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The Board Members of
The Redevelopment Agency of the

City of Santa Monica, California

INDEPENDENT AUDITORS’ REPORT

We have audited the accompanying financial statements of the governmental activities and each
major fund of the Redevelopment Agency of the City of Santa Monica, California (the Agency),
a financial reporting component unit of the City of Santa Monica, California, as of and for the
year ended June 30, 2009, which collectively comprise the Agency’s basic financial statements,
as listed in the table of contents. These financial statements are the responsibility of the Agency’s
management. Qur responsibility is to express opinions on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepied in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the andit to obtain reasonable assurance about whether the
financial statements are free of material misstatement, An audit includes examining, on a test
- basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes .assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financtal statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,

the respective financial position of the governmental activities and each major fund of the

Redevelopment Agency of the City of Santa Monica, California, as of June 30, 2009 and the

respective changes in financial position for the year then ended in conformity with accounting
_ principles generally accepted in the United States of America. '

The information identified in the accompanying table of contents as Managemeni's Discussion
and Analysis is not a required part of the basic financial statements, but is supplementary
information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required
supplementary information, However, we did not andit the information and express no opinion
on it.

In accordance with Government Auditing Standards, we have also issued our report dated -
November 18, 2009 on our consideration of the Redevelopment Agency of the City of Santa
Monica’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal controf 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. That 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.

IVt fofo i T2 Cain €

Irvine, Califorma
November 18, 2009



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discassion and Analysis
Year Ended June 30, 2009

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, 2009, 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 exceeded its liabilities as of June 30, 2009 (“current fiscal year™) by
$165.1 million, Of this amount, $89.2 million are capital assets, net of related debt, $45.4 million is
restricted for use as specified by entities outside the agency, $6.2 million is restricted for the payment of
debt service and $24.3 million is unrestricted for use in accordance with finance-related requirements
reflected in the Agency’s fund structure,

The Agency’s net assets increased by $17.3 million during the fiscal year.

At the end of the fiscal year, the Agency’s governmental funds reported combined ending fund balances
of $120.5 million, an increase of $13.7 million from the prior year.

The Agency’s investment in capital assets increased by $17.3 million. Please see further detail of capital
assets on page 7. '

The Agency’s total debt increased by $12.8 million during the current fiscal year. Please see further detail
of long-term debt on page 28,

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
23 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 neif assefs. 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



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

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.

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 9 and 10 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 requ:rements 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 information
may be useful in determining what financial resources are available to f'mance 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 governmental
fund balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund
balances provide reconciliation to the agency-wide financial statements on pages 12 and 14 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 11 and 13 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 15 — 31 of this report. '



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (contimied)

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 millions)

2009 2008 Change

Current and other assets 3 128.6 : 114.8 13.8
Capital assets, net _ 159.7 142.4 17.3
Total assets. 288.3 257.2 31.1

. Current and other liabilities 41.1 40,2 0.9
Long-term liabilities ' 82.0 69.2 12.8
Total liabilities 123.1 109.4 13.7

Net assets

Invested in capital assets, net of related debt 89.2 657 23,5
Restricted 51.6 43.0 8.6
Unrestricted - 24.3 39.1 (14.8)

Total net assets $ 165.1 147.8 17.3

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 $165.1 million at the close of the most recent
fiscal year, By far the largest portion of the Agency’s liabilities reflects its bonded indebtedness, totaling
$69.3 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 increased by $17.3 million primarily due to the continued seismic retrofitting activities of
parking structures numbers four, seven and eight fagade improvements on parking structures one through
six and various affordable housing acquisitions and the Palisades Bluffs project construction.

The increase in current and long-term liabilities was due to line of credit draws partially offset by debt
service payments. :



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

Governmental Activities

Governmental activities increased the Agency’s net assets by $17.3 million. Key. elements of this
increase are as follows: _ :
Agency Changes in Net Assets - Governmental Activities
(in millions)

2009 2008 Change
Revenues
Program revenues
Charges for services $ 0.1 0.1 0.0
General revenues :
Property tax increment 54.3 513 3.0
Investment income 29 . 2.9 -
Miscellaneous . 0.5 23 (1.8)
Total revenues _ 57.8 56.6 1.2
Expénses
Housing and community development 36.2 21.4 14.8
Interest on long-term debt , 4.3 4,7 (0.4)
' Total expenses 40.5 26.1 14.4
Increase in net assets 17.3 30.5 {13.2)
Net assets - beginning of year 147.8 117.3 30.5
Net assets - end of year ' $§ 1651 147.8 17.3

Property tax increment revenues net of passthroughs of $54.3 million are the Agency’s major source of
revenue. This revenue increased by $3.0 million or 5.8% from the prior year due to property tax
increment revenues from an increase in assessed values.

Investment earnings of $2.9 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 $36.2 million shown on the statement of activities consists of:

Agency Redevelopment Activities
{in millions)

Redevelopment and public improvement project operating costs $ 55
Redevelopment and public improvement project costs 12.0
Low and moderate housing projects : 16.5
Depreciation and amortization 2.2

Total redevelopment activities expenses $ 36.2

Redevelopment and public improvement project operating costs of $5.5 million are comprised of
operating expenses such as administrative fees charged by the County for collection and disbursement of
property tax increment, operating transfers to the City of Santa Monica General Fund, payment to the
General Fund in accordance with a reimbursement agreement in conjunction with the Downtown
Redevelopment Project, lease payment for the Ocean Park Boulevard Housing Project and administrative
indirect costs.

Redevelopménf and public improvement costs of $12.0 million represents 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 6. Additional expenses are $4.2 million expended at 914 4™ St. and $2.4 million at 1458 14™ St.

Low and moderéte housing project expenditures of $16.5 million are primarily comprised of $2.0 million
expended at 430 Pico, $2.0 million at 1513 Centinela, $5.2 million at 2602 Broadway and $3.7 million at
2802 Pico.

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, 2009, the Agency’s governmental funds reported total ending fund balances of $120.5
million, which is an increase of $13.7 million from the prior year. The fund balance of $43.9 million is
reserved to indicate that it is not available for new spending. It is comprised of $6.2 million for debt
service and $37.7 million for notes receivable. The fund balance of $60.7 million is designated for
continuing capital projects. The remainder of the fund balance, $15.9 million, is unreserved,
undesignated. : '



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

The key element of the $13.7 million increase in fund balance from the prior year was primarily due to
reduced expenditures over the previous year.

Major Funds

The Downtown Project low/mod housing fund balance increased by $0.1 million primarily due to
increased property tax increment revenues.

The Downtown Project fund balance increased $0.3 million primarily due to increased property tax
increment revenues and decreased housing and community expenditures.

The Earthquake Recovery Project Low/Mod Housing fund balance increased $9.3 million primarily due
to increased property tax increment and decreased project expenditures, The Earthquake Recovery Project
fund balance increased $5.3 million primarily due to an increase in property tax increment of $4.8
million, decreased project expenses of $23.6 million and increased passthrough payments to other
agencies of $2.8 million over the prior year.

The Ocean Park Project Low/Mod Housing fund balance increased $0.3 million due to higher property
tax increment revenues and higher project expenditures. The Ocean Park Project fund balance decreased

$0.5 million due to increased project expenditures.

The Debt Service fund balance decreased by $1.1 million primarily due to discontinuation of transfers
from the Downtown Project area as the Downtown Lease Revenue Bonds have been paid off.

Capital Asset and Debt Administration
Capital Assets
The Agency’s investment in capital assets for its governmental activities as of June 30, 2009 amounts to

$159.7 million (net of accumulated depreciation). This investment in capital assets includes parking
structures, buildings, land, and equipment. This investment is detailed below:

Agency Capital Assets - Governmental Activities
{in millions)

: 2009 2008
Land $ 103.8 98.1
Buildings, parking structures, and improvements 58.6 41.6
Improvements other than buildings . 10.8 10,9
Construction in progress 59 9.3

Subtotal 179.1 159.9
Less accumulated depreciation (19.4) (17.5)

Total ' h 159.7 142.4



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

- Significant capital projects included the continued expenditures for seismic retrofit design of parking
structure four, seven and eight expenditures at various low/moderate income housing projects.
Long-Term Debt

At the end of the current fiscal year, the Agency had total bonded debt of $69.3 million. The bonds are
secured solely by specified revenue sources. :

The Agency’s total debt increased by $12.6 million or 12.3% during the current fiscal year. The increase
was primarily due to draws on the Low/Mod Earthquake Redevelopment Project area of §15.4 million
offset by scheduled debt service payments on the Downtown Redevelopment Project, Earthquake
Recovery Project and Ocean Park Redevelopment Project outstanding obligations.

Time limitations on incurring debt are as follows:

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

Ocean Park IB : 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;” and Earthquake Recovery Redevelopment Refunding Project Tax Allocation
Bonds, “AAA”, “AAA” and “Aaa.” '

Additional information on outstanding long-term liabilities may be found in note 7 of the notes to basic
financial statements.

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; in the Earthquake Redevelopment Project area due to sales of
property and commercial development; and in the Ocean Park Project area as a result of standard
minimun increases and sales of properties.

Request for Infermation

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). ‘



THE REDEVELOPMENT AGENCY OF THE CITY OF SANTA MONICA

Statement of Net Assets
June 30, 2009

- Assets:
~Cash and investments (note 2)
Cash and investments with fiscal agents (note 2)
Interest receivable
Property tax increment receivable
Unameortized bond issuance costs, net
Notes receivable, net (note 3)
Prepaid expenses
Capital assets, not being depreciated (note 5):
Land
Construction in progress

Capital assets, being depreciated net of accumulated depreciation (note 5): k

Buildings
Improvements other than buildings
Total assets
Liabilities:
Accounts payable and other liabilities
Accrued interest payable on bonds
Due to other agencies
Noncurrent liabilities (note 7):

Due within one year
Due in more than one year

Total liabilities

Net assets:
Invested in capital assets, net of related debt
Restricted: ‘
Low- and moderate-income housing
Debt Service
Unrestricted

Total net assets

See accompanying notes to basic financial statements.

5

77,996,333
6,913,543
517,043
4,030,225
1,458,735
37,638,120
7,993

103,790,524
5,910,666

48,120,422
1,881,453

288,265,057

1,841,873
1,697,233
4,737,157

32,819,662
82,033,794

123,129,719

89,161,682

45,391,753
6,245,586
24,336,317

165,135,338




THE REDEVELOPMENT AGENCY OF THE CITY OF SANTA MONICA

Statement of Activities
Year Ended June 30, 2009

Net (expense)
revenue
Program Revenues and changes
Charges Onperating Grants Capital Grants in nef assets
Expenses for Services and Contributions  and Contributions Total
Functions/programs:
Governmental aclivities:
Housing and community development  § 36,207,025 134,258 - — (36,072,767
Interest on long-term debt 4,341,903 — — — (4,341,503)
Total governmental activities 40,548,928 134,258 s — (40,414,670)
General revenues:

- Property tax increment 54,251,231
Investment income 2,981,577
Misceilanecus 538,452

Total general revenues 57,701,260

Change in net assets 17,286,590
Net assets — beginning of year 14‘?,848,748
Net assets — end of year 165,135,338

See accompanying notes to basic financial statements.
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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 Asseis

June 34, 2009

Totat fund balances-governmental funds ‘ $ 120,524,227
Amounts reported for governmental activities in the statement of net assets are
different because: -
Capital assets used in governmental activities that are not spendable current
financial resources and, therefore, are not reported in the balance sheet of
governmental funds. 179,113,957
Accumulated depreciation (19,410,892}

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

Deferred charges net of accumulated amortization 1,458,735

Long-term liabilities are not due and payable in the current period and, therefore,
are not reportéd in the balance sheet of governmental funds:
Tax allocation bonds, net $ (69,348,470}
Advances from the City of Santa Monica (30,019,662} {99,368,132)

Line of credit fiabilities are not due and payable in the current period and, therefore,

are not reported in the balance sheet of governmentai funds: ‘ (15,485,324)
Interest payable on long-term debt does not require the use of current financial-

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

balance sheet of governmental funds. {1,697,233)

Net assets oi" governmental activitics ' h 165,135,338

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

Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balance
to the Statement of Activities

Year Ended June 30, 2069

Net chanpe in fund balance — governmental funds $ 13,741,645

Amounts reported for governmeninl netivities in the statement of activitics are
different becausc:

Governmental finds report capital outiays as expenditares, However, in the statement
of activities the cost of these assets are allocated over their estimated vseful lives
and reported as depreciation expense. The components of capital outlay reiated costs

not reperted in the statement of activities for the current period are as follows:

Costs capitalized related to accusnulaied redevelopment project costs 5 19,234,676

Depreciation expense (1,917,010 17,317,660

Bond issuance costs are expended in governmental funds when paid, however, are
capitalized and amortized over the life of the corresponding debs for the purposes

of the statement of activities. Curent year amortization. (90,026)

Repayment of lony-tenn debt prineipal is reporied as an expenditure in governmental
funds and, thus, has the effect of }educing fund balunce because current firancial
resources bave been used. However, the principal payments reduce the liabilitics
in: the statement of net assets and do not result in an expense in the statemeny of
activities, The Agency's long-lerm debt was reduced because principal payments
were made o hondholders;
Tax allocaticn bends 2,670,000
Revenue bonds | 1,120,000 3,790,000

Draws on the line of credit are reported as other sources in the governmentat
funds. However the draws increase linbilities in the statement of niet assets and do

not result in revenue in the statement of activities {15,485,324)

Advyances and repayment of advances are reported as a revenues and expenditures in
governmental funds and, thus, has the effect of reducing fund bajance because
current finangial resourees have been used. However, advances and repay:ment of
advances increase/reduce the liabilities in the statement of net assets and do not
result in income/expense in the statement of activities. The Agency's advances
were increased/reduced because of the net hdvanccsfpaymcms made to the note
belder:
Advances trom the City of Santa Monica (774,122)

Accrued interest expense on long-term debt is reported in the statement of activities
bui does not require the use of current financial resources. Amortization of bond
preminms, discounts and deferred amounts on reﬁmding ure expensed as a
component of interest expense on the statement of activities. This amount
represents the net acerred interest expense and the anrortization of bond premivms,

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

Decrease in accmed interest expense 85,670
Amortization of bond premium/discount 2,546
Amortization of deferred amounss upon refunding (181,459 {93,243}

Receivable and related deferred revenue to a capitalized fease was reduced in the
fund financial statements by offseeting eacl: cther. Since the revenue was alvcady
recognized for Agency wide financial statement purposes, the remaining receivable
expensed 1o housing and community development

Expendituze recorded in the cyrrent year in the fund financial statements . (1,120,000)

Change i net assets of governmenlal activilies ¥ 17,286,590

See accompanying notes to basic financial statements.



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2009

(1) Summary 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:

(@)

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 incremental 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 three project areas: the Downtown Redevelopment Project Area, the
Earthquake Recovery Redevelopment Project Area and the Ocean Park Redevelopment
Project Area. '

Downtown Redevelopment Project

The City Council adopted the Redeveiopment 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. Complete in
1980, the project consists of Santa Monica Place; a retail center containing approximately
570,000 square feet of floor area, including one major department store and approximately 65
specialty retail shops/food uses, linked by a three level enclosed common area, which is
owned and operated by the Macerich Company. The project includes two agency-owned
parking structures that provide a total of 1,968 parking spaces. The mall closed for extensive
remodeling in 2008 with an anticipated grand reopening in 2010,

Farthquake 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
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements

Year Ended June 30, 2009 ,
date the Earthquake Recovery Project has funded disaster prevention and mitigation,
commercial revitalization, community revitalization and institutional projects.

Ocean Park Redevelopment Project Area

The Ocean Park Redevelopment Project area includes two separate project areas which are
known as 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 1B 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,

Project Area Time Limits

For the Ocean Park Redevelopment project, 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 Janvary 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 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,
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2009

Local funds are provided principally from property tax increment and rentais 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 seven members of the City Council. Consequently, the Agency’s financial statements
are blended in the City’s basic financial statements..

Basis of Accounting and Measurement Focus

The basic financial statements of the Agehcy are composed of the following:.
s Agency-wide financial statements
¢ Fund financial statements

e Notes to basic financial statements

Agency-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 earned 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.

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 lability, 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.
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 36, 2009

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.

Major Funds

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

The Capital Projects Funds are as follows: Downtown Low/Mod Housing, Earthquake
Recovery Low/Mod Housing, Ocean Park 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
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2009

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 losses 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 value 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.

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 issuance are reported as other financing sources while discounts on debt issvance are
reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported 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 fo be the year prior to the establishment of a redevelopment project area.
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2009

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, 2009, the net cumulative unspent low-
and moderate-income housing set aside funds have been obligated by the Agency and are
included in the respective project area Low and Moderate Income Capital Projects Fund for
20% set aside,

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 af 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 asset purchases
in excess of $15,000 or more and an estimated life in excess of five years. Buildings, parking
structures and improvements other than buildings are defined by the Agency as assets with an
initial cost of $100,000 or more and an estimated useful life in excess of two years.

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 to 50
Improvements other than buildings 20 to 30
Machinery and equipment 5
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2009

(2) Cash and Investments

Cash and investments as of June 30, 2009 are classified in the accompanying financial statements

as follows:
Statement of Net Assets:
Cash and investments ‘ $ 77,996,333
Cash and investments with fiscal agent 6,913,543
Total cash and investments $ 84,909,876

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 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
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, 2009.

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,
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REDEVELOPMENT AGENCY OF
THE, CITY OF SANTA MONICA

Notes to Basic F inahcial Statements

Year Ended June 30, 2009
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 None None
Unsecured Certificates of Deposit 180 days None None
Banket's Aceceptances 180 days None None
State Obligations None None None
Repurchase Agreements 1 year Nene 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 Nene None

Disclosures Relating to Interest 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
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 13 t0 24 25-60 More than
Investment Type or less Months Months 60 Months
Held by bond trustee: :
Money market funds $ 5,165,191 - - -
U.S. agency securities 1,748,352 - - -
Total 6,913,543 - - -
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2009

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 year end for each investment type.

Minimum
Legal
Investment Type Totat Rating AAA
Held by bond trustee:
Money market funds $ 5,165,191 AA 5,165,191
U.S. agency securities 1,748,352 N/A 1,748,352
Totat ' 3 6,913,543 6,913,543

Concentration of Credit Risk

Investments in any one issuer (other than U.S. Treasury securities, mutual funds, and investment
pools) that represent 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.) are as follows:

Reported
Issuer Investment Type Amount
FNMA U.S. agency securities $ 1,748,352

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. '
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements

Year Ended June 30, 2009
(3) Notes Receivable ‘
‘ : " Balance at Balance at
July 1, 2008 Increases Decreases June 30, 2009
Redevelopment Activities
Community Corporation of

Santa Monica (a) $ 2,900,000 - - 2,900,000
Habitat for Humanity - '

Los Angeles (b} . 575,000 - (575,000} -
Community Corporation of _

Santa Monica (c) 5,408,033 - - 5,408,033
Step Up on Fifth L.P. (d) 5,870,000 - - 5,870,000
Low income sentor housing {(e) 46,250 - - 46,250
Community Corporation of

Santa Monica (1) 4,234,507 - - 4,234,507
Santa Monica Housing

Pariners, Ltd. (g) 2,733,631 2,388,587 - 5,122,218
Community Corporation of '

Santa Monica (h) ' - 5,226,343 - T 5,226,343
Community Corporation of .

Santa Monica (i) - 2,044.914 - 2,044,914
Community Corporation of

Santa Monica (j) - 3,605,855 - 3,665,855
FAME Santa Senior Apts (k) . - 3,120,000 - 3,120,000
Investment Activities
City of Santa Monica (I) 6,500,000 - (6,500,000) -

Total notes receivable ] 28,267,421 16,445,699 (7,075,000) 37,638,120

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, 2009, $2,900,000 had been disbursed to the borrower.

b. A promissory note dated October 28, 2002, in the amount of $575,000 was executed with
Habitat for Humanity — Los Angeles for an Affordable Housing Project located at 2018
Nineteenth Street. This Ioan is for the acquisition of a vacant parcel of land where Habitat will
build up to six new ownership units that will be sold to very low income buyers. This is a non-
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REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Notes to Basic Financial Statements
Year Ended June 30, 2009

interest bearing loan with the principal amount due and payable after a two-year deferral
- period. During the fiscal year ended June 30, 2009 Habitat requested that Agency take back
the property and extinguish the note leaving a zero balance on the note as of June 30, 2009,

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 issuance of a
certificate of occupancy, and changed the interest rate to 3%. At June 30, 2008, $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, 2009, $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.

A promissory note dated December 17, 2004, in the amount of $1,985,000 was exccuted 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-year
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,
2009, $5,870,000 had been disbursed to the borrower.

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, 2009, loans totaling $46,250 are
outstanding.

A promissory note dated January 30, 2006, in the amouni of $1,497,714 was executed with
Community Corporation of Santa Monica for an Affordable Housing Project located at 241 1-
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 info 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, 2009, $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 loan and is due
and payable after a two-year deferral period. At June 30, 2009, $5,122;218 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, 2009, $5,226,343 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, 2009, $2,044,913 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- interest
bearing loan and is due and payable after a two-year deferral period. At June 30, 2009,
$3,665,855 had been disbursed to the borrower,

A promissory note dated January 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 pericd. At June 30, 2009, $3,120,000 had been
disbursed to the borrower.

A demand note dated June 30, 2008 in the amount of $6,500,000 was executed with the City

of Santa Monica. The note is payable on demand with interest at the actual rate of return on
City funds calculated quarterly. The note was repaid during the year ended June 30, 2009
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Capitalized Lease

On May 1, 1978, the City of Santa Monica entered into a lease agreement with the Agency to
provide parking for the shopping center in the Downtown Project. The lease requires the City to
pay the Agency a base rental at an estimated rate of approximately $1,130,000 per year, and in
addition, the lease requires the City to make additional payments each year sufficient to operate and
maintain the Parking Facility. The lease extends for a period of 35 years or repayment of the bonds
issued to finance construction of the Parking Facility, whichever occurs earlier. '

Upon termination of the lease, ownership of the Parking Facility will rest with the City. Such lease
meets the criteria of a capitalizable financing lease. At June 30, 2009, the lease has been paid off.

Capital Assets

A summary of changes in the Agency’s capital assets for the fiscal year ended June 30, 2009, is as
follows:

Beginning Ending
Balance Increases Decreases Balance
Nondepreciable:
Land 08,087,470 5,703,054 - 103,790,524
Construction in progress 9,293,513 0,428,915 (9,811,762) 5,910,666
Depreciable: :
Building, parking structures, and
improvements 41,650,585 16,914,433 - 58,565,018
Improvements other than buildings 10,841,446 - - 10,841,446
Machinery and equipment 6,303 - - 6,303
Total historical cost 159,879,317 29,046,402 (9,811,762) 179,113,957
Accumulated depreciation: '
Building, parking structures, and
improvements (8,601,117) (1,783,479) - (10,444,596)
Improvements other than buildings (8,826,462) (133,531 - (8,959,993
Machinery and equipment (6,303) - - {(6,303)
Total accumulated depreciation (17,493,882) (1,917,010) - (19,410,892)
Total 142,385,435 27,129,392 (9,811,762) 159,703,065

Depreciation expense in the amount of $1,917,010 was charged to the Housing and Community
Development function in the Statement of Activities,

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
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revised in December 2004 creating two fﬁlly 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 fransaction 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, 2009, $49.3 million plus inierest remained due
under the agreement. Also as part of the agreement, an additional $60.0 million has been committed
by the Agency to make seismic repairs to the parking structures.

Long Term Debt
A summary of the changes in the long-term liabilities of the Agency excluding advances from the

City of Santa Monica and a line of credit of $15,485,324 for the year ended June 30, 2009 is as
follows:

Downtown Earthquake Ocean Park
Re’develup— Recovery Redevelop-
ment Preject Project ment Project ~
Bonds Payable Bonds Bonds ‘Bonds Total
Beginning balance $ 1,120,000 60,965,000 14,605,000 76,690,000
Debt retired (1,120,000) {1,615,000) (1,055,000) (3,790,000)
Total bonds payabie - 59,350,000 13,550,000 72,900,000
Premium on bond issue, net - 31,062 25,288 56,350
Discount of bond issue, net - (161,667) ) - (161,667)
Deferred loss on refunding, net - (3,305,532) (140,681 (3,446,213)
Ending balance - 55,913,863 13,434,607 69,348,470
Due within one year h - 1,705,000 1,095,000 2,800,000

Bonds Payable

On May 2, 2002, the Redevelopment Agency issued $5,640,000 of Downtown Project refunding
bonds bearing interest at 4.6% to defease the outstanding 1992 Downtown Project Bonds. Secured

by Downtown Redevelopment Project lease revenue.

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
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and to provide funds for new low/moderate income projects. Secured by Ocean Park
Redevelopment property tax increment revenues.,

On April 27, 2006, the City issued $64,720,000 of Earthquake Redevelopment Project refunding
bonds bearing interest from 4.00% to 5.5% to advance refund the outstanding 1999 Earthquake
Redevelopment Project. Secured by Earthquake Recovery Redevelopment Project property tax
increment revenues. '

Debt service requirements for the Agency’s bonds at June 30, 2009 arc as follows:

Earthqualke Recovery Project Bonds

Principal Interest Total
Fiscal year ending June 30: '

2010 _ 1,705,000 2,697,681 4,402,681
2011 1,795,000 2,601,431 4,396,431
2012 1,900,000 2,499,819 4,399,819
2013 2,005,000 2,392,431 4,397,431
2014 2,115,000 2,279,995 4,394,995
2015-2019 12,105,000 8,125,899 20,230,899
2020 - 2024 14,915,000 7,641,594 22,556,594
2025 - 2029 18,560,000 4,080,590 22,640,590
2030 - 2032 4,250,000 396,094 4,646,094

Total 59,350,000 32,715,534 92,065,534

Ocean Park Project Bonds

Total

Principal Interest
Fiscal year ending June 30: ' :
2010 1,095,000 626,629 1,721,629
2011 1,145,000 578,170 1,723,170
2012 1,195,000 525,495 1,720,495
2013 1,250,000 468,635 1,718,635
2014 1,310,000 407,820 1,717,820
2015 - 2019 7,555,000 980,190 8,535,190
Total 13,550,000 3,586,939
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Advances Payable

I[n addition, the Agency is indebted to the City of Santa Monica for the following 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.

The notes consist of the following at June 30, 2009:

Balance at Principal Principal Balance at
Advance payable to June 30, 2008 addition reduction June 30, 2009
Downtown Redevelopment Project
Capital Project Fund:
City of Santa Monica General Fund L] 1,506,878 50,480 - 1,557,358
City of Santa Monica General Fund 17902136 slo21n - - . 18,412,347
19409014 560,601 - 19,969,705
Earthquake Recovery Redevelopment
Praject Capital Project Fund:
City of Santa Monica Miscellaneous .
Grants Fund 3,118,500 - - 3,118,900
City of Santa Monica CDBG :
Special Revenue Fund 346,552 - - 346,552
. 3465452 T - 3,465,452
Ocean Park Redevelopment Project
Capital Project Fund:
City of Santa Monica CDBG
Special Revenue Fund 5,660309 E89.620 - 5,849,929
City of Santa Monica CDBG '
Special Revenue Fund 710,765 23,811 - 734,576
: 6,371,074 213,431 - 6,584,505
Total advances payable to the
City of Santa Monica $ 29,245 540 TI4,122 - 30,019,662

The notes payable in the Earthquake Recovery Rede\.felopment Project Capital Project Fund with
outstanding balances of $3,118,900 and $346,552, respectively, as of June 30, 2009 are non-interest
bearing.

Line of Credit

On May 1, 2008, the Agency entered into a line of credit agreement with Bank of America. The
agreement calls for an initial line up to $50,000,000 available to be drawn which may be increased
at the banks 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 is secured by
future property tax increment revenues of the Earthquake Recovery Redevelopment Project
Low/Mod housing fund subordinating to the bonded indebtedness of the fund.

As of June 30, 2009, $15,485,324 had been drawn on the line which is due on June 1, 2013 and has
been included in noncurrent liabilities due in more than one year. Interest on the line was $175,861
which has been reported as interest expense. -
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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.

(8) Interfund Transactions

Transfers in (out) from other funds at June 30, 2009 are as follows:

Transfers in for debt service payments
Debt service fund ' $ 6095284

Transfers out for debt service payments

Earthquake Recovery Project Low/Mod 'Housing Fund $  (874,088)
Ocean Park Redevelopment Project Low/Mod Housing Fund (313475)
Earthquake Recovery Redevelopment Project (3,574,700)
Ocean Park Redevelopment Project : (1,333,015)

$  (6,095284)

(9 Commitmenis and contingencies

When adopting its budget for fiscal 2009-10, the State of California reflected in that budget a shift
of a significant portion of tax increment revenue from redevelopment agencies to school districts
for fiscal years 2009-10 and 2010-11. The California Redevelopment Association (“CRA™) in
conjunction with several members has filed a lawsuit challenging the legality of this tax shift. The
outcome of that lawsuit is not certain at this time. The outcome of a similar budget shift from the
2008-09 budget year was that the courts ruled the shift unconstitutional after a successful CRA suit.
The State declined to appeal the court ruling.
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REPORT ON COMPLIANCE AND OTHER MATTERNS AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS -
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Redevelopment Agency of the City of Santa Monica,
(Agency), as of and for the year ended June 30, 2009, which collectively comprise the Agency’s basic
financial statements and have issued our report thereon dated November 18, 2009. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States of America.

Compliznce and Other Matters

As part of obtaining reasonable assurance about whether the Agency’s financial statements are free of
material misstatements, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. Such provisions include those provisions of
laws and regulations identified in the Guidelines for Compliance Audits of California Redevelopment
Agencies, issued by the State Controller and as interpreted in the Suggested Auditing Procedures for
Accomplishing Compliance Audits of California Redevelopment Agencies, issued b the Governmental
Accounting and Auditing Committee of the California Society of Certified Public Accountants.
However, providing an opinion on compliance with those provisions was not an objective of our audit
and, accordingly, we do not express such an opinion, The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of Agency’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on
the financial statements, but not to for the purpose of expressing an opinion on the effectiveness of the
Agency’s internal confrol over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Agency’s internal control over financial reporting.
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A control deficiency exists when the design or operation of a confrol does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis, A significant deficiency is a control deficiency, or combination of conirol deficiencies,
that adversely affects the Agency’s ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there is more than a remote
likelihood that a misstatement of the Agency’s financial statements that i1s more than inconsequential Wlll
not be prevented or detected by the Agency’s internal control,

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote lkelihood that a material misstatement of the financial staterents will not be
prevented or detected by the Agency’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily disclose all deficiencies in internal control
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be matcrial weaknesses, as defined above,

This report is intended solely for the informnation and use of the Board of Directors, and Agency’s
management and is not intended to be and should not be used by anyone other than these specified parties.

M%%.%% e bt P C

Irvine, California
November 18, 2009
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