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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

As management of the Redevelopment Agency of the City of Santa Monica, (the “Agency”), we offer
readers of the Agency’s report this narrative overview and analysis of the financial activities of the
Agency 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 the Agency’s basic
financial statements, which immediately follow this section.

Financial Highlights

The total assets of the Agency were less than its liabilities as of June 30, 2011 (“fiscal year”) by $94.7
million. Of this amount $74.5 million is restricted for use as specified by entities outside the agency, $6.7
million is restricted for the payment of debt service and (8175.9) million is unrestricted for use in
accordance with finance-related requirements reflected in the Agency’s fund structure.

The Agency’s net assets decreased by $250.9 million during the fiscal year.

At the end of the fiscal year, the Agency’s governmental funds reported combined ending fund balances
of $188.3 million, an increase of $59.6 million from the prior year.

The Agency’s investiment in capital assets decreased by $150.7 million. Please see further detail of capital
assets on page 7.

The Agency’s total debt increased by $159.7 million during the current fiscal year. Please see further
detail of long-term debt on page 30.

Overview of the Basic Financial Statements

This discussion and analysis is intended to serve as an introduction to the Agency’s basic financial
statements. The Agency’s basic financial statements consist of three components:

1) Agency-wide financial statements
2) Fund financial statements
3) Notes to basic financial statements.

Agency-Wide Financial Statements

The agency-wide financial statements are designed to provide readers with a broad overview of the
Agency’s finances in a manner similar to the accounting used by most private-sector business.

The statement of net assets presents all of the Agency’s assets and liabilities, with the difference reported
as net assets. Over time, increases or decreases in net assets may serve as a useful indicator to determine
whether the financial position of the Agency is improving or deteriorating,.

The statement of activities presents information showing how the Agency’s net assets changed during the
most recent fiscal year. Functional activities are highlighted in this statement, whereby direct and indirect
functional costs are shown net of related program revenue. This statement shows the extent to which the
various functions depend on general taxes and non-program revenues for support.



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

Both of the agency-wide financial statements highlight functions of the Agency that are principally
supported by property tax increment and bond proceeds. The governmental activities of the Agency
include redevelopment activities and interest on long-term debt. Redevelopment activities, in general,
include providing needed public improvements, assisting with development and rehabilitation of existing
properties, and providing low and moderate-income housing to eliminate or alleviate blighting conditions.

The agency-wide financial statements can be found on pages 10 and 11 of this report.
Fund Financial Statements

Fund financial statements are designed to report information about related accounts, which are groupings
(funds), used to maintain control over resources that have been segregated for specific activities or
objectives. The Agency, like state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance related-legal requirements. All funds of the Agency are categorized
as governmental funds.

Government funds are used to account for essentially the same functions reported as governmental
activities in the agency-wide financial statements. However, unlike the agency-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 mformation
may be useful in determining what financial resources are available to finance the Agency’s
redevelopment programs.

Because the focus of governmental funds is narrower than that of the agency-wide financial statements, it
is useful to compare the information presented for governmental funds with similar information presented
for governmental activities in the agency—wide financial statements. By doing so, readers may better
understand the long-term impact of the agency’s near-term financing decisions. Both the governmentai
fund balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund
balances provxde reconciliation to the agency-wide financial statements on pages 13 and 15 to facilitate
this comparison between governmental funds and governmental activities.

The Agency maintains seven individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances, for each of these funds.

The governmental funds financial statements can be found on pages 12 and 14 of this report.

Notes to Basic Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in

the agency-wide and fund financial statements. The notes to the basic financial statements can be found
on pages 16 — 36 of this report.



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

Agency-Wide Financial Analysis

Our. agency-wide analysis focuses on the net assets and changes in net assets for the Agency’s
governmental activities.

A summary of the Agency’s net assets are as follows:

Agency Net Assets - Governmental Activities
(in mitlions)

2011 2010 Change

Current and other assets $ 203.5 138.2 65.3
Capital assets, net - 150.7 (150.7)
Total assets : 203.5 288.9 (85.4)
Current and other liabilities 21.5 45.4 (23.9)

Long-term liabilities 276.9 87.3 189.6

Total liabilities 298.4 ' 132.7 165.7

Net assets (deficit) ‘

Invested in capital assets, net of related debt - 81.3 (81.3)

Restricted 31.2 28.5 52.7
Unrestricted (175.9) 464 (222.3)
Total net assets (deficit) $ (94.7) 156.2 (250.9)

As noted earlier, net assets may serve over time as a useful indicator of the Agency’s financial position.
In the case of the Agency, assets exceeded liabilities by $104.5 million at the close of the most recent
fiscal year. By far the largest portion of the Agency’s liabilities reflects its bonded and other
indebtedness, totaling $282.7 million. The Agency, operating under California Redevelopment Law,
must maintain indebtedness in excess of its available revenues to legally receive property tax increment
revenue.

Capital assets decreased by $150.7 million due to the acquisition by the City of Santa Monica of all
Agency capital assets under a Master Cooperation Agreement.

The increase in current and long-term liabilities was due to line of credit draws, issuance of loans and
notes payable and issuance of tax increment bonds, partially offset by debt service payments.



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

Governmental Activities

Governmental activities decreased the Agency’s net assets by $250.9 million. Key elements of this
decrease are as follows:

Agency Changes in Net Assets - Governmental Activities
(in millions)

2011 2019 Change
Revenues
Program revenues
Charges for services $ - 0.1 (0.1)
General revenues
Property tax increment 56.3 56.1 0.2
Investment income 0.4 1.2 (0.8)
Miscellaneous 3.0 0.8 2.2
Total revenues 59.7 58.2 1.5
Expenses
Housing and community development 299.2 40.0 259.2
General govermental 43 20.9 (16.6)
Interest on long-term debt 7.1 6.2 : 0.9
Total expenses 310.6 67.1 243.5
Decrease in net assets : (250.9) 89 (242.0)
Net assets - beginning of year 156.2 165.1 (8.9)
Net assets - end of year ‘ $ (94.7) 156.2 {250.9)

Property tax increment revenues net of pass throughs of $56.3 million are the Agency’s major source of
revenue, This revenue increased by $0.2 million or 0.04% from the prior year due to property tax
increment revenues increasing as a result of Santa Monica Place opening offset by a slight reduction in
assessed values.

General government expenses of $4.3 million represents a mandatory payment under AB 26x4 which
requires redevelopment agencies to remit to their county Special Education Revenue Augmentation Fund
(“SERAF™) a proportionate share of $1.7 billion for fiscal year 2009-10 and $350 million for fiscal year
2010-11.

Investment earnings of $0.4 million were received from investments of available funds.



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

Redevelopment activities expenses of $299.2 million shown on the statement of activities consists of:

Agency Redevelopment Activities
(in miHions)

Redevelopment and public improvement project operating costs $ 7.7
Redevelopment and public improvement project costs 266.0
Low and moderate housing projects 234
Depreciation and amortization 2.1

Total redevelopment activities expenses $ 299.2

Redevelopment and public improvement project operating costs of $7.7 million are comprised of
operating expenses such as administrative fees charged by the County for collection and disbursement of
property tax increment ($1.3 million), operating transfers to the City of Santa Monica General Fund ($0.3
million), payment to the General Fund in accordance with a reimbursement agreement in conjunction
with each project area ($3.4 million), the lease payment for the Ocean Park Boulevard Housing Project
($0.2 million) and administrative indirect costs ($0.2 million).

Redevelopment and public improvement costs of $266.0 million primarily represents the City of Santa
Monica’s acquisition of the Agency’s capital assets under an option of a master cooperation agreement of
$199.2 million, payments of $3.7 million to the Parking Authority of the City of Santa Monica under a
sale/purchase agreement for six parking structures. See note 5. Additional expense consists primarily of
$53.5 million in payments to the City of Santa Monica under a Master Cooperation Agreement. An
additional $2.2 million was for seismic retrofit of parking structures. Finally the amount includes a
payment due under a cooperation agreement with the Santa Monica Malibu Unified School district of
$5.8 million.

Low and moderate housing project expenditures of $23.4 million are primarily comprised of $16.3
million paid to the City of Santa Monica under a Master Cooperation Agreement.

Financial Analysis of the Agency’s Funds

As noted earlier, the Agency uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. ‘

Governmental Funds

The focus of the Agency’s governmental funds is to provide information on near-term inflows, outflows,
and balances of spendable resources. Such information is useful in assessing the Agency’s financing
requirements. In particular, unreserved fund balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year.

As of June 30, 2011, the Agency’s governmental funds reported total ending fund balances of $188.3
million, which is an increase of $59.6 million from the prior year. The fund balance of $190.6 million is
non-spendable to indicate that it is not available. $7.4 million is restricted for debt service. The fund



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

balance of $0.8 million is assigned for continuing capital projects. The remainder of the fund balance,
($10.5) million, is unassigned.

The key elements of the $65.4 million increase in fund balance from the prior year was proceeds from the
loan and notes payable, the issuance of tax incrément bonds offset by the payments under a master
cooperation agreement with the City of Santa Monica.

Major Funds

The Low/Mod housing fund balance increased by $17.1 million primarily due to payments made to the
City of Santa Monica under a master cooperation agreement of $16.3 million offset by line of credit
draws of $26.5 million and property tax increment of $14.7 million.

The Downtown Project fund balance decreased $0.5 million primarily due to payments to the City of
Santa Monica under a master cooperation agreement of $0.4 million and repayment of advances of $1.8
million.

The Earthquake Recovery Project fund balance increased $49.2 million primarily due to issuance of a
loan and notes payable of $102.0 million, issuance of tax increment bonds of $41.1 million and payments
to the City of Santa Monica under a master cooperation agreement of $53.5 million and pass through and
SERAF payments to other agencies of $21.7 million over the prior year, plus by a decrease in property
tax increment of $0.9 million.

The Ocean Park Project fund balance decreased $0.8 million due to payments to the City of Santa Monica
under a master cooperation agreement of $2.1 million.

Capital Asset and Debt Administration

Capital Assefs

During the year ended June 30, 2011, the City of Santa Monica exercised an option in the Master
Cooperation Agreement to acquire all of the Agency’s capital assets for $319.9 million as a payment

against the Master Cooperation Agreement. As such there are no Agency capital assets as of June 30,
2011. See Note 9.



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continuned)

This investment in capital assets included parking structures, buildings, land, and equipment. This
investment is detailed below:

Agency Capital Assets - Governmental Activities
(in miflions)

2011 2010

Land ' $ - 104.0
Buildings, parking structures, and improvements - 43.5
Improvements other than buildings - 11.0
Construction in progress - 11.0

Subtotal - 169.5
Less accumulated depreciation - (18.8)

Total b - 150.7

Long-Term Debt

At the end of the current fiscal year, the Agency had total long term debt of $285.5 million. The debt is
secured solely by tax increment.

The Agency’s total debt increased by $159.7 million or 230.0% during the current fiscal year. The
increase was primarily due to draws on the Low/Mod fund line of credit of $26.5 million, issuance of
notes and loan payable of $102.0 million, issuance of tax allocation bonds of $41.1 million offset by
scheduled debt service payments on the Earthquake Recovery Project, Ocean Park Redevelopment
Project, notes payable and advances from the City of Santa Monica.

Time limitations on incurring debt are as follows:

Project area ‘ Time limitation to incur debt
Ocean Park 1A January 1, 2004

Ocean Park 1B January 1, 2004

Downtown None

Earthquake Recovery June 21, 2014

The Agency does not have an overall credit rating; however, the Agency has received bond ratings on all
of its outstanding bond issues as follows: Ocean Park Redevelopment Project Tax Allocation Bonds,
“BBB+,” “Baal” and “A;” , Earthquake Recovery Redevelopment Refunding Project Tax Allocation
Bonds, “AAA”, “AAA” and “Aaa” and the Earthquake Recovery Project Tax Allocation Bonds, “AA”™
and “AA-“.

Additional information on outstanding long-term liabilities may be found in note 6 of the notes to basic
financial statements.



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued) '

Economic Factors and Next Year’s Budget

The assessed value of property is estimated to rise in the Downtown Redevelopment Project Area as a
result of standard minimum increases especially since the reopening of Santa Monica Place in August of
2010 and subsequent leasing; increase in assessed value in the Earthquake Redevelopment Project area
and in the Ocean Park Project area as a result of general recovery in the real estate market.

Request for Information

This financial report is designed to provide a general overview of the Agency’s finances for all those with
an interest in the Agency’s finances. Questions concerning any of the information provided in this report
or request for additional financial information should be addressed to the Santa Monica Redevelopment
Agency, 1717 4™ Street, Suite 250, Santa Monica, California 90401 or (310) 458-8281. Additional
financial data may also be found on the City of Santa Monica’s website (www.smgov.net).



Assets:

THE REDEVELOPMENT AGENCY OF THE CITY OF SANTA MONICA

Statement of Net Assets
June 30, 2011

Cash and investments with fiscal agents (note 2)

Accounts receivable

Interest receivable

Property tax increment receivable
Unamortized bond issuance costs, net
Notes receivable (note 3)

Prepaid expenses

Liabilities:

Total assets

Accounts payable and other liabilities
Accrued interest payable on bonds
Contracts retainage payable
Due to other agencies
Noncurrent liabilities (note 6):

Due within one year

Due in more than one year

Net assets
Restricted:

Total liabilities

Low- and moderate-income housing
Debt service

Unrestricted
Total net deficit

See accompanying notes 1o basic financial statements.

10

7,445,892
8,010
115,445
3,592,967
1,718,991
46,781,148

143,790,906

203,453,359

1,060,393
1,993,331
180,838
12,182,807

6,365,389
276,325,036

298,107,794

74,455,970
6,746,729

- (175,857,134)

(94,654,435)




THE REDEVELOPMENT AGENCY OF THE CITY OF SANTA MONICA

Functions/programs:
Governmental activities:
Housing and comnumity development
General government
Interest on long-term debt

Total governmental activities

General revenues:
Property tax increment
Investment income
Miscellaneous
Total general revenues
Change in net assets
Net assets ~ beginning of year
Net deficit — end of vear

Statement of Activities

Year Ended June 30, 2011

Expenses

Program Revenues

Charges
for Services

Operating Grants

Capital Grants
and Contributions

and Contributions

* Net (expense)
revenue
and changes
in net assets
Total

$ 299,200,148
4,299,520
7,036,246

(299,200,149)
(8,299,520)
(7.036.246)

310,535,914

(310,335,915

See accompanying notes to basic financial statements.

It

56,324,712

) 427,933

2,951,401

39,704,046
(250,831,869)

136,177,434

s mamema Dt s

$ (94.654.435)
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THE REDEVELOPMENT AGENCY OF THE CITY OF SANTA MONICA

Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Deficit

June 30, 2011

Total fund balances-governmental funds $  188.310,331
Amounts reported for governmental activities in the statement of net assets are

different because;

Bond issuance costs are expended in governmental funds when paid and are
capitalized and amortized over the life of the corresponding bonds for purposes
of the statement of net assets.

Deferred charges net of accumulated amortization 1,718,991

Long-term liabilities are not due and payable in the current period and, therefore,

are not reported in the balance sheet of governmental funds:

Tax allocation honds, net §  (103,525971)
Loans payable (101,068,020)
Advances from the City of Santa Monica (28,096,434) (232,690,425)

Line of credit Habilities are not due and payable in the current period and, therefore,
are not reported in the balance sheet of governmental funds. (50,000,000)

‘Interest payable on long-term debt does not require the use of current financial

resources and, therefore, interest payable is not accrued as a Hability in the

balance sheet of governmental funds. (1,993,331)
Rounding (n
Net deficit of governmental activities $ (94,654,435)

See accompanying notes to basic financial statements.
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THE REDEVELOPMENT AGENCY OF THE CITY OF SANTA MONICA

Reconciliation of the § of R , Expendi and Changes in Fund Balange
10 the Btatement of Activities

Year Ended June 30, 2011

Net change in fund balance - governmental funds § 59,590,776

- Amounts reported for governmental activities in the statement of activities are
different because:

Governmental funds report capiial outiays as ex[‘Jemiilums‘ However, in the statement
of activities the cost of these assets are allocated over their estinzated usefal Lives
and reported as depreciation expense. The compenents of capital outlay related costs
not reparted in the staement of activities for the current period are as follows:

Costs capitalized related to tated redevelopment project costs $ 30,595,584

Depreciation expense 2,105,483}

Acgnisiton of Capital Assets by the City of $ama Monica (199,170,597) (150,680,496)
Bond i costs are expended in gover | funds when paid, however, are

capitalized and amortized over the fife of the correspanding debt for the purposes

of the statersent of activities, Current year anrortization. (90,626)
Issuance cost on bonds issved in FY 2010-11 440,308

Repayment of long-term debt principal is reporied as an expenditure in governmentat

fundsg and, thus, kas the effect of reducing fand belance because cwrent financial

resources have been used. Howevet, she principal payments reduce the liabilities

in the statement of net assets and do not result in an expense in the statement of

activities. The Agency's long-term debt was reduced because principal payments

were made to bondholders:
Tax ailocation bonds 4,840,000
Leans payabie 1,431,980

Drraws on the line of credit are reported as other sources in the governmental
fumds, Hewever the draws increase Habitities in the statement of net assets and do
not result in revenue in the statement of activities {26,528,395)

Tssuance of tax allocation bonds and related premsium is recorded as other sources
in the governmantal funds, However the bonds increase liabilities in the statement
of net assets and do not resnit in revenue in the statement of activities (41,459,674)

Tssuance of leans payable is recorded as dther sources in the goveramental
funds. However the loans i liabiities in the of net assets and do
ot result in revenue in the statement of activities (102,506,000}

Advances and repayment of advances are reported as revenues and expenditures in
governnentai funds and thus, has the effect of reducing fund balance because
current financial sesousces have been weed, However, advances and repayment of
advances increase/reduce the lisbilities in the statement of net assets and do not
resuit is incomefexpense in the statement of activities. The Agency's advances
were increased/reduced because of the net advances/payments made to the note

holder:
Repayment of Advances from the City of Santa Monica 6,906,506
Advances from the City of Santa Monich (2,231,681}

Accrued interest expense on long-term debt is reported in the statement of activities
tut does not require the use of currest financisl resources. Arnortization of bond

£irmels

premiums, discounts and deferred on i are exp dasa

component of interest expense on the statement of activities. This amount
represents the net accrued interest expense and the anortization of bond premiums,

discounts and deferred amounts on refunding not reported in governmental funds.

Increase in accrued interest expense {366,254)
Amaortization of bond premium/discount 2,546
Amortizaticn of deferred amounts upon refunding {181,459 {545,167
Change in net assets of governmental activities ¥ _ (250,831,869}
See panying noles to basic f ial




REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2011

(1) Swmmary of Significant Accounting Policies

The basic financial statements of the Redevelopment Agency of the City of Santa Monica
(“Agency”) have been prepared in conformity with accounting principles generally accepted in the
United States of America (GAAP) as applicable to governmental units. The Governmental
Accounting Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting and financial reporting principles. The more significant accounting
principles of the Agency are described below:

(a)

General

The Agency was established by the Santa Monica City Council in 1957 pursuant to the
Community Redevelopment Law of California as codified in the State of California Health
and Safety Code. The Agency has the broad authority to acquire, rehabilitate, develop,
administer, and sell or lease property in a “Redevelopment Project Area”.

The Agency generally finances redevelopment projects through the issuance of tax allocation
bonds. These bonds are payable from the incfemental portion of property taxes collected
within a project area relating to an increase in assessed valuation resulting from
redevelopment. The County of Los Angeles (“the County™) collects these incremental tax
revenues on behalf of the Agency.

The Agency has four project areas: the Downtown Redevelopment Project Area, the
Earthquake Recovery Redevelopment Project Area and the Ocean Park Redevelopment
Project Areas 1A and 1B.

Downtown Redevelopment Project

The City Council adopted the Redevelopment Plan for the Downtown Redevelopment Project
on January 13, 1976. The Downtown Redevelopment Project encompasses 9.9 acres of
property located in the downtown core of Santa Monica bounded by Broadway to the north,
4" Street to the east, Colorado Avenue to the south, and 2™ Street to the west. The project
consists of Santa Monica Place, a large retail center that is owned and operated by the
Macerich Company. The project also includes two parking structures owned by the City of
Santa Monica that provide 1,843 parking spaces. Santa Monica Place underwent a substantial

~ remodel that began in 2008, and the center re-opened in Aungust 2010. The Agency made

significant improvements to Parking Structures 7 & 8, which re-opened in conjunction with
the mall in the summer of 2010. Improvements included renovating the facades, converting
the structures to full-day automated parking, installing parking controls, and other related
capital improvements.
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2011

Earthquake Recovery Redevelopment Project

The City Council adopted the Redevelopment Plan for the Earthquake Recovery Project on
June 21, 1994, The project is 2.9 square miles bounded to the east by Cloverfield Boulevard
and 26™ Street, to the west by Pacific Coast Highway/Beach Promenade, to the south
generally by Pico Boulevard, and to the north by Montana Avenue and includes structures
predominantly damaged in the January 1994 Northridge earthquake. Approximately 90% of
all red tagged and 60% of all yellow tagged buildings in the City were in the project area. To
date the Earthquake Recovery Project has funded disaster prevention and mitigation,
commercial revitalization, community revitalization and institutional projects.

Ocean Park Redevelopment Project Areas

The Ocean Park Redevelopment Project areas are Ocean Park Redevelopment Project 1A and
Ocean Park Redevelopment Project Area 1B.

The City Council adopted the Redevelopment Plan for the Ocean Park Redevelopment
Project 1A on June 30, 1960. The Redevelopment Plan was amended on November 14, 1967,
primarily to change the permitted land uses in the project area. The project area is 25 acres
bounded by Ocean Park Boulevard to the north, Nielson Way to the east, Ocean Park Project
1B to the south and the State beach parking lots and the beach itself to the west. Phase one of
the project was completed in 1980 and phase two was completed in 1987. The project
contains two 17-story, 250 rental unit high-rise buildings known as Santa Monica Shores and
is surrounded by the Sea Colony condominium project, which contains 340 condominium
units. Ocean View Park is also contained in the project area.

The City Council adopted the Redevelopment plan for the Ocean Park Redevelopment
Project ArealB on January 24, 1961, with subsequent amendments on January 26, 1965, July
13, 1971, and again on September 12, 1972, which were implemented in order to change the
permitted land uses within the project area. The project area consists of 8 acres bounded by
Ocean Park Redevelopment project 1A to the north, Nielson Way to the east, the City limit to
the south and both the State beach parking lots and the beach itself to the west. The project
was completed in 1983,

Currently the project has two senior citizen residential apartment complexes, Nielson Villas
and Barnard Park Villas, which contain 100 and 61 rental units respectively. A former utility
building within the project was adapted to offices and art storage for the Eli Broad Trust Art
Foundation.
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2011

Project Area Time Limits

For the Ocean Park Redevelopment project areas, agency indebtedness must have been
incurred by January 1, 2004. Additionally, plan activities for the project area are to cease by
January 1, 2012. The time limit for receiving property tax increment and paying off debt for
the project area is January 1, 2022. The time limit for incurring agency indebtedness for the
Downtown Redevelopment project was eliminated by ordinance on January 13, 2004, Plan
activities for the project area are to cease by January 13, 2019 and the time limit for receiving
property tax increment and paying off debt for the project area is January 13, 2029.

For the Earthquake Recovery Plan Project Area, indebtedness must be incurred by June 21,
2014. The plan activities for the project area are to cease by June 21, 2027 and the time limit
for receiving property tax increment and paying off debt is June 21, 2042.

Local funds are provided principally from property tax increment and rentals for parking
facilities.

Reporting Entity

Under GASB No. 14, The Financial Reporting Entity, the Agency is considered a component
unit of the City of Santa Monica since the Agency Board consists exclusively of the Mayor
and the other six members of the City Council. Consequently, the Agency’s financial
statements are blended in the City’s basic financial statements.

Basis of Acceunting and Measurement Focus

The basic financial statements of the Agency are composed of the following:

e Agency-wide financial statements
e Fund financial statements
o Notes to basic financial statements

Avgency-Wide Financial Statements

Agency-wide financial statements (i.e., the Statement of Net Assets and the Statement of
Activities) display information about the Agency as a whole. All significant interfund activity
has been eliminated in the Statement of Activities. The Agency provides only governmental
activities which are supported principally by property tax increment revenue. Agency-wide
financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenues are recorded when eamed and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows. Property tax
increment revenue is recognized in the year for which it is levied.
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2011

Amounts paid to acquire capital assets are capitalized as assets in the agency-wide financial
statements, rather than reported as expenditures. Proceeds of long-term debt are recorded as a

‘liability in the agency-wide financial statements, rather than as other financing sources.
Amounts paid to reduce long-term indebtedness of the reporting government are reported as a
reduction of the related liability, rather than as expenditures.

In the Agency-wide financial statements, net assets are classified in the following categories:

Invested in Capital Assets, Net of Related Debt: This category groups all capital assets into
one component of net assets. Accumulated depreciation and the outstanding balances of debt
that are attributable to the acquisition, construction or improvement of these assets reduce this
category.

Restricted Net Assets: This category presents external restrictions imposed by creditors,
grantors, contributions or laws or regulations of other governments and restrictions imposed
by law through constitutional provisions or enabling legislation.

Unrestricted Net Assets: Represents the net assets of the Agency, not restricted for any
project or other purpose.

Fund Financial Statements

The accounting system of the Agency is organized and operated on the basis of separate
funds. The operations of each fund are accounted for with a separate set of self-balancing
accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures.

Fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. The modified accrual basis of accounting
is defined as the basis of accounting under which expenditures, other than accrued interest on
long-term debt, are recorded at the time liabilities are incurred. Revenues are recorded when
received in cash, except for measurable and available revenues, which are defined as
available to finance current period expenditures and are accrued to properly reflect the
revenues earned. Revenues which are susceptible to accrual include property tax increment,
interest income, and rental income.

All governmental funds are accounted for on a spending or “financial flow” measurement
focus. Generally, only current assets, and current liabilities are included on the balance
sheets. However, non-current portions of long-term receivables related to governmental funds
are also reported on their balance sheets and are offset by deferred revenue or fund balance
reserve accounts. Statements of revenues, expenditures, and changes in fund balances for
governmental funds generally present increases (revenues and other financing sources) and
decreases (expenditures and other financing uses) in net current assets.

As prescribed by GASB Statement No. 54, governmental funds report fund balance in
classifications based primarily on the extent to which the Agency is bound to honor
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2011
constraints on the specific purposes for which amounts in the funds can be spent. As of the

June 30, 2011, fund balance for government funds are comprised of the following:

Nonspendable Fund Balance: This category includes inventories, prepaid items and other
items, that by definition cannot be appropriated.

Restricted Fund Balance: This category includes amounts that can only be used for specific
purposes stipulated by constitution, external resource providers, or through enabling
legislation.

Committed Fund Balance: This category includes amounts that can only be used for specific
purposes determined by a formal action of the Agency Board. The Board has the authority to
establish, modify or rescind a fund balance commitment.

Unassigned Fund Balance: This category includes the residual classification of the Agency’s
funds and includes all spendable amounts not contained in the other classifications.

Major Funds
The Agency considers all of its funds as major governmental funds. They are:

The Capital Projects Funds are as follows: Low/Mod Housing, Downtown Redevelopment,
Earthquake Recovery Redevelopment and Ocean Park Project Areas. The Capital Projects
Funds are used to account for bond proceeds available for project improvements, interest
income on invested funds, property tax increment revenues and certain other income.

The Redevelopment Debt Service Fund is used primarily to account for repayment of
principal and interest on long-term indebtedness of the Agency. '

Investments

Investments are stated at fair value and generally consist of federal government-backed
securities.

In order to maximize investment return, the Agency pools its available cash except for cash
required to be held by outside fiscal agents under the provisions of bond indentures. All
investment decisions are made by the City Director of Finance based on the Agency’s
investment policy or controlling bond indentures.

Interest income, realized gains and Josses and changes in fair value of investments arising
from such pooled cash and investments are apportioned to each participating Agency fund
based on the relationship of such fund’s respective cash balances to aggregate pooled cash
and investments. Interest income, realized gains and losses and changes in fair valve of
investments arising from cash and investments held by outside fiscal agents under the
provisions of bond indentures is credited directly to the related fund.

20



(g)

(h)

REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2011

The Agency’s investments are stated at fair value. Fair value is determined based upon
market closing prices or bid/asked prices for regularly traded securities. The fair value of
mutual funds, government-sponsored investment pools and other similar investments are
stated at share value, or appropriate allocation of fair value of the pool, if separately reported.
Certain money market investments with initial maturities at the time of purchase of less than
one year are recorded at cost. The calculation of realized gains and losses is independent of
the calculation of the net increase in the fair value of investments. Realized gains and losses
on investments that had been held in more than one fiscal year and sold in the current fiscal
year may have been recognized as an increase or decrease in fair value of investments
reported in the prior year.

Long-Term Liabilities

In the Agency-wide financial statements, long-term debt and other long-term liabilities are
reported as liabilities in the statement of net assets.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the period in which the bonds are issued.
The face amount of debt issued is reported as other financing sources. Premiums received on
debt issunance are reported as other financing sources while discounts on debt issuance are
reported as other financing uses. Issuance costs, whether or niot withheld from the actual debt
proceeds received, are reporied as debt service expenditures.

Property Tax Increment Revenues

Property tax increment is considered as project revenue by the Agency when it becomes both
measurable and available for financing the Agency’s redevelopment activities during the
year. Property tax increment is considered available if received within 60 days following
year-end in accordance with generally accepted accounting principles.

Property tax increment revenues represent property taxes collected from the excess of taxes
levied and collected each year on any redevelopment project over that amount which would
have been levied and collected on the base year property tax assessment. A property tax base
year is determined to be the year prior to the establishment of a redevelopment project area.

Low and Moderate Income Housing

Under requirements of the State of California Health and Safety Code, the Agency is required
to set aside 20% of property tax increment revenues for use in housing projects benefiting
low- and moderate-income households. At June 30, 2011, the net cumulative unspent low-
and moderate-income housing set aside funds have been obligated by the Agency and are
included in the Low and Moderate Income Capital Projects Fund for 20% set aside.
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THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2011

(i)  Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date
of the financial statements and the reported amounts of changes in net assets during the
reporting period. Actual results could differ from those estimates.

) Capital Assets

Capital assets are recorded at cost where historical records are available and at an estimated
historical cost where no historical records exist. Contributed capital assets are valued at their
estimated fair market value at the date of the contribution. Generally, capital assets are
defined by the Agency as assets with an initial cost in excess of $50,000 and an estimated life
in excess of five years and buildings, parking structures and improvements other than
buildings with an initial cost in excess of $100,000 and an estimated useful life of twenty
years or more.

Capital assets of the Agency are depreciated using the straight-line method over the following
estimated useful lives:

Assets Years
Building, parking structures and improvements 20 t0 50
Improvements other than buildings 20 to 30
Machinery and equipment 5

{2) Cash and Investments

Cash and investments as of June 30, 2011 are classified in the accompanying financial statements
as follows:

Statement of Net Assets:
Cash and investment with fiscal agent $ 7,445,892

Total cash and investments $ 7,445,892

Equity in the cash and investment pool of the City of Santa Monica

The Agency has no separate bank accounts or investments other than investments held by the bond
trustee and the Agency’s equity in the cash and investment pool managed by the City. The Agency
is a voluntary participant in that pool. The pool is governed by and under the regulatory oversight
of the Investment Policy adopted by the City’s City Council. The Agency has not adopted an
investment policy separate from that of the City. The fair value of the Agency’s investment in this
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pool is reported in the accompanying financial statements at amounts based upon the Agency’s pro-
rata share of the fair value calculated by the City for the entire City portfolio. The balance available
for withdrawal is based on accounting records maintained by the City, which are recorded on an
original cost basis. Detailed information concerning the City’s pooled cash and investments,
including interest rate risk, credit risk, and concentration of credit is addressed in the City’s
Comprehensive Annual Financial Reports for the year ended June 30, 2011, At June 30, 2011 the
Agency had no monies in the City of Santa Monica investment pool.

Investments Authorized by Debt Agreements

Investment of debt proceeds held by bond trustees are governed by provisions of the debt
agreements, rather than the general provisions of the California Government Code or the Agency’s
investment policy. The table below identifies the investment types that are authorized for
investments held by the bond trustee. The table also identifies certain provisions of these debt
agreements that address interest rate risk and concentration of credit risk.

Maximum Maximum
Authorized Maximum Percentage Investment
Investment Type Maturity Allowed in One Issuer

U.S Treasury Obligations None None None
Federal Housing Administration Debentures None None None
U.S. Agency Securities None None None
Time Deposits None Nomne None
Unsecured Certificates of Deposit 180 days None None
Banker's Acceptances 180 days None None
State Obligations None None None
Repurchase Agreements 1 year None None
Pre-refunded Municipal Obligations None None None
Commercial Paper 270 days None None
Money Market Mutual Funds None None None
Investment Contracts 30 years None None

Disclosures Relating to Inierest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value
of an investment, Generally, the longer the maturity of an investment, the greater the sensitivity of
its fair value to changes in market interest rates. One of the ways that the Agency manages its
exposure to interest rate risk is by timing cash flows from maturities so that a portion of the
portfolio is maturing or coming close to maturity evenly over time as necessary to provide the cash
flow and liquidity needed for operations.

Information about the Agency’s exposure to interest rate risk as a result of its equity in the cash and
investment pool of the City provided by disclosures in the notes to the basic financial statements of
the City that shows the distribution of the City’s investments by maturity.

Information about the sensitivity of the fair values of the Agency’s investments held by bond
trustee to market interest rate fluctuations is provided by the following table that shows the
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distribution of these investments by maturity. For purposes of this schedule, callable securities are
assumed to be held to maturity:

Remaining Maturity (in Months)

12 Months 131024 25-60 More than
Investment Type : or less Months Months 60 Months
Held by bond trustee:
Money market funds $ 5,697,540 - " -
U.S. agency securities 1,748,352 - - -
Total $ 7,445,892 - - -

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the
holder of the investment. This is measured by the assignment of a rating by a nationally recognized
statistical rating organization. Presented below is the minimum rating required by (where
applicable) the California Government Code, the City’s investment policy, or debt agreements, and
the actual rating as of yearend for each investment type.

Minimam
Legal
Investment Type Total Rating AAA
Held by bond trustee:
Money market funds % 5,697,540 AA 5,697,540
{1.8. agency securities 1,748,352 N/A, 1,748,352

Total ] £ 7,445,892 : 7,445,892

Concentration of Credit Risk

No investments in any one issuer (other than U.S. Treasury securities, mutual funds, and investment
pools) represents 5% or more of total investments by reporting unit (primary government, discretely
presented component unit, governmental activities, major fund, nonmajor funds in the aggregate,

etc.).
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Custodial Credit Risk

The Agency does not have significant separate certificates of deposit or demand accounts held by
bond trustee that are subject to disclosable custodial credit risk (as defined by GASB Statement No.
40). '

For the investments held by bond trustee, the bond trustee selects the investment under the terms of
the applicable trust agreement, acquires the investment, and holds the investment on behalf of the
reporting government.

(3) Notes Receivable ‘
Balance at Balance at

June 30, 2010 Encreases Decreases June 30, 2011
Redevelopment Activities
Community Corporation of
Santa Monica (a) 5 2,900,000 - - - 2,900,000
Community Corporation of
Santa Monica (b) ' 5,408,033 - - 5,408,033
Step Up on Fifth L.P. (¢) 5,876,000 - - 5,870,000
Low income senior housing {d) 46,250 - - 46,250
Community Corporation of
Santa Monica (¢) 4,234,507 - - 4,234,507
Santa Monica Housing
Partners, Lid. (f) 5,207,314 - - 5207314
Community Corporation of
Santa Monica (g) 5,674,589 3,284,235 - 8,958,824
Community Corporation of
Santa Monica (h) 2,224 836 819,984 . 3,044,820
Community Corporation of
Santa Monica (i) 4,079,312 707,392 - 4,786,704
FAME Santa Senior Apts (j) 3,566,310 350,526 - 3,916,836
Step up on Second St Ine (k) - 2,407,860 2,407,860
Total notes receivable 5 36,211,151 7,569,997 - 46,781,148

a. A promissory note dated January 28, 2003, in the amount of $1,382,619 was executed with
Community Corporation of Santa Monica for an Affordable Housing Project located at 1512
Fifteenth Street. This loan was for the acquisition of land and predevelopment expenses for
future low/moderate income housing. This was a non-interest bearing loan with the principal
amount due and payable after a two-year deferral period. On October 26, 2004 the note was
superseded and replaced by a new promissory note secured by a deed of trust. The new note
increased the amount of the note to $2,900,000, changed the due date of the note to 55 years
from the later of the date the project is placed into service per Internal Revenue Service Form
8609 or the issuance of a certificate of occupancy, and changed the interest rate to 3%. At
June 30, 2011, $2,900,000 had been disbursed to the borrower.
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b. A promissory note dated March 18, 2003, in the amount of $2,714,033 was executed with
Community Corporation of Santa Monica for an Affordable Housing Project located at 2601 —
2615 Santa Monica Blvd which is more commonly known as 1349 26™ Street. This loan is for
the acquisition of land and predevelopment expenses for a 40-unit income housing
development. This was a non-interest bearing loan with the principal amount due¢ and payable
after a two-year deferral period. On October 26, 2004 the note was superseded and replaced
by a new promissory note secured by a deed of trust. The new note increased the amount of
the note to $4,458,033, changed the due date of the note to 55 years from the later of the date
the project is placed into service per Internal Revenue Service Form 8609 or the issnance of a
certificate of occupancy, and changed the interest rate to 3%. At June 30, 2011, $4,458,033
had been disbursed to the borrower. A note dated June 12, 2007, was executed in the amount
of $950,000 bearing interest at 3% due 55 years from the later of the date the project is placed
into service per Internal Revenue Service Form 8609 or the issuance of a certificate of
occupancy. At June 30, 2011, $950,000 had been disbursed to the borrower. The Earthquake
Recovery Redevelopment Project, the Downtown Redevelopment Project and the Ocean Park
Redevelopment Project provided $1,621,500, $903,405 and $2,883,128 respectively.

c. A promissory note dated December 17, 2004, in the amount of $1,985,000 was executed with
Step Up on Fifth, L.P. for an Affordable Housing Project located at 1548 Fifth Street. This
loan is for the acquisition and predevelopment expenses of a surface parking lot where Step
Up will build up to 46 new rental units for very low income mentally disabled persons. This is
a non-interest bearing loan with the principal amount due and payable after a two-vear
deferral period. On February 13, 2007, the note was superseded by a new promissory note
secured by a deed of trust. The new note increased the amount to $5,870,000. At June 30,
2011, $5,870,000 had been disbursed to the borrower.

d. The Redevelopment Housing Trust Fund, formerly known as “CHARP” provides funds to
eligible borrowers. in the form of deferred payment loans to make up the financial gap
between available non-program resources, including the borrower’s equity and private
financing, and the limited equity cooperatives. At June 30, 2011, loans totaling $46,250 are
outstanding.

e. A promissory note dated January 30, 2006, in the amount of $1,497,714 was executed with
Community Corporation of Santa Monica for an Affordable Housing Project located at 2411-
2423 Centinela Avenue. This loan is for the acquisition and predevelopment expenses to
construct 36 new rental units for very low income and low income persons. This is a non-
interest bearing loan and is due and payable after a two-year deferral period. On July 24,
2006 the note was superseded and replaced by a new promissory note secured by a deed of
trust. The new note increased the amount of the note to $4,234,507, changed the due date of
the note to 55 years from the later of the date the project is placed into service per Internal
Revenue Service Form 8609 or the issuance of a certificate of occupancy, and changed the
interest rate to 3%. At June 30, 2011, $4,234,507 had been disbursed to the borrower.
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A promissory note dated February 13, 2007, in the amount of $3,120,000, was executed with
Santa Monica Housing Partners for an Affordable Housing Project located at 1458 14% Street,
This loan is for the acquisition and predevelopment expenses to construct 20 new rental units
for very low income and low income seniors. This is a non- interest bearing Joan and is due
and payable after a two-year deferral period. At June 30, 2011, $5,207,314 had been
disbursed to the borrower. '

A promissory note dated December 23, 2008, in the amount of $6,582,323, was executed with
Community Corporation of Santa Monica for an Affordable Housing Project located at 2602
Broadway. This loan is for the acquisition and predevelopment expenses to construct
approximately 33 two- and three-bedroom units for very low- and low-income families with
56 subterranean parking spaces. This is a non- interest bearing loan and is due and payable
after a two-year deferral period. At June 30, 2011, $8,958,824 had been disbursed to the
borrower,

A promissory note dated January 12, 2009, in the amount of $3,720,204, was executed with
Community Corporation of Santa Monica for an Affordable Housing Project located at 430-
508 Pico. This loan is for the acquisition and predevelopment expenses to construct 32 - 2 and
3 bedrooms with very low to low income units. This is a non- interest bearing loan and is due
and payable after a two-year deferral period. At June 30, 2011, $3,044,820 had been
disbursed to the borrower. _ '

~ A promissory note dated February 2, 2009, in the amount of $5,595,897, was executed with
Community Corporation of Santa Monica for an Affordable Housing Project located at 2802
Pico. This loan is for the acquisition and predevelopment expenses to construct approximately
30 two- and three-bedroom units for very low and low-income families. This is a non- inferest
bearing loan and is due and payable after a two-year deferral period. At June 30, 2011,
$4,786,704 had been disbursed to the borrower.

A promissory note dated June 16, 2009, in the amount of $4,424,711, was executed with
FAME Santa Monica Senior Apartments, LP for an affordable housing project located at 1754
19® Street. This loan is for the acquisition and predevelopment expenses to construct 49 units
of very low income seniors housing units. This is a non- interest bearing loan and is due and
payable after a two-year deferral period. At June 30, 2011, $3,916,836 had been disbursed to
the borrower.

A promissory note dated December 15, 2010, in the amount of §3,645,422 was executed with
Step Up on Second Street, Inc. for an affordable housing project at 520 Colorado Avenue. The
loan is for the acquisition and predevelopment of the site. The interest rate is 0%. Repayment
is deferred during the two year term of the agreement with an option to extend the agreement
for thirty months. As of June 30, 2011, the outstanding balance was $2,407,860.
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(4) Capital Assets

A summary of changes in the Agency’s capital assets for the fiscal year ended June 30, 2011, is as

follows:
Beginning Ending
Balance Increases Decreases Balance
Nondepreciable:
Land $ 104,029,364 42,583,528 (146,612,892)
Construction in progress 10,969,830 7,380,302 {18,350,132)
Depreciable:
Building, parking structures, and
improvements 43,482,630 128,163 (43,610,795)
Improvements other than buildings 10,969,582 503,590 (11,473,172)
Machinery and equipment 6,303 - (6,303)
Total historical cost 169,457,709 50,593,585 (220,053,294)
Accumulated depreciation:
Building, parking structures, and :
improvements (9,664,632) (1,847,716) 11,512,348
Improvements other than buildings (9,106,279) (257.767) 9,364,046
Machinery and equipment (6,303) - 6,303
Total accumulated depreciation (18,777,214) {2,105,483) 20,882,697
Total $ 150,680,495 48,490,102 {199,170,597)

Depreciation expense in the amount of $2,105,483 was charged to the Housing and Community
Development function in the Statement of Activities.

During the year the City of Santa Monica exercised an option under the Master Cooperation
Agreement to acquire all of the capital assets of the Agency. The agreement calls for the estimated
fair market value of the assets of $319,857,900 million to be considered a payment against the
agreement, Because the net book value of the capital assets at the time of purchase was
$199,170,597 the option was recorded at that amount. The difference between the book value and
estimated fair market value of the assets has been recorded as a reduction to the amount due under
the agreement but has no impact on these financial statements.
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(5) Other Liabilities

During the fiscal year ended June 30, 2003, the Redevelopment Agency and the Parking Authority
entered into a purchase/sales agreement for the purchase/sale of six downtown parking structures
with related land for $60.0 million. The related promissory note, secured by a deed of trust, calls
for annual principal payments of $2.0 million for 30 years with interest, The promissory note was
revised in December 2004 creating two fully amortized notes with a principal of $38,930,000 and
$21,070,000. - : '

These parking structures with related land, built generally in the late 1960°s, were carried on the
books of the Parking Authority at historical cost less related depreciation. At the time of sale, the
book value of the six structures and land was $2,958,016.

The sale/purchase transaction has been recorded as a transfer of the structures and land from the
Parking Authority to the Redevelopment Agency and a corresponding receivable/liability for the
book value of the assets transferred. The excess of the purchase price over the book value is not

- recorded as a gain on the transfer because the transaction is between two blended component units
of the City of Santa Monica.

As related parties, no gain on the sale was recorded. Once the Redevelopment Agency’s payments
exceed the book value of the assets transferred, all future promissory note payments will be
considered recorded as interfund transfers on the financial statements of the two component units.
At June 30, 2011, $46.9 million plus interest remained due under the agreement. Additionally, the
note payment of $3.7 million was recorded was Housing and Community Development expense on
the Statement of Activities.

Also, as part of the agreement, an additional $60.0 million has been commitied by the Agency to
make seismic repairs to the parking structures.

On June 28, 2011 the Agency entered into a cooperation agreement with the Santa Monica Malibu
Unified School District (SMMUSD). The agreement calls for a payment stream for 32 vyears
totaling $130.1 million dollars. Because the California Health & Safety code requires that the
annual pass through paid to the SMMUSD be reduced because of this payment -stream, the
agreement also calls for an additional payment in the amount of the reduction be made. Because the
payment due for the FY 2010-11 was not disbursed by the year end, $4.1 million has been accrued
at year end and is included in due to other agencies on the statement of net assets.
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(6) Long Term Debt

A summary of the changes in the long-term liabilities of the Agency excluding advances from the
City of Santa Monica for the year ended June 30, 2011 is as follows:

. Balance at Balance at Due within
July 1, 2018 Additions Reductions June 30, 2011 one year
Earthquake Recovery Project i
Area Refunding 2006 $ 57,645,000 — 3,695,600 $3,950,000 e
Earthquake Recovery Project
Area 2011 —_— 41,050,000 — 41,050,000 —
Ocean Park Redevelopment
Refunding Bonds 2002 12,455,000 - 1,145,000 11,310,000 1,195,000
Line of credit 23,471,605 26,528,395 — 50,600,000 —
Notes Payable —_ 42,500,000 1,431,980 41,068,020 —
Loan Payable o 60,000,000 -— 60,000,000 4,285,714
Less deferred amounts:
For issuance discounts {153,583) — {8,082) (145,501) e
For issuance premiums 45,722 409,674 10,628 444,768 —
Deferred loss on refunding (3,264,755) -— (181,459} {3,083,296) -
Total bonds, line of credit, notes
and loan payable 90,198,986 170,488,069 6,093,067 254,593,991 5,480,714
Advances Payable City of
Santa Monica:
Downtown Redevelopment ‘
Project Area 20,334,950 1,423,445 1,775,000 16,683,396 315,162
Earthquake Recovery
Redevelopment Project Area 5,695,019 e 5,125,506 569,513 569,313
Qcean Park Redevelopment
Project Areas 6,735,290 808,233 — 7,543,525 —
Total Advances from the City
of Sanata Monica 32,765,259 2,231,681 6,900,506 28,096,434 884,675
Total jong term debt $ 122,964,248 172,719,750 12,993,573 282,690 425 6,365,380
Bonds

On May 2, 2002, the Redevelopment Agency issued $19,315,000 of Ocean Park refunding and new
money bonds bearing interest at 5.03% to defease the outstanding 1992 Ocean Park Project Bonds
and to provide funds for property acquisition and development including affordable housing.

On April 27, 2006, the Agency issued $64,720,000 of Earthquake Redevelopment Project refunding

bonds bearing interest from 4.0% to 5.5% to advance refund the outstanding 1999 Earthquake
Redevelopment Project for property acquisitions and improvements.
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On June 7, 2011, The City issued $41,050,000 of Earthquake Redevelopment Project 2011 Tax
Allocation Bonds bearing interest from 5.0% to 5.9% for a varlety of public uses including
affordable housing.

Line of Credit

On May 1, 2008, the Agency entered into a line of credit agreement with Bank of America for
affordable housing development. The agreement calls for an initial line up to $50,000,000 available
to be drawn which may be increased at the bank’s option to $75,000,000 at the request of the
Agency. The line is available through June 2013 and is subject to quarterly interest payments at
LIBOR plus 1.25%.

The line of credit subordinates to the bonded indebtedness of the fund. As of June 30, 2011,
$50,000,000 had been drawn on the line which is due on June 1, 2013 and has been included in
noncurrent liabilities doe in more than one year. Interest on the line was $386,964 which has been
reported as interest expense.

Notes Payable

On November 1, 2010 the Agency issued promissory notes in the amount of $42,500,000 for the
purchase of property located at 1301-1333 Fourth Street bearing interest at 6.8%.

Loan Payable

On March 11, 2011 the Agency entered into a $60,000,000 loan agreement with Wells Fargo bank.
The loan bears variable interest at 70% of Daily One Month LIBOR plus 1.5% for a variety of
public uses, including affordable housing,

Advances Payable

In addition, the Agency is indebted to the City of Santa Monica for advances, with interest at
varying rates per annum accruing on principal only. These notes were for a period of one year. At
the end of that period, the notes were reissued, with accrued interest, for a one-year period. On June
21, 2005, the notes were amended to be due on demand when sufficient future unpledged property
tax increment is available to redeem them. On January 17, 2011, the notes were renegotiated with
interest ranging from 7% to 12% and an amortizing payment schedule was implemented.

31



43

S16°809°%L1 § PSPHLYCRT 6CT°86L°CO 0TO'890°1S1 209°0L6'ST PEF060°8E 0riZ8eT 0000TE T PIO'8SP V8 000°000°S6

SET'LYE 12T 0s9'L 6LL6TT 1TZ0LEE — i - - 95y LIL 000°08T°y T
9Zr'998°L 768°L68°TE LOT'LLYY Z68°TTO°E1 - — - - 6IE68LC 000°6LT'8T T#0T-LEOT
6TTET191 0L6'8ST'ET 6TOOIEL 0L6"E8E°6 - — — — 00T'LOE’S 000°6L8"C1 9£0Z-2E0T
LEO'OFP'ET 00F°85T°1E 20T99€°01 678°CEE°D §OP LSt TLSLLE'Y - - PEPRTYTL 000°C6F0T T£02-L20T
£L6'C8E'LE ZSE°TR6°RT 9TLT60'TT LT LOY Y 616°60€°€ T80°01€°8 — — 9TECL69T 000769291 9T0T-TTOT
650°090°LY SLI°BSOSS SET°698°€T SOLLES YT SLO°689°TT PEPLSSTT 000°99¢ 000" 05L™y GLLILETTOT 000°6H1°ET 1Z07-L10T
LBEDIL 0T 0L 8¥5El 018'8rT'e STT'680°6 S68°LYET SOTP0L SLEELT 000°5EPT LOS9¥E Y 000°0TET 90T
69°615°01 196°L98°T3 ZEC6P'E LT TES"S ITAL o S8TOPY CI8THE 000°0LE" LOS Oy 000°527°C §10T
86871501 B0SOSH LY 0CLIESOY 6THTLS S 0Z6LYET 6L0°09Y 0T8'L0Y 000°01£°T 0¥ TS T Q00°CTET ¥HOT
9L L6901 759°8€7°79 IZELETY 8THILEEC 9LLOLET eIV CLo'e9y 0007082 PrEPC'y 000°¢00°T £H0T
SIT'yTL'Y 68E°59E9 Or6661°C YIL'CRT'Y LER'86ET SLO'YES SE¥STE 000°661°1 PPE66S Y — 7z

sdduy [edpung s3] [edsa gy IS3INUY pedpulg FEEXEID| yedpouis g Jsazagny fedidLL g “af dunp
1810}, 1P JO BUPY PULE HEOT 'SA16N S3}0N AJOSTUELLOX] SpUOE Wik J HEAIO spuog ajenbijlany papud

AU [BISEY

" SAIAIIAE [ URINNIIA0D

'SMOJJO] §B 8IB [ [(7Z ‘0€ dun[ 18 sanijIqe]] we} Suoj s, Aousdy o) 10] sjuawannbal a0iaLss 1qa(]

1107 ‘0¢ sunp papuy Jesx

SIUAUI) R} TeIdURUL] DISBY 0} $3)ON

VOINOW V.INVS 40 ALID THL

JO ADNTDV INFINJOTIATATY
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The above bonds, notes, line of credit and advances are payable when future property tax increment
revenues are received by the projects. Management does not anticipate that the remaining balance
of these notes and advances will be repaid with currently available spendable resources.

Management believes that the Agency is in compliance with all significant financial restrictions and
requirements as set forth in its various bond and line of credit covenants.

The Agency has a number of debt issues that involve the pledging of revenues. The amounts and
terms of the remainder of these commitments and the purposes for which the proceeds of the debt
issuances are utilized are indicated in the summary of long-term bonds outstanding at year end
presented in this note. For the current year, debt service payments as a percentage of the pledged
gross revenue (net of certain expenses where so specified in debt covenants) are indicated in the
table below. These percentages also approximate the relationship of debt service to pledged revenue .
for the remainder of the term of the commitment. '

Debt Service
Annual as a
amount of Annual debt percentage of
pledged service pledged
Description of pledged revenue/debt revenue payments revenues
TaxIncrement
Ocean Park Redevelopment 2002 3,823,519 1,723,170 45%
Earthquake Recovery Project 2006/2011 67,110,142 4,396,431 7%
Loan and Notes Payable 53,688,112 2,374,548 4%
Line of credit 13,422,028 386,964 3%
(7) Imterfund Transactions
Transfers in (out) from other funds at June 30, 2011 are as follows:
Transfers in for debt service payments ,
Debt service fund $ 6453602
Transfers out for debt service payments
Low/Moderate Income Housing Fund $ (794.971)
Earthquake Recovery Redevelopment Project (4,324,982)
Ocean Park Redevelopment Project (1,333,649)
‘ $  (6,453,602)
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Master Cooperation Agreement

On September 1, 2010 the Agency entered into a Master Cooperation Agreement (MCA) with the
City of Santa Monica to commit $5.7 billion to the construction of various projects in support of the
Agency’s Five-Year Implementation Plan goals of affordable housing, disaster prevention and
mitigation, community, commercial and institutional revitalization, all in accordance with Section
33445 of the California Redevelopment Community Law. During the year ended June 30, 2011 the
Agency made payments to the City of $216,017,932 of which the required payment for FY 2010-11
of $72,247,000 has been recognized as Housing and Community Development expense and the
remaining balance of $143,770,932 has been recorded as a prepaid expense.

On March 4, 2011 an option agreement was entered into that allowed the City the right to purchase
any one or more of the Agency’s properties. The City notified the Agency that it intended to
exercise the option and acquire all of the property of the Agency and on March 8, 2011 an

- agreement was signed. The City and the Agency agreed on a value of $319,857,900 for the value of

the properties, with a net book value of $199,170,597. Because the City and the Agency are related
parties, no gain on the disposition of the properties was recorded. Instead, the net book value of the
properties at the time of the sale, was used to record the transaction. Because the title had
transferred during FY 2010-11 the acquisition amount has been reflected as a Housing and
Community Development expense.

Litigation and Contingencies

On June 29, 2011, the Governor of the State of California signed Assembly Bills X1 26 and 27 as
part of the State’s budget package. Assembly Bill X1 26 requires each California redevelopment
agency to suspend nearly all activities except to implement existing contracts, meet already-
incurred obligations, preserve its assets and prepare for the impending dissolution of the agency.
Assembly Bill X1 27 provides a means for redevelopment agencies to continue to exist and operate
by means of a Voluntary Alternative Redevelopment Program. Under this program, each city would
adopt an ordinance agreeing to make certain payments to the County Auditor Controller in fiscal
year 2011-12 and annual payments each fiscal year thereafier. Assembly Bill X1 26 indicates that
the city “may use any available funds not otherwise obligated for other uses” to make this payment.
The City of Santa Meonica intends to use available monies of its redevelopment agency for this
purpose and the City and Agency have approved a reimbursement agreement to accomplish that
objective. The amounts to be paid after fiscal year 2012-13 have yet to be determined by the state
legisiature.

Assembly Bill X1 26 directs the State Controller of the State of California to review the propriety
of any transfers of assets between redevelopment agencies and other public bodies that occurred
after January 1, 2011. If the public body that received such transfers is not contractually committed
to a third party for the expenditure or encumbrance of those assets, the State Controller is required

to order the available assets to be transferred to the public body designated as the successor agency
by Assembly Bill X1 26.
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In the event that Assembly Bill X1 26 is upheld, the interagency receivable recognized by funds of
the City that had previously loaned or advanced funds to the redevelopment agency may become
uncollectible resulting in a loss recognized by such funds. The City might additionally be impacted
if reimbursements previously paid by the redevelopment agency to the City for shared
administrative services are reduced or eliminated.

The League of California Cities and the California Redevelopment Association (CRA) filed a
lawsuit on July 18, 2011 on behalf of cities, counties and redevelopment agencies petitioning the
California Supreme Court to overturn Assembly Bills X1 26 and 27 on the grounds that these bills
violate the California Constitution. On August 11, 2011, the California Supreme Court issued a stay
of all of Assembly Bill X1 27 and most of Assembly Bill X1 26. The California Supreme Court
stated in its order that “the briefing schedule is designed to facilitate oral argument as early as
possible in 2011, and a decision before January 15, 2012.” A second order issued by the California
Supreme Court on August 17, 2011 indicated that certain provisions of Assembly Bills X1 26 and
27 were still in effect and not affected by its previous stay, including requirements to file an appeal
of the determination of the community remittance payment by August 15, the requirement to adopt
an Enforceable Obligations Payment Schedule (“EOPS™) by August 29, 2011, and the requirement
to prepare a preliminary draft of the initial Recognized Obligation Payment Schedule (“ROPS™) by
September 30, 2011.

Because the stay provided by Assembly Bill X1 26 only affects enforcement, each agency must
adopt an Enforceable Obligation Payment Schedule and draft Recognized Obligation Payment
Schedule prior to September 30, as required by the statute. Enforceable obligations include bonds,
loans and payments required by the federal or State government; legally enforceable payments
required in connection with agency employees such as pension payments and unemployment
payments, judgments or settlements; legally binding and enforceable agreements or contracts; and
contracts or agreements necessary for the continued administration or operation of the agency that
are permitted for purposes set forth in AB1X 26.

On August 9, 2011, City Ordinance No. 2368 was adopted, indicating that the City will comply
with the Voluntary Alternative Redevelopment Program in order to permit the continued existence
and operation of the agency, in the event Assembly Bills X1 26 and/or 27 are upheld as
constitutional. The initial payment by the City is estimated to be $26.8 million with one half due on
Januvary 15, 2012 and the other half due May 15, 2012. Thereafter, an estimated $6.3M will be due
annually. The amounts to be paid after fiscal year 2012-13 have yet to be determined by the State
Legislature. The semi-annual payments will be due on January 15 and May 15 of each year and
would increase or decrease with changes in tax increment. Additionally, an increased amount would
be due to schools if any "new debt" is incurred.

Assembly Bill X1 27 allows a one-year reprieve on the agency’s obligation to contribute 20% of
tax increment to the low-and-moderate-income housing fund so as to permit the Agency to
assemble sufficient funds to make its initial payments. Failure to make these payments would
require agencies to be terminated under the provisions of ABX1 26.

Management believes that the Agency will have sufficient funds to pay its obligations as they
become due during the fiscal year ending June 30, 2012. The pature and extent of the operation of
redevelopment agencies in the State of California beyond that time frame are dependent upon the
outcome of litigation surrounding the actions of the state.
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In the event that Assembly Bills X1 26 and/or 27 are specifically found by the courts to be
unconstitutional, there is a possibility that future legislative acts may create new challenges to the
ability of redevelopment agencies in the State of California to continue in view of the California

State Legislature’s stated intent to eliminate California redevelopment agencies and to reduce their
funding. ‘
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Report on Compliance and on Internal Control
Over Financial Reporting Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

The Agency Board Members
The Redevelopment Agency of the
City of Santa Monica, California:

To be provided by MGO
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