'ce.

a. As used herein, the term "Sales Taxes From the Site" means the
amount equal to the sales and use taxes that are -generated from sales occurring on the Site on
which sales or u~e taxes are imposed purs\lant to applicable California law in each Operating
Year, which are actually received by the City from the State Board of Equalization. In
connection thereWith:

0) BOlTower shall timely report, and shall cause its tenants (if
any) to report all sales and use taxes from the Site to the State' Board of Equalization in
accordance with the laws, rules, and regulations applicable to such reporting.

(ii) Sales Taxes from the Site shall be deemed to have been
paid by the State Board of Equalization to the City if and to the extent the State Board of
Equalization elects to offset the payment of any such Sales Taxes From the Site against any other
obligation of the City.

(iii) Borrower acknowledges that the State Board of
Equalization makes payments to the City based on both actual and anticipated sales and use tax
revenues and that the State Board of Equalization makes periodic reconciliations. The
determination of Sales Taxes from the Site for any annual, quarteIly, or other period shall be
subject to the timing and reconciliation process related to the processing by the State Board of
Equalization of payments of such Sales Taxes From the Site to the City. Any adjustments
resulting from any interim or estimated determination of Sales Taxes From the Site for any
annual, quarterly, or other period shall be reconciled by the pariies as soon aspracticable without
inclusion of, or any obligation to pay, interest.

(iv) Sales Taxes From the Site shall be determined based on
actual amounts received by the City based only on the City's share of the State sales and use tax
applicable to the Site (which, as of the Effective Date, is 1.0% of the taxable amount). Sales
Taxes From the Site shall not include amounts paid to the City by the State Board of
Equalization derived from any sales tax overrides or special tax amounts received by the City,
nor shall include any administrative fees or charges imposed by the State Board of Equalization
that reduce the actual amounts of sales and use taxes received by the City.
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(v) Borrower shall, and shall cause its tenants (if any) to, keep
full and accurate books of account, records, and other pertinent data showing all gross income
eamed upon the Site that is reportable for California sales and use tax purposes, including all
documents required to be maintained by the State of California for sales a.11d use tax purposes.

(vi) Borrower shall furnish, and shall cause its tenants (if any)
to furnish, to Agency true and correct photocopies of its quarterly California sales and use tax
returns at the time each is filed with the State of California, together with a copy of all checks or
wire transfers or other forms of transfer of funds sent for such payment ofsales and use taxes.

b. Borrower shall have the right to prepay all or any portion of this
Note at any time without penalty.

c. ; If, after ten (10) years after the recordation of the Release of
Construction Covenants, the cumulative applicable Net Sales Taxes From the Site has not retired
outstanding principal and accrued interest, then Borrower shall promptly pay the balance of
outstanding principal and accrued interest to Agency.

4. Default; Acceleration; Cross-Default. In the event Borrower is in default
of any of the covenants, terms, or provisions of this Note, the OPA, or the Operating Covenant,
and Borrower fails to timely cure 'such default under the terms of the applicable agreement, it
being understood and agreed by Borrower that a default of this Note, or of the OPA, or of the
Operating COVen311t, shall be a default of all of the foregoing listed documents, then Borrower
shall be in default of this Note and the Loan Amount and ali accrued interest thereon (less the
amount of Sales Taxes generated prior to such time) shall become immediately due and payable.
The rate of interest applicable to periods of default for the defaults set forth in this Paragraph 4
shall be calculated at the lesser of ten percent (10%) per annum or the maximum legal rate, and
shall accrue as of the date such payment was originally due.

5. Additional Terms.

a. All payments shall be first credited to accrued interest, next to
costs, charges, and fees, which may be owing from time to time, and then to principal. All
payments shall be ma9.e in lawful money of the United States. Payments shall be made to
Agency at the address set forth in Paragraph 8 herein or at such other address as Agency oi: the
holder of this Note may direct pursuant to notice delivered to Borrower in accordance with
Paragraph 8.

b. ·Borrower agrees to pay the following costs, expenses, and
reasonable attorney's fees paid or incurred by Agency, or adjudged by the court, in the collection
of amounts in default or other costs incurred as a result of a default by Borrower: (i) reasonable
costs of collections, costs and expenses and attorney's fees paid or incurred in connection with
the collection or enforcement of this Note, whether or not suit is filed; and (ii) costs of suit and
such sums as the court may adjudge as attorney's fees in any action to enforce payment of this
Note or any part of it if Agency prevails in such suit.
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6. Nonassumability. This Note shall not be assumable without the prior,
express, written consent of Agency's Executive Director, which shall not be unreasonably
withheld or delayed.

7. Presentment, Etc. Notwithstanding any other provision herein to the
contrary, to the extent permitted by law Borrower hereby waives the following: (a) notice of
default or delinquency; (b) notice of acceleration; (c) notice of nonpayment; (d) notice of costs,
expenses and losses and interest thereon; (e) notice of interest on interest and late charges; (f)
diligence in taking any action to collect any sums owing under this Note or in proceeding against
any of the rights and presentment for payment, demand, protest, and notices of dishonor and/or
protest; (g) the benefits ofall waivable exemptions; and (h) all defenses and pleas on the grounds
of any extension or extensions of the time of payment or of any due date under this Note, in
whole or in part, whether before or after maturity and with or without notice.

8. Notices. Any notices required by law or this Note shall be given either by:
(i) personal service; (ii) delivery by reputable document delivery service such as Federal Express
that provides a receipt showing date and time of delivery; or (iii) mailing in the United States
mail, certified mail, postage prepaid, return receipt requested. .

To Agency:

With a copy to:

To Developer:

With a copy to:

El Cajon Redevelopment Agency
200 Civic Center Way·
El Cajon, CA 92020.
Phone No.: 619-441-1716
Attention: Executive Director

El Cajon City Attorney
200 Civic Center Way
El Cajon, CA 92020
Phone No.: 619-441-1798
Attention: Morgan Foley, Esq.

JKe Palm Springs Automotive, Inc.
PO Box 25822
Eugene, OR 97402
Phone No.: 541-686-8291
Attention: JoIm P. Kiefe,r

Gardner, Potier, Budge, Splckard & Cascagnette, LLC
725 Country Club Rd.
Eugene, OR 97401
Phone No.: 541-687-9001
Attention: Hamilton W. Budge Jr., Esq.
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Notices personally delivered or delivered by document deliverv service shall be deemed effective
upon receipt. Notices mailed shall be deemed effective on the second business day following
deposit in the United States maiL Either party may designate that notices be sent to other or
additional addresses by complying with the requirements of this section.

9. Litigation. This Note shall be governed by and construed under the
internal laws of the State of California without regard to conflicts of law. The parties agree that
in any litigation between the parties arising out of this Note, the Superior Court of the State of
California in and for the County of San Diego shall have exclusive jurisdiction. Borrower
hereby waives any right to remove any such action from' San Diego County as is otherwise
permitted by California Code of Civil Procedure section 394. The prevailing party in any
litigation between the parties arising out of or connected to this Note, in addition to whatever
other rehefto which the prevailing party is entitled, shall also be entitled to reasonable attorney's
fees, including fees and costs for discovery, and any fees and costs for appeal. In the event of
such legal action, service of process on Agency shall be made in such malli"'1er as provided by law
for service on a California public entity; service of process on Borrower shall be made in such
manner as may be provided for by law, and shall be valid whether made within or without the
State of California. .

10. Waiver. No waiver of any breach, default, or failure of condition under
the terms of this Note, or the obligations secured hereby, shall be implied from any failure of
Agency to take, or any delay by the Agency in taking, action with respect to such breach, default,
or failure from any previous waiver or any similar or unrelated breach, defaUlt, or failure; and a
waiver of any term of this Note must be made in writing -and shall be limited to the express
written terms of such waiver.

11. Time of Essence. Tillie is of the essence in this Note.

12. Severability. In the event that any term or provision of this Note is held to
be unenforceable, the remainder of this Note shall remain in full force and effect to the fullest
extent without inclusion of the unenforceable term or provision.

13. Interpretation. In the event of any conflict between this Note and the
OPA, this Note shall apply. The terms of this Note shall be construed in accordance with the
meaning of the language used and shall not be construed for or against either party by reason of
the authorship of tllis Note or any other rule of construction which might otherwise apply. The
paragraph headings are for purposes of convenience only, and shall not be construed to limit or
extend the meaning of this Note.

14. AssignmeJ]J:. Agency, at its option, may aSSIgn its right to receive
payment under this Note without obtaining the consent of the Borrower or the holder or
beneficiary of the lien of any deed of trust or other security instrument, whether recorded or
unrecorded. Borrower shall not be permitted to assign or transfer this Note or any portion
thereof without the prior express written consent of the Agency Executive Director, which shall
not be unreasonably withheld or delayed.

[Signatures on next page]
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IN \VITNESS WHEREOF, Borrower has executed this Note as of the Note Date.

"Borrower"

JKC Palm Springs, Inc., a California
Corporation

Date:, , 2011

-6-
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Its:



ATTACHMENT "7"

DEED OF TRUST WITH ASSIGNMENT OF RENTS
AND RIDER ATTACHED HERETO

[See Following Document]
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Recording Requested by and
When recorded mail to:
El Cajon Redevelopment Agency
200 Civic Center Way
El Cajon, CA 92020
Attn: Executive Director

SPACE ABOVE THIS LINE FOR RECORDER'S USE
EXEMPT FROM RECORDING FEE PER GOV. CODE SECTION 27383

DEED OF TRUST WITH ASSIGNMENT OF RENTS AND
RIDER ATTACHED HERETO

NOTE: RIDER ATTACHED TO THIS DEED OF TRUST
(Leasehold Deed of Trust)

This DEED OF TRUST WITH ASSIGNMENT OF RENTS AND RlDER ATTACHED
HERETO ("Deed of Trust"), is made , 2011, between JKC Palm
Springs Automotive, Inc., a California corporation, herein called TRUSTOR, whose address is
PO Box 25822, Eugene, OR 97402; , a

corPoration, herein called TRUSTEE, whose address is
_________________, and EL CAJON REDEVELOPMENT
AGENCY, 200 Civic Center Way, El Cajon, California 92020, a public body, corporate and
politic, herein called BENEFICIARY.

WITNESSETH: That Trustor grants to Trustee in trust, with power of sale, Trustor's
leasehold interest in that property in the City of El Cajon, County of San Diego, State of
California, described as:

PARCEL 1 OF PARCEL MAP NO. 15479, IN THE CITY OF £L CAJON, COUNTY OF SAN
DIEGO, STATE OF CALIFORNIA, ACCORDING TO THE MAP THEREOF FILED IN THE
OFFICE OF THE COUNTY RECORDER OF SAN DIEGO COUNTY, DECEMBER 1, 1988,
AS FILE NO. 88-615273 QF OFFICIAL RECORDS.

.ASSESSOR'S PARCEL NUMBER 482-260-17-00.

which Leasehold Interest shall hereafter be referred to as "the Property".

together with the rents, issues and profits thereof, subject, however, to the right, power and
authority hereinafter given to -and conferred upon Beneficiary to collect and apply such rents,
issues and profits for the purpose of securing (1) payment of the sum of up to SIX HUNDRED
FIFTY THOUSAND DOLLARS ($650,000) with interest thereon according to the terms of a
promissory note or notes of even date herewith made by Trustor, payable to order of Beneficiary,
and extensions or renewals thereof; (2) the performance of each agreement of Trustor
incorporated by reference or contained herein; and (3) payment of additional sums and interest
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thereon which may hereafter be loaned to Trustor, or his successors or assigns, when evidenced
by a promissory note or notes reciting that they are secured by this Deed of Trust.

To protect the security of this Deed of Trust, and with respect to the Property above described,
Trustor expressly makes each and all of the agreements, and adopts and agrees to perform and be
bound by each and all of the terms and provisions set forth in subdivision A, and it is mutually
agreed that each and all of the terms and provisions set forth in subdivision B of the fictitious
deed of trust recorded in Orange County August 17, 1964, and in all other counties August 18,
1964, in the book and at the page of Official Records in the office of the county recorder of the
county where said property is located, noted below opposite the name of such county, namely:

COUNTY BOOK PAG COUNTY BOOK PAGE COUNTY BOOK PAGE COUNTY BOOK PAGE
E

Alameda 1288 556 KinRs 858 713 Placer 1028 379 Sierra 38 187
Alpine 3 130- Lake 437 110 Plumas 166 1307 Siskiyou 506 762

31
Amador 133 438 Lassen 192 367 Riverside 3778 347 Solano 1287 621
Butte 1330 513 Los T- 874 Sacramento 5039 124 Sonoma 2067 427

Angeles 3878
Calaveras 185 338 Madera .911 136 San Benito 300 405 - Stanislaus 1970 56
Colusa 323 391 Marin 1849 122 San 6213 768 Sutter 655 585

Bernardino
Contra 4684 1 Mariposa 90 453 San A-804 596 Tehama 457 183
Costa Francisco
Del Norte 101 549 Mendocino 667 99 San 2855 283 Trinity 108 595

Joaquin
EI Dorado 704 635 Merced 1660 753 San Luis 1311 137 Tulare 2530 108

Obispo
Fresno 5052 623 Modoc 191 93 San Mateo 4778 175 Tuolumne 177 160
Glenn 469 76 Mono 69 302 Santa 2065 881 Ventura 2607 237

Barbara
Humboldt 801 83 Monterey 357 239 Santa Clara 6626 664 Yolo 769 16
Imperial 1189 701 Napa' 704 742 SantaCruz 1638 607 Yuba 398 693
Inyo 165 672 Nevada 363 94 Shasta 800 633
Kem 3756 690 Orange 7182 18 San Diego SERIES 5

Book 1964,
Page
149774

shall inure to and bind the parties hereto, with respect to the property above described. Said
agreements, terms and provisions contained in said subdivisions A and B (identical in all
counties, and printed on pages 3 and 4 hereof) are by the within reference thereto, incorporated
herein and made a part of this Deed of Trust for all purposes as :fully as if set forth at length
herein, and Beneficiary may charge for a statement regarding the obligation secured hereby,
provided the charge th.erefor does not exceed the maximum allowed by law.

The undersigned Trustor, requests that a copy of any notice of default and any notice of sale
hereunder be mailed to him at his address hereinbefore set forth.
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DO NOT RECORD

The following is a copy of Subdivisions A and B of the fictitious Deed of Trust recorded in each county in California as stated in the
foregoing Deed of Trust and incorporated by reference in said Deed of Trust as bemg a part thereof as ifset forth at length therein,

A To protect the security ofthis Deed ofTmst, Trustor agrees:

1) To keep said property in good condition and repair, not to remove or demolish any building thereon; to complete or restore
promptly and irr a good and workmanlike manner any building which may be constructed, damaged or destroyed thereon and to pay when due all
~laims for labor perfonned and materials furnished therefor, to comply with all laws affecting said property or requiring any alterations or
Improvements to be made thereon; not to commit or pennit waste thereof; not to commit, suffer or pennit any act upon said property in violation
of law; to cultivate, irrigate, fertilize, fumigate, prune and do all other acts which from the character or use of said property may be reasonably
necessary, the specific enumerations herein not excluding the general.

2) To provide, maintain and deliver to Beneficiary fire insurance satisfactory to and with loss payable to Beneficiary, The
amount collected under any fire or other insurance policy may be applied by Beneficiary upon any indebtedness secured hereby and in such order
as Beneficiary may deternline, or at the option of Beneficiary the entire amount so collected or any part thereofmay be released to Trustor. Such
application or release shall not cure or waive any default or notice of default hereurrder or invalidate any act done pursuant to such notice.

3) To appear in and defend any action or proceeding purporting to affect the security hereof or the rights or powers of
Beneficiary or Trustee; and to pay all costs and expenses, including cost of evidence of title and attorney's fees in a reasonable sum, in any such
action or proceeding in which Beneficiary or Trustee may appear, and in any suit brought by Beneficiary to foreclose this Deed,

4) To pay: at least ten (10) days before delinquency all taxes and assessments affecting said property, including assessments
on appurtenant water stock; when due, all encumbrances, charges and liens, with interest, on said property or any part thereof, which appear to be
prior or superior hereto; all costs, fees and expenses of this Trust.

Should Trustor fail to make any payment or to do any act as herein provided, then Beneficiary of Trustee, but without obligation so to
do and without notice to of demand upon Trustor and without releasing Trustor from any obligation hereof, may: make or do the same is such
manner and to such extent as either may deem necessary to protect the security 'hereof, Beneficiary or Trustee being authorized to enter upon said
property for such purposes; appear in and defend any action or proceeding purporting to affect the security hereof or the rights or powers of
Beneficiary or Trustee; pay, purchase, contest or compromise any encumbrance, charge or lien which in the judgment of either appears to be prior
or superior hereto; ,and, in exercising any such powers, pay necess"ary expenses, employ counsel and pay his reasonab Ie fees.

5) To pay immediately and without demand all sums so expended by Beneficiary or Trustee, with interest from the date of
expenditure at the amount allowed by law in effect at the date hereof, and to pay for any statement provided for by law in effect at the date hereof
regarding the obligation secured hereby any amount demanded by the Beneficiary not to exceed the maximum allowed by law at the time when
said statement is demanded.

B. It is mutually agreed:

1) That any award in connection with any condemnation for publie use of or injury to said property or any part thereof is
hereby assigned and shall be paid to Beneficiary who may apply or release such moneys received by him in the same manner and with the same
effect as above provided for disposition ofproceeds of fire or other insurance.

2) That by accepting payment of any sum secured hereby after its due date, Beneficiary does not waive his right either to
require prompt payment when due of all other sums so secured or to declare default for failure so to pay_

3) That at any time or from time to time, without liability therefor and without notice, upon written request of Beneficiary and
presentation of this Deed and said note for endorsement, and without affecting the personal liability of any person for payment of the
indebtedness secured hereby, Trustee may: reconvey any part of said property; consent to the making of any map or plat thereof; join in granting
any easement thereon, or join in any extension agreement or any agreement subordinating the lien 01 charge hereof.

4) - That upon written request of Beneficiary stating that all Sllms secured hereby have been paid, and upon surrender of this
Deed and said note to Trustee for cancellation and retention or other disposition as Trustee in its sole discretion may choose and upon payment of
its fees, Trustee shall reconvey, without warranty, the property then held hereunder. The recitals in such reconveyance of any matters or facts
shall be conclusive proof of the truthfulness thereof. The Grantee in such reconveyance may be described as "the person or persons legally
entitled thereto."

5) That as additional security, Trustor hereby gives to and confers upon Beneficiary the right, power and authority, during the
continuance of these Trusts, to collect the rents, issues and profits of said property, reserving urrto Trustor the right, prior to any default by
Trustor in payment of any indebtedness secured hereby or in the performance of any agreement hereunder, to collect and retain such rents, issues
and profits as they become due and payable. Upon any such default, Benefieiary may at any time without notice, either in person, by agent, or be
a receiver to be appointed by a court, and without regard to the adequacy of any security for the indebtedness hereby secured, enter upon and take



possession of said property or any part thereof, in his own name sue for or otherwise collect such rents, issues, and profits, including those past
due and unpaid, and apply the same, less costs and expenses of operation and collection, including reasonable attorney's fees, upon any
indebtedness secured hereby, and in such order as Beneficiary may determine. The entering upon and taking possession of said property, the
collecting of such rents, issues and profits and the application thereof as aforesaid, shall not cure or waive any default or notice of default
hereunder or invalidate any act done pursuant to such notice.

6) That upon default by Trustor in payment of any indebtedness secured hereby or in the performance of any agreement
hereunder, Beneficiary may declare all sums secured hereby immediately due and payable by delivery to Trustee of written declaration of default
and demand for sale and of written notice of default and of election to cause to be sold said property, which notice Trustee shall cause to be filed
for record. Beneficiary also shall deposit with Trustee this Deed, said note and all documents evidencing expenditures secured hereby.

After the lapse of such time as may then be required by law following the recordation of said notice of default, and notice of sale
having been given as then required by law, Trustee, without demand on Trustor, shall sell said property at the time and place fixed by it in said
notice of sale, either as a whole or in separate parcels, and in such order as it may determine, at public auction to the highest bidder for cash in
lawful money of the .United States, payable at time of sale, Trustee may postpone sale of all or any portion of said property by public
announcemenfat such time and place of sale, and from time to time thereafter may postpone such sale by pu.blic announcement at the time fixed
by the preceding postponement. Trustee shall deliver to such purchaser its deed conveying the property so sold, but without any covenant or
warranty, express or implied, The recitals in such deed of any matters or facts shall be conclusive proof of the truthfulness thereof. Any person,
including Trustor, Trustee, or Beneficiary as hereinafter defined, may purchase at such sale.

After deducting all costs, fees and expenses of Trustee and of this Trust, including cost of evidence of title in connection with sale,
Trustee shall apply the proceeds of sale to payment of: all sums expended under the terms hereof, not then repaid, with accrued interest at the
amount allowed by law in effect at the date hereof; all other sums then secured hereby; and the remainder, if any, to the person or persons legally
entitled thereto.

7) B'eneficiary, or any successor in ownership of any indebtedness secured hereby, may from time to time, by instrument in
writing, substitute a successor or successors to any Trustee named herein or actjng hereunder, whieh instrument, executed by the Beneficiary and
duly acknowledged and recorded in the office of the recorder of the county or counties where said property is situated shall be eonclusive proof of
proper substitution of such successor Trustee or Trustees, who shall, without conveyance from the Trustee predecessor, succeed to all its title,
estate, rights, p'owers and duties. Said instrument must contain thename of the original Trustor, Trustee and Beneficiary hereunder, the book and
page where this Deed is recorded and the name and address of the new Trustee.

8) , That this Deed applies to, inures to the beneftt of, and binds all parties hereto, their heirs, legatees, devisees, administrators,
executors, suceessors and assigns, The term BenefIciary shall mean the owner and holder, including pledgees, of the note secured hereby,
whether or not named as Beneficiary herein. In this Deed, whenever the context so requires, the masculine gender includes the feminine and/or
neuter, and the singular number includes the plural.

9) That Trustee accepts this Trust when this Deed, duly executed and acknowledged, is made a public record as provided by
law. Trustee is not obligated to notify any party hereto of pending sale under any other Deed of Trust or of any action or proceeding in which
Trustor, Beneficiary or Trustee shall be a party unless brought by Trustee.
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SEE RIDER ATTACHED TO THIS DEED OF TRUST

"Trustor"

JKC Palm Springs Automotive, Inc., a
California Corporation

Date:__-----'- , 2011

-6-

By: _

Its: --------------



ACK1"{O\VLEDGMENT

State of California,

County of San Diego

On before me, , (insert
name and title of the officer) personally appeared ,
who proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) islare
subscribed to the within instrument and acknowledged to me that he/she/they executed the same
in his/her/their authorized capacity(ies), and that by his/her/their signature(s) on the instrument
the person(s), or the entity upon behalf of which the person(s) acted, executed the instrument.

I certify under PENALTY OF PERJURY under the laws of the State of California that the
foregoing paragraph is true and correct.

- WITNESS my hand and official seal.

Signature of Notary

ACKNOWLEDGJ\tlENT

State of California,

County of San Diego

On before me, , (insert
name and title of the officer) personally appeared ,
who proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) is/are
subscribed to the within instrument and acknowledged to me that he/she/they executed the same
in his/her/their authorizedcapacity(ies), and that by his/her/their signature(s) on the instrument
the person(s), or the entity upon behalfofwhich the person(s) acted, executed the instrument.

I certify under PENALTY OF PERJURY under the laws of the State of California that the
foregoing paragraph is true and correct.

WITNESS my hand and official seal.

Signature of Notary
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DO NOT RECORD
REQUEST FOR FULL RECONVEYANCE

TO -', TRUSTEE:

The undersigned is the legal owner and holder of the note or notes and of all indebtedness secured by the foregoing Deed of Trust.
Said note or notes, together with all other indebtedness secured by said Deed of Trust, have been fully paid and satisfied; and you are hereby
requested and directed, on payment to you of any sums owing to you under the tenns of said Deed of Trust, to cancel said note or notes above
mentioned, an all other evidences of indebtedness secured by said Deed of Trust delivered to you herewith, together with the said Deed on'rust,
and to reconvey, without warranty, to the parties designated by the terms of said Deed of Trust, all the estate now held by you under the same.

Dated _

Please mail Deed ofIrust,

Note and Reconveyance to _

Do Not lose or destroy this Deed of Trust OR THE NOTE which it secures, Both must be delivered to the Trustee for cancellation before
reconveyance will be made,
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RIDER TO DEED OF TRUST 'WITH ASSIGNMENT OF RENTS

This RIDER TO DEED OF TRUST WITH ASSIGNMENT OF RENTS ("Rider") is
entered into this __ day of ,2011, by and between JKC PALM SPRINGS
AUTOMOTIVE. a Califorria corporation, herein "Trustor," herein "Trustee," and EL CAJON
REDEVELOPMENT AGENCY, a public body, corporate and politic, herein "Beneficiary," the
same parties to that certain form Deed of Trust With Assignment of Rents, of even date hereto,
to which this Rider is attached. This Rider is made a part of and is incorporated into the form
Deed of Trust. This Rider shall supersede any conflicting term or provision ofthe fonn Deed of
Trust to which it is attached. .

Reference is made to:

a. The Owner Participation Agreement by and between Trustor as
"Developer" and Beneficiary as "Agency" dated on or about March 9, 2011 (the "OPA") which
sets forth tenns and conditions for Borrower's redevelopment of the real propeliy legally
described in Exhibit "A" to this Deed of Trust ("Property");

b. The Promissory Note of even date herewith, in the Principal amount or' up
to SIX HUNDRED FIFTY THOUSAND DOLLARS ($650,000), with Trustor as "Borrower"
and Beneficiary as "Agency" or "Lender" ("Note"), which Note is secured by this Deed of Trust.

c. The Operating Covenant of even date herewith with Trustor as
"Developer" and Beneficiary as "Agency" (the "Operating Covenant") which sets forth Trustor's
obligations to ensure continuous operation of a Kia automobile dealership on the Property for a
period often (10) years after completion of Trustor's redevelopment ofthe Property.

1. Obligations Secured. Trustor makes this grant and assignment for the purpose of
securing the following obligations ("Secured Obligations"):

a.

terms of the Note;

b.
Trust;

Payment to Beneficiary of all indebtedness at any time owing under the

Payment and performance of all obligations of Trustor under this Deed of

c. Payment and performance of all obligations of Trustor under the OPA;

d. Payment and performance of all future advances and other obligations of
Trustor or any other person, firm, or entity with the approval ofTrustor, may agree to pay and/or
perform (whether as principal, surety or guarantor) for the benefit of Beneficiary, when the
obligation is evidenced by a writing which recites that it is secured by this Deed of Trust; and

e. All modifications, extensions and renewals of any of the obligations
secured hereby, however evidenced.
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2. Obligations. The term "obligations" is used herein in its broadest and most
comprehensive sense and shall be deemed to include, without limitation, all interest and charges,
prepayment charges, late charges and fees at any time accruing or assessed on any of the Secured
Obligations.

3. Incorporation. All terms of the Secured Obligations are incorporated herein by
this reference. All persons who may have or acquire an interest in the Property shall be deemed
to have notice of the terms of the Secured Obligations and to have notice that, if provided
therein, the Note or the OPA may permit borrowing, repayment and re-borrowing.

4. Mortgagee-in-Possession. Neither the assignment of rents set forth in the Deed of
Trust nor the exercise by Beneficiary of any of its rights or remedies hereunder shall be deemed
to make Beneficiary a "mortgagee-in-possession" or otherwise liable in any manner with respect
to the Property, unless Beneficiary, in person or by agent, assumes actual possession thereof.
Nor shall appointment of a receiver for the Property by any court at the request of Beneficiary or
by agreement with Trustor, or the entering into possession of the Property by such receiver, be
deemed to .make Beneficiary a "mortgagee-in-possession" or otherwise liable in any manner with
respect to the Property.

-
5. No Cure. In the event Beneficiary collects and receives any rents under the Deed

of Trust upon any default hereof, such collection or receipt shall in no way constitute a curing of
the default. . .

6. Possession Upon Default. Upon the occurrence of a default, Beneficiary may, at
its option,' without any action on its part being required and without in any way waiving such
default, take possession of the Property and have, hold, manage, lease and operate the same, on
such terms and for such period of time as Beneficiary may deem proper, and may collect and
receive all rents and profits, with full power to make, from time to time, all alterations,
renovations, repairs or replacements thereto as may seem proper to Beneficiary, and to apply
such rents and profits to the payment of (a) the cost of all such alterations, renovations, repairs
and replacements, and all costs and expenses incident to taking and retaining possession of the
Property, and the management and operation thereof, and keeping the same properly insured; (b)
all taxes, charges, claims, assessments, and any other liens which may be prior in lien or payment
ofthe Note, and premiums for insurance, with interest on all such items; and (c) the indebtedness
secured hereby, together with all costs and attorney's fees, in such order or priority as to anyof
such items as Beneficiary in its sale discretion may determine, any statute, law, custom or use to
the contrary notwithstanding. Any amounts received by Beneficiary or its agents in the
performance of any acts prohibited by the terms of this assignment, including, but not limited to,
any amounts received in connection with any cancellation, modification or amendment of any
lease prohibited by the terms of this assignment and any rents and profits received by Trustor
after the occurrence of a default shall be held by Trustor as trustee for Beneficiary and all such
amounts shall be accounted for to Beneficiary and shall not be commingled with other funds of
the Trustor. Any person receiving any portion of such trust funds shall receive the same in trust
for Beneficiary as if such person had actual or constructive notice that such funds were
impressed with a trust in accordance therewith.
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7. Receiver. In addition to any and all other remedies of Beneficiary set forth under
this Deed of Trust or permitted at law or in equity, if a default shall have occurred, Beneficiary,
to the extent permitted by law and without regard to the value, adequacy or occupancy of the
security for the Note and other sums secured hereby, shall be entitled as a matter of right if it so
elects to the appointment of a receiver to enter upon and take possession of the Property and to
collect all rents and profits and apply the same as the court may direct, and such receiver may be
appointed by any court of competent jurisdiction by ex parte application and without notice,
notice of hearing being hereby expressly waived. The expenses, including receiver's fees,
attorneys' fees, costs and agent's compensation, incurred pursuant to the power herein contained
shall be secured by this Deed of Trust.

8. Subordination. The Beneficiary acknowledges and agrees that this Deed of Trust
is and shall be subordinate to (as defined in the OPA) and to all renewals, modifications,
consolidations, replacements and extensions thereof, provided that the maximum cumulative
principal amount of the loan secured by any such renewal, modification, consolidation,
replacement, or extension shall not exceed ninety percent (90%) of the lender's appraised value
of the Property upon completion of the rehabilitation project required under the OPA, which
amount shall be verified in writing to the Beneficiary's reasonable satisfaction, and said loan
shall obligate Trustor to expend loan proceeds for no other purpose that· construction of the
rehabilitation project or refinance of the existing loan. In addition, notwithstanding anything to
the contrary, Beneficiary agrees to subordinate this Deed ofTrust to ally subsequent deed of trust
recorded against the Property relating to any take-out or permanent financing or refinancing
thereof obtained by the Trustor, provided the amount secured thereby shall not exceed the
outstanding indebtedness under the immediately prior loan.

9. Notice to Beneficiary. Notices to Beneficiary shall be sent to Beneficiary
addressed to:

To Agency:
Notices Delivered by U.S. Mail:
El Cajon Redevelopment Agency
200 Civic Center Way
El Cajon, CA 92020
Phone No.: 619-441-1716
Attention: Executive Director

Notices Delivered Personally or by Courier:
El Cajon Redevelopment Agency
200 Civic Center Way
El Caj on, CA 92020
Phone No.: 619-441-1716
Attention: Executive Director

[signatures 011 next page]
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IN WITNESS WHEREOF, Trustor has executed this Rider on the date of Trustor's
acknowledgment hereinbelow, to be effective for all purposes as of the day and year first set
forth above.

"Trustor"

JKC Palm Springs Automotive, Inc., a
California corporation

Date:, ,2011 By: _
Its: _
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ACKNOvVLEDGlYIENT

State of California,

County of San Diego

On before me, , (insert
name and title of the officer) personally appeared ,
who proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) is/are
subscribed to the within instrument and acknowledged to me that he/she/they executed the same
in his/her/their authorized capacity(ies), and that by his/her/their signature(s) on the instrument
the person(s), or the entity upon behalf ofwhich the person(s) acted, executed the instrument.

I celtify under PENALTY OF PERJURY under the laws of the State of California that the
foregoing paragraph is true and correct.

WIlliESS my handang official seal.

Signature of Notary

ACKNOWLEDGMENT

State of California,

County of San Diego

On before me, , (insert
name and title of the officer) personally appeared ,
who proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) is/are
subscribed to the within instrument and acknowledged to me that he/she/they executed the same
in his/herltheir authorized capacity(ies), and that by his/her/their signature(s) on the instrument
the person(s), or the entity upon behalf of which the person(s) acted, executed the instrument.

I certify under PENALTY OF PERJURY under the laws of the State of California that the
foregoing paragraph is true and correct. .

WITNESS my hand and official sea1.

Signature of Notary
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ATTACHMENT "8"

OPERATING COVENANT

[See Following Document]

ATTACHMENT 8



RECORDING REQUESTED BY AND
When Recorded Mail to:

EI Cajon Redevelopment Agency
200 Civic Center Way
El Cajon, CA 92020
Attn: Executive Director

This document is exempt from the payment of a recording
fee pursuant to Government Code Section 27383.

OPERATING COVENANT

THIS OPERATING COVENANT ("Operating Covenant") is made this day of
______, 2010 (the "Effective Date"), by and between the EL CAJON
REDEVELOPMENT AGENCY, a public body, corporate and politic (the "Agency"), and
JKC PALM SPRINGS AUTOMOTIVE, INC. , a California corporation, (the "Developer"),
with reference to the following:

A. The Agency and the Developer have executed an Owner Participation Agreement
COPA"), dated as of March 9,2011, which provides, inter alia, for the redevelopment of that
certain real property located in the City of E1 Cajon, County of San Diego, State of California,
more fully described in Exhibit "A" attached hereto and incorporated herein by this reference
(the "Land"), and Developer's construction and operation thereon of a Kia motorcar dealership
(the "Project"). The OPA is 'available for public inspection and copying at the office of the City .
Clerk, El Cajon City Hall, 200 Civic Center Way, E1 Cajon, CA 92020.

B. Developer has a leasehold interest in the Land, which leasehold interest shall
hereafter be referred to as the "Property".

C. Pursuant to the OPA, Developer has agreed to construct the Project on the
Property, and Agency has agreed to provide the Developer with certain financial assistance to
reimburse Developer for costs associated therewith.

D. The OPA also provides for the recordation of this Operating Covenant against the
Property to memorialize certain covenants, conditions, and restrictions regarding the use,
maintenance, and operation of the Property by Developer and Developer's successors and
assigns.

E. The City of E1 Cajon has fee interests in parks, City Hall, .and in various streets,
sidewalks, and other property within the City (collectively, the "Benefited Public Property"), and
is responsible for planning of land uses within the City in such a marmer as to provide for the
health, safety, and welfare of the residents of the City. The Benefited Public Property is legally
described in Exhibit "B" attached hereto and incorporated herein by this reference.

NOW, THEREFORE, Developer hereby covenants, agrees, and declares by and for itself
and its successors and assigns that the Property shall be held, sold, conveyed, hypothecated,

-1-



encumbered, used, occupied, and improved subject to the following covenants, conditions, and
restrictions (sometimes collectively referred to hereinafter as the "Covenants"). These
Covenants shall run with the Property and shall be binding on all parties having or acquiring any
right, title, or interest in the Property or any part thereof and shall inure to the benefit of the
Agency and its successors and assigns regardless of whether the Agency holds any interest in
any real property benefited thereby.

1. Covenant Regarding Specific Uses.

(a) Construction of Project Developer covenants and agrees for itself, its
successors, assigns, and every successor in interest to Developer's interest in the Property or any

.part thereof, that within the times set forth in the Schedule of Performance attached to the OPA
as Attachment 3 (the "Schedule of Performance"), Developer shall commence, diligently
proceed with, and satisfactorily complete construction of the Project so as to entitle Developer to
the Agency's issuance of a Release of Construction Covenants for the Project as provided for in
Section 2.8 of the OPA. The foregoing covenant shall be deemed satisfied and shall terminate
upon the Agency's issuance of a Release of Construction Covenants.

(b) Operation of Project. For a term (the "Term") commencing upon the
recordation of the Release of Construction Covenants and continuing until the tenth (10th

)

anniversary of the date of recording of the Release of Construction Covenants for the Project (the
"Operating Covenant Termination Date"), the Developer hereby covenants and agrees to devote
the Property for the exclusive purpose and use of development and operation of the Project and
will comply with the other obligations contained herein. Notwithstanding anything herein to the
contrary, the nondiscrimination covenants contained in subdivision (a) of Section 4 hereof shall
run with the Property in perpetuity and shall not terminate on the Operating Covenant
Termination Date. Except as provided below, or with the prior written consent of the Agency for
each instance, which consent may be granted or withheld in the Agency's sole and absolute
discretion, the failure of the Developer (or its tenant) to operate any portion of the Project on the
Property as required herein for thirty (30) or more consecutive days shall, at the Agency's
option, constitute a default hereunder; provided, however, that the Developer shall for purposes
of this Section 1 be deemed to be operating such portion of the Project during any period that the
Developer is prevented from operating such portion due to: (i) required or necessary
rehabilitation of such portion of the Project (provided that the period during which such portion
of the Project is not operated as a result of the rehabilitation shall in no event exceed thirty (30)

.days), unless the rehabilitation cannot reasonably be completed within such thirty (30) day
period, in which case the period may extend as necessary for completion, provided such
rehabilitation was commenced within the thirty (30) day period and is diligently pursued to
completion, but in no event shall rehabilitation efforts exceed 180 days; or (ii) war; insurrection;
strikes; lockouts; riots; .floods; earthquakes; fires; casualties; acts of God; acts of the public
enemy; epidemics; quarantine restrictions; freight embargoes; lack of transpOliation;
governmental restrictions or priority; litigation; unusually severe weather; inability to secure
necessary labor, materials or tools; delays of any contractor, subcontractor or supplier; acts or
omissions of the other party; or acts or failures to act of the City or Agency other public or
governmental agency or entity_ Notwithstanding anything to the contrary herein, (a) an
extension of time for any cause listed in romanette (ii) above shall be for the period of the
enforced delay and shall commence to run from the time of the commencement of the cause, if
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notice by the Developer is sent to the other party within ten (10) days of the commencement of
the cause, and (b) Developer is not entitled pursuant to this Section 1 to an extension of time to
perform because of past, present, or future difficulty in obtaining financing necessary to operate
the Project because of economic or market conditions.

2. Performance ofl\'laintenance.

(a) Developer shall maintain the Project, the Property and all "improvements"
(as defined hereinafter) thereon in accordance with the Maintenance Standards, as hereinafter
defined. As used herein, the term "Improvements" shall mean and include, but not be limited to,
buildings, sidewalks·, pedestrian lighting, landscaping, irrigation of landscaping, architectural
elements identifyingthe Property and any and all other improvements on the Property.

(b) To accomplish said maintenance, Developer shall either use staff or
contract with and hire licensed and qualified personnel to perform the maintenance work,
induding the provision of labor, equipment, materials, support facilities, and any and all other
items necessary to comply with the requirements ofthis Operating Covenant.

(c) : The. following standards ("Maintenance Standards") shall be complied
with by Developer and Developer's maintenance staff, contractors or subcontractors:

1. Landscape maintenance shall .include, but not be limited to:
watering/irrigation; fertilization; mowing; edging; trimming of grass; tree and shmb pruning;
trimming and shaping of trees and shrubs to maintain a healthy, natural appearance and safe road
conditions and visibility, and irrigation coverage; replacement, as needed, of all plant materials;
control of weeds in all planters, shrubs, lawns, ground covers, or other planted areas; and staking
for support of trees.

2. Clean-up maintenance shall include, but not be limited to:
maintenance of all sidewalks, paths and other paved areas in clean and weed-free condition;
maintenance of all such areas clear of dirt, mud, trash, debris or other matter which is unsafe or
unsightly; removal of all trash, htter and other debris from improvements and landscaping prior
to mowing; clearance and cleaning of all areas maintained prior to the end of the day on which
the maintenance operations are performed to ensure that all cuttings, weeds, leaves and other
debris are properly disposed of by maintenance workers.

3. An maintenance work shall confoIDl to all applicable federal and
state Occupational Safety and Health Act standards and regulations for the performance of
maintenance.

4. Any and all chemicals, unhealthful substances, and pesticides used
in and during maintenance shall be applied in strict accordance with all governing regulations.
Precautionary measures shall be employed recognizing that all areas are open to public access.

5. The Project and Property shall be maintained in conformance and
in compliance with the approved Property construction and architectural plans and design
scheme, as the same may be amended from time to time with the approval of the City, and
reasonable commercial development maintenance standards for similar projects, including but
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not limited to: pamtmg and cleaning of all exterior surfaces and other exterior facades
comprising all private improvements and public improvements to the curbline and the repair al1d
maintenance of all sidewalks, driveways, parking areas and all hard scape surfaces to keep these
areas free from cracked and damaged surfaces.

3. Failure to lVlaintain Property.

In the event Developer does not maintain the Property in the manner set forth herein and
in accordance with the Maintenance Standards, Agency shall have the right to maintain such
private and/or public improvements, or to contract for the correction of such deficiencies, after
written notiCe to Developer. However, prior to taking any such action, Agency agrees to notifY
Developer in writing if the condition of the Project or Property does not meet with the
Maintenance Standards and to specify the deficiencies and the actions required to be taken by
Developer to cure the deficiencies. Upon notification of any maintenance deficiency, Developer
shall have thirty (30) days within which to correct, remedy or cure the deficiency. If the written
notification ·states the problem is urgent relating to the public health and safety of the City, then
Developer shall have forty-eight (48) hours to rectifY the problem.

In the evel).t Developer fails to correct, remedy, or cyre (or for deficiencies which carmot
reasonably be corrected, remedied, or cured within thirty (30) days has failed to commence
correcting, "remedying or curing such maintenance deficiency and diligently pursue such
correction, remedy, or cure to completion) after notification and after the period of correction has
lapsed, then Agency shall have the right to maintain such improvements. Developer agrees to
pay Agency such charges and costs. Until so paid, the Agency shall have a lien on the Property
for the amount of such charges or costs, which lien shall be perfected by the recordation of a
"Notice of Claim of Lien" against the Property. Upon recordation of a Notice of a Claim of Lien
against the Property, such lien shall constitute a lien on the leasehold interest in the Property
prior and superior to all other monetary liens except: (i) all taxes, bonds, assessments, and other
levies which, by law, would be superior thereto; (ii) the lien or charge of any mortgage, deed of
trust, or other security interest then of record made in good faith and for value, it being
understood that the priority of any such lien for costs incurred to comply with this Operating
COVen311t shall date from the date of the recordation of the Notice of Claim of Lien. Developer
shall be liable for any and all attorneys' fees, and other legal costs or fees incurred in collecting
said maintenance costs.

4. Compliance with Law. Developer shall comply with all local, state and federal
laws relating to the uses of or condition of the Property and the Project. The operation of the
Project shall be in compliance with the requirements of any entitlements issued by the City for
the Project, induding, as applicable, a conditional use pem1it, site development permit, and
specific plan amendment.

(a) Nondiscrimination Covenants. Developer covenants, by and for itself and
any successors in interest to all or any portion of the Property, that there shall be no
discrimination against or segregation of any person or group ofpersons on account ofrace, color,
creed, religion, sex, sexual preference, marital status, national origin or ancestry in the sale,
lease, sublease, tr311sfer, use, occupancy, tenure or enjoyment of the Property, nor shall
Developer itself or any person claiming under or through it establish or permit any such practice
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or practices of discrimination or segregation with reference to the selection, location, number,
use or occupancy of tenants, lessees, subtenants, subleases or vendees of the Property. The
foregoing covenants shall run with the land.

Developer shall refrain from restricting the rental, sale or lease of the Property any
portion thereof on the basis of race, color, religion, sex, sexual preference, marital status,
ancestry or national origin of any person. All such deeds, leases or contracts shall contain or be
subject to substantially the following nondiscrimination or nonsegregation clauses:

(1) In deeds: "The grantee herein covenants, by and for himself or
herself, his or her heirs, executors, administrators and assigns, and all persons claiming under or
through them, that there shall be no discrimination against or segregation of any person or group
of persons on account of race, color, creed, religion, sex, sexual preference, marital status,
national origin or ancestry in the sale, lease, sublease, transfer, use, occupancy, tenure or
enjoyment of the land herein conveyed, nor shall the grantee or any person claiming under or
through him or her, establish or permit any such practice or practices of discrimination or
segregation with reference to the selection, location, number, use or occupancy· of tenants,
lessees, subtenants, sublessees or vendees in the land herein conveyed. The foregoing covenants
shall run with the land."

(2) In leases: "The' lessee herein covenants by and for himself or
herself, his or her heirs, executors, administrators, and assigns, and all persons claiming under or
through him or her, and this lease is made and accepted upon and subject to the following
conditions:

"That there shall be no discrimination against, or segregation of, any person or group of
persons on account of race, color, creed, religion, sex, sexual preference, marital status, national
origin, or ancestry in the leasing, subleasing, transfening, use, occupancy, tenure, or enjoyment
of the premises herein leased, nor shall the lessee himself or herself, or any person claiming
under or through him or her, establish or pennit any such practice or practices of discrimination
or segregation with reference to the selection, location, number, use, or occupancy of tenants,
lessees, sublessees, subtenants, or vendees in the premises herein leased."

(3) In contracts: "There shall be no discrimination against, or
segregation of, any person or group of persons on account of race, color, creed, religion, sex,
sexual preference, marital status, national origin, or ancestry, in the sale, lease, sublease, transfer,
use, occupancy, tenure or enjoyment of the premises, nor shall the transferee himself or herself
or any person claiming under or through him or her, establish or permit any such practice or
practices of discrimination or segregation with reference to the selection, location, number, use

. or occupancy of tenants, lessees, subtenants,sublessees or vendees of the premises."

(b) No Violation of Statutes Relati_ng to Direct Assistance by Agency.
Developer represents and warrants that it is using the Agency fmancial assistance for the sale
and exclusive purpose of causing the construction of the Project on the Property and for no other
purpose. Developer further agrees to indemnify, defend, and hold harmless the Agency or City
from and against any claims, proceedings, losses, costs, or expenses incurred as a result of any
such violation arising out of actions by Developer.
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5. Sales and Use Tax Covenant. From the date this Operating Covenant is
recorded against the Property until the Operating Covenant Tennination Date, Developer shall
designate the Property as the point of sale for sales tax purposes for all goods and services sold
or leased on the Property, whose sales and leases originate from the Property.

6. Covenant to Pay Taxes and Assessments. From the date this Operating
Covenant is recorded against the Property until the Operating Covenant Termination Date,
Developer shall pay or cause to be paid, prior to delinquency, all ad valorem real estate taxes
(including possessory interest taxes), special taxes, and assessments levied against the Property
and any improvements thereon, subject to Developer's right to contest any such tax or
assessment in good faith. During such period, Developer shall remove or have removed any levy
or attachment made on the Property or any part thereof or assures the satisfaction thereofwithin
a reasonable time and prior to a sale of the Property.

7. Defaults.

(a) Failure or delay by either party to perform any term or provision of this
Operating Covenant constitutes a default under this Operating Covenant. A party claiming a
d.efault shall give written notice of default.to the other party, specifying the default complained
of and the actions required to correct such default.

(b) Unless otherwise provided by the OPA, the claimant shall not institute
proceedings against the other party if the other party, within thirty (30) days from receipt of such
notice, immediately and with due diligence, commences to cure, correct or remedy such failure
or delay and completes such cure, correction or remedy as soon as reasonably practicable after .
receipt of such notice, but in no event shall the cure, correction or remedy occur more than 180
days after notice.

8. Legal Actions.

(a) In addition to any other rights or remedies, and subject to the notice and
cure prOViSions in Section 7 above, any party may institute legal action to seek specific
performance of the terms of this Operating Covenant, or to cure, correct or remedy any default,
or to obtain any other legal or equitable remedy consistent with the purpose of this Operating
Covenant. The Agency shaH also have the right to pursue damages for Developer's defaults, but
in no event shall Developer be entitled to damages of any kind from Agency, including, without
limitation, damages for economic loss, lost profits, or any other economic or consequential
damages of any kind. Such legal actions must be instituted in the Superior Court of the County
of San Diego, State of California or in the Federal District Court in the Central District of
California. In the event of any litigation between the parties hereto, the prevailing party shall be
entitled to receive, in addition to the relief granted, its reasonable attorney's fees and costs and
such other costs incurred in investigating the action and prosecuting the same, including costs for
expert witnesses, costs on appeal, and for discovery.

(b) The internal laws of the State of California shall govern the interpretation
and enforcement of this Operating Covenant, without regard to conflict oflaws.
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(c) In the event that any legal action is corrunenced by the Developer against
the Agency, service of process on the Agency shall be made by personal service upon the
Executive Director of the Agency in addition to such other manner as may be provided by law.

(d) In the event that any legal action is commenced by the Agency against the
Developer, service of process on the Developer shall be made by personal service upon any
officer or director of Developer, whether made within or outside the State of California, or in
such other manner as may be provided by law.

(e) Except as otherwise expressly stated in this Operating Covenant, the rights
and remedies of the parties are cumulative, and the exercise by either party of one or more of .
such rights or remedies shall not preclude the exercise by it, at the same or different times, of any.
other rights or remedies for the same default or any other default by the other party.

(f) Any failures or delays by either party in asserting any of its rights and
remedies as to any default shall not operate as a waiver of any default or of any such rights or .
remedies, or deprive either such party of its right to institute and maintain any actions or
proceedings which it may deem necessary to protect, assert or enforce any such rights or
remedies.

9. Effect of Violation of the Terms and Provisions of this Operating Covenant. .
The covenants established -in this Operating Covenant shall, without regard to technical .
classification and designation, be binding for the benefit and in favor ofthe Agency and the City
of El Cajon ("City"), and each of their successors and assigns, as to those covenants which are
for their benefit. The covenants contained in this Operating Covenant shall remain in effect for .
the periods of time specified therein. The Agency and City are deemed the beneficiary of the
tenus and provisions of this Operating Covenant and of the covenants running with the Property,
for and in their own rights and for the purposes of protecting the interests of the community and
other parties, public or private, in whose favor and for whose benefit this Operating Covenant .
and the covenants running with the land have been provided. This Operating Covenant and the
covenants shall run in favor of the Agency and the City, without regard to whether the Agency or
City have been, remain or are an owner of any land or interest therein in the Property. The
Agency and City shall have the right, if the Operating Covenant or covenants are breached, to
exercise all rights and remedies, and to maintain any actions or suits at law or in equity or other
proper proceedings to enforce the curing of such breaches to which they or any other
beneficiaries of this Operating Covenant and covenants may be entitled. Pursuant to applicable
law, including, but not limited to, Section 1462, 1465 and 1468 of the Civil Code of the State of
California, all provisions of this Covenant Agreement shall run with the Property and be binding
upon and inure to the benefit of the Benefited Public Property and the Property and each and
every portion thereof or interest therein, and all parties having or acquiring any right, title, or
interest in the Property or any portion thereof, and their successors and assigns. .
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10. Miscellaneous Provisions.

(a) If any provision of this Operating Covenant or portion thereof, or the
application to any person or circumstances, shall to any extent be held invalid, inoperative or
unenforceable, the remainder of this Operating Covenant, or the application of such provision or
portion thereof to any other persons or circumstances, shall not be affected thereby; it shall not
be deemed that any such invalid provision affects the consideration for this Operating Covenant;
and each provision of this Operating Covenant shall be valid and enforceable to the fullest extent
pennitted by law.

(b) This Operating Covenant shall be construed in accordance with the
internal laws ofthe State of California without regard to conflict of law principles.

(c) This Operating Covenant shall be binding upon and inure to the benefit of
the successors and assigns of the Developer but any Transfer shall be subject to the requirements
and provisions of Section 7 of the OPA.

Cd) The City of El Cajon is a third party beneficiary of the terms of this
Operating Covenant, and shall have tJ:eright, but not the obligation, to enforce the terms hereof.

11. Notices. All notices under this Operating Covenant shall be effective: (i) upon
personal delivery; (ii) upon delivery by reputable overnight courier that provides a receipt with
the date and time of delivery; (iii) via facsimile, so long as the sender receives confirmation of
successful transmission from the sending machine;, or (iv) three (3) business days after deposit
in the United States·mail, registered or certified, postage fully prepaid and addressed to the
respective parties as set forth below or as to such other address as the parties may from time to
time designate in writing:

To Agency:

With a copy to:

To Developer:

El Cajon Redevelopment Agency
200 Civic Center Way
El Cajon, CA 92020
Phone No.: 619-441-1716
Attention: Executive Director

El Cajon City Attorney
200 Civic Center Way
El Cajon, CA 92020
Phone No.: 619-441-1798
Attention: Morgan Foley, Esq.

JKC Palm Springs Automotive, Inc.
POBox 25822
Eugene, OR 97402
Phone No.: 541-686-8291
Attention: John P. Kiefer
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With a copy to: Gardner, Potter, Budge, Spickard & Cascagnette, LLC
725 Country Club Rd.
Eugene, OR 97401
Phone No.: 541-687-9001
Attention: Hamilton W. Budge Jr., Esq.

IN WITNESS WHEREOF, the parties hereto has executed this instrument the day and
year first hereinabove written.

"Developer"

JKC Palm Springs Automotive, Inc., a
California Corporation

Date: - ,2011

Date:. , 2011

ATTEST:

Kathie Rutledge, Agency Secretary

APPROVED AS TO FORM:

Morgan L. Foley'
City Attorney/Agency Counsel

By: _
Its: _

. ((Agency"

EL CAJON REDEVELOPMENT
AGENCY, a public body, corporate and
politic

By: _
Kathi J. Henry, Executive Director
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ACKNOWLEDGMENT

State of California,

County of San Diego

On before me, , (insert
name and title of the officer) personally appeared ,
who proved tome on the basis of satisfactory evidence to be the person(s) whose name(s) is/are
subscribed to the within instrument and acknowledged to me that he/she/they executed the same
in his/her/their authorized capacity(ies), and that by his/her/their signature(s) on the instrument
the person(s), or the entity upon behalf of which the person(s) acted, executed the instrument.

I certify under PENALTY OF PERJURY under the laws of the State of California that the
foregoing paragraph is true and correct.

WITNESS my hand and official seal.

Signature of Notary

ACKNOWLEDGMENT

State of California,

County of San Diego·

On before me, , (insert
name and title of the officer) personally appeared ,
who proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) is/are
subscribed to the within instrument and acknowledged to me that he/she/they executed the same
in his/her/their authorized capacity(ies), and that by his/her/their signature(s) on the instrument
the person(s), or the entity upon behalf of which the person(s) acted, executed the instrument.

I certify under PENALTY OF PERJURY under the laws of the State of California that the
foregoing paragraph is true and correct.

WITNESS my hand and official seal.

Signature of Notary
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EXHIBIT "A"

LEGAL DESCRIPTION OF PROPERTY

All that property located in the City of E1 Cajon, County of San Diego, State of
California, described as follows:

PARCEL 1 OF PARCEL MAP NO. 15479, IN THE CITY OF EL CAJON, COUNTY OF SAN
DIEGO, STATE OF CALIFORNIA, ACCORDING TO THE MAP THEREOF FILED IN THE
OFFICE OF THE COUNTY RECORDER OF SAN DIEGO COUNTY, DECEMBER 1,1988,
AS FILE NO. 88-615273 OF OFFICIAL RECORDS.

ASSESSOR'S PARCEL NUMBER 482-260-17-00
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EXHIBIT "B"

DESCRlPTION OF BENEFITED PUBLIC PROPERTIES IN EL CAJON

City Hall, 200 Civic Center Way
APN: 488-111-30

El Cajon Public Safety Building, 100 Civic Center Way
APN: 488-072-42

Fire Station No.6, 100 East Lexington Ave.
APN: 488-192-09

Heartland Fire Training Facility, 1301 North Marshall Ave.
APN: 482-131-16

Fletcher Hills Center and Pool, 2345 Center Place
APN: 481-430-47 & 481-430-44

Hillside Center and Park, 840 Buena Terrace
APN: 481-521-01 & 481-520-12

Judson Park, NW comer of Magnolia and Park Avenues
1\PN: 487-172-67

Kennedy Center and Park, 1675 East Madison 1\venue
1\PN: 511-210-13

Renette Center and Park, 935 South Emerald 1\venue
1\PN: 492-320-01 & 492-320-02

Wells Center and Park, 1153 East Madison 1\venue
1\PN: 489-140-63
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CITY OF EL CAJON

Community Development Department

INTEROFFICE lVIEMORANDUM

DATE:

TO:

FROM:

VIA:

SUBJECT:

September 27, 2011

Rob Turner, Acting Executive Director/City Manager()~

Jenny Ficacci, Redevelopment & Housing Manager1Li\..
Melissa Ayres, Director of Community Development ?{~

JKC Palm Springs Automotive, Inc. (Team KIA) - Request for extension

Background:

The City Council, acting as the Redevelopment Agency, approved the terms of assistance and execution of an
Owner Participation Agreement ("Agreement") with JKC Palm Springs, Inc. C'JKC") on March 8, 2011 for various
fayade, tenant improvements and signage for the Team Kia of EI Cajon dealership at 541 N. Johnson Avenue,

On March 9, 2011, the Agency and JKC executed the Agreement outlining, among other things, performance
standards and terms of assistance totaling $650,000 in the form of a forgivable loan, beginning with the fifth
operating year, equal to 100% of the 'Net Sales Taxes From the Site". The execution date of the Agreement of
March 9, 2011 is also known as the "Effective Date".

Under the Schedule of Performance (Attachment "3" of the Agreement), JKC is required to prepare and submit
Developer Applications, including a complete application for a Site Development Permit (SDPA) or amended
CUP, as applicable, within three months of the Effective Date. These applications were due by June 9, 2011.
Submission documents are required to include: detailed site plans, revised site plans, lighting plans, conceptual
landscaping plans, preliminary grading plans, conceptual floor plans and elevations. JKC did not meet the June
9, 2011, submission date.

On September 19, 2011, I received a request from John Kiefer, owner of Team Kia of El Cajon, for an extension
of the completion date of the project from March 9, 2012 until May 31,2012, in order to amend the CUP on the
property and add approximately seven feet to the front of the existing sales facility as required by the Kia Motor
of America.

Staff believes that Mr. Kiefer may be eligible for an extension of his Schedule of Performance pursuant to
Section 2.4 of the Agreement, which states:

"The Developer shall submit or cause to be submitted all Developer's Applications, shal/ commence and
complete construction ofthe Project, and shall satisfy all other obligations and conditions ofthis Agreement
within the times established therefor in the Schedule of Performance. The Agency's Executive Director is
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permitted to modify or extend the Schedule of Performance without further authorization by the Agency
Board provided the following conditions are satisfied: (i) the modification does not prohibit the Developer
from obtaining a certificate of occupancy for the Project no later than twelve (12) months from the Effective
Date; (ii) the Executive Director and Developer agree to the modification or extension in a writing executed
by both Developer and the Executive Director; (iii) Developer is not otherllvise in default under this
Agreement; and (iv) such modification or extension does not increase the Agency's obligations or costs
under this Agreement. IJ

Although it appears the intent of the language of the Agreement was to cause completion of the projeetwithin
twelve months of the Effective Date (by March 9, 2012), actual language allows, but does not require, the
Developer to "obtain a certificate of occupancy for the Project by no later than twelve (12) months from the
Effective Date". As Team Kia of El Cajon already occupies the building and will continue to operate while
renovations occur, no certificate of occupancy will be necessary.

History of events for this project:

March 8, 2011: The City Council authorized execution of an Owner Participation Agreement with JKC Palm
Springs, Inc.

March 9, 2011: The Agency and JKC executed the Agreement

April 8, 2011: The Leasehold Deed of Trust and Operating Covenant were recorded against the property.

Agril 19, 2011: Walt Wagner of Wagner Architecture Group, Inc. submitted preliminary drawings to Eric Craig,
Assistant Planner, for review and consistency with an existing CUP approval.

May 6,2011: Eric Craig was informed by Walt Wagner of difficulties involved with making the building meet Kia
of America standards and that JKC may not receive any funding from Kia forthe project. Eric requested that Walt
contact my office to discuss any potential changes to the Scope of Work.

June 2, 2011: I contacted Michael Hastings to follow up on status of the Agreement and requesting a Kia Project
Manager contact.

June 18,2011: Submission of developer applications, including a SOPA or amended CUP, was due.

July 7,2011: I received a phone call from Walt Wagner and John Kiefer to schedule a meeting with pUblic works
and other staff to submit preliminary plans, discuss the entitlement process and other City/Agency requirements.
Approval from Kia was anticipated.

July 29, 2011: A meeting was held with Planning, Public Works, Walt Wagner, and Chris George, General
Manager of Kia EI Cajon. A follow-up email was sent to Walt and Chris on August 1, 2011, with an updated
contact list and outstanding items needed to establish the Agreement loan and Kia of America Design Guidelines
and approval.

September 1,2011: Walt informed Eric of their pending completion of initial designs and a request for milestones
in order to proceed with the next steps. At that time, Walt indicated that they completed the conceptual site plan,
floor plan and elevations and has started their Civil Engineer on engineering the site modifications,

September 6, 2011: Eric requested the conceptual plans and the information on Kia of America design
guidelines. Eric indicated that he would compare their plans with City architectural and development standards
and the Kia guidelines.

Segtember 7,2011: Kia brand designs were sent to Eric Craig,

September 8,2011: Eric requested revised plans as he only had plans from the July 29,2011 meeting.

September 12, 2011: John Kiefer called me indicating they are still "plugging away", met with Walt and a Kia
Architect approximately two weeks ago and although Kia is not requiring it, they are suggesting that they add
seven feet to the building, which changes the footprint and would likely need two additional months to complete
the project John is suggesting a new completion date of 5/31/2012.1 asked John to send a letter, addressed to
Rob Turner, Acting Executive Director, requesting the extension. I told John that there were still several
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outstanding items and that I would forNard the email transmittals to him. We went through the various conditions
in the OPA so he knew where the conditions originated. A follow-up email was sent to John that day

September 12, 2011: I received an email with evidence of financing from US Bank.

September 15. 2011: Eric provided comments to Walt that the new plans indicate an expansion of the showroom
floor, an additional to the north side for covered parking, and new arrangement for vehicle storage. Eric indicated
that "expanding the showroom may require an amendment of the Conditional Use Permit for the dealership" and
to contact Manjeet or Jenny while he is out of the office until October 3rd

.

September 16, 2011: Walt responded to Eric indicating existing square footage of the building, unenclosed
reception canopy and carwash, and the proposed unenclosed canopy and showroom expansion area of925 sf.

September 19, 2011: I received a request from John Kiefer, owner Team Kia of EI Cajon, for an extension of the
completion date of the project under the Schedule of Performance, pursuant to Section 2.4 of the Agreement,
until May 31, 2012 in order to add approximately seven feet to the front of the existing sales facility.

September 20,2011: I spoke with Manjeet Ranu regarding the changes and addition of new area to the footprint
of the building and approximate timeline. Manjeet indicated that the changes will require a CUP and a likely
approval scenario would indicate Planning Commission approval in December or January and City Council
approval in February.

September 21,2011: Manjeet communicated to Walt via email that the additional building area and cumulative
changes will require a formal amendment to its existing entitlement.

September 22,2011: Manjeet communicated to Walt that an amendment to the CUP 1383 is required, cost and
included submittal requirements. A pre-application meeting was offered.

Recommendation:

That the Executive Director authorizes an extension of the Schedule of Performance to complete the project
from March 9, 2012 to May 31, 2012, as requested. JKC and its contractors are making slow but steady
progress and it appears that approval from Kia of America is forthcoming based on cumulative changes
currently being contemplated.

In addition, language in Section 2.4 of the Owner Participation Agreement reflects that an extension may be
requested in writing with mutual agreement of the Agency and Developer. The Agreement also provides that
the Executive Director has the authority to approve extensions on behalf of the Agency.

ing Manager

Submitted by: .-Pr-----.+-+II-----­

Jenny Ficacci
Redevelopment

,)

Action: ------
Rob Turner
Acting Executive Director/City Manager

Attachments:
1. Owner Participation Agreement
2. Request for extension from John P. Kiefer dated September 19,2011
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September 19, 2011

Mr. Rob Turner
Acting Executive Director
EI Cajon Redevelopment Agency
200 Civic Center Way
EI Cajon, CA. 92020

Re: Team Kia of EI Cajon

Dear Mr. Turner,

Team Kia of EI Cajon has been actively working on our redevelopment project. 1believe we have
finalized our plans which are now being reviewed by your staff, Eric Craig, and Kia Motor of America. In
meetings with Kia's architect's in August they recommended we add approximately 7' to the front of the
existing sales facility. While this additional space is not required they feel, and we concur, that the
additional room will have avery positive impact for a relatively minor increase in cost.

We have determined that we would like to proceed with the expanded project, but since it will be
changing the footprint ofthe existing facility we anticipate needing an additional 10 weeks taking our
project beyond the current approval to 5/31/2012.

Pursuant to section 2.4 (Schedule of Performance) of our Owner Participation Agreement we are
requesting you approve an extension for our certificate of occupancy to 5/31/2012.

Very truly yours}

~.

John P. Kiefer, President
Team Kia of El Cajon




