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INDEPENDENT AUDITORS' REPORT

To the Honerable Chair and Members of the Governing Board
Redevelopment Agency of the City of Imperial Beach, Califomia

We have audited the accompanying financial statements of the governmental activities and each major
fund of the Redevelopment Agency of the City of Imperial Beach (the Agency), a component unit of City
of Imperial Beach, California, as of and for the year ended June 30, 2008, which collectively comprise the
Agency's basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the Redevelopment Agency of the City of Imperial Beach’s management. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and Government Auditing Standards issued by the Comptroller General of the United States.

* Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatements. 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 financial statement presentation. We believe that our audit provides a
reasonable basis for our opinions,

The agency has not presented a management's discussion and analysis that accounting principles
generally accepted in the United States of America has determined is necessary to supplement, although
not required to be part of, the basic financial statements.

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 Imperial Beach as of June 30, 2008, and the changes in financial position thereof,
for the year then ended in confarmity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, issued by the Comptroller General of the United
States, we have also issued our report dated December 23, 2008, on our consideration of the Imperial
Beach Redevelopment Agency's internal control over financial reporting and on our tests of its
compliance with certain laws, regulations, contracts, grant agreements and other matiers. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. 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.
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To the Honorable Chair and Members of the Governing Board
Redevelopment Agency of the City of Imperial Beach, California

Qur audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Agency's basic financial statements. The computation of low and moderate income housing
funds excess/surplus is presented for purposes of additional analysis and are not a required part of the
basic financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements, and in our opinion are fairly stated in all matenal respects in
relation to the basic financial statements taken as a whole.

e, St 3 plirdy S

December 23, 2008



Brandon W. Burrows

—Im nce Donald L. Parker
Soll & Michael K. Chu

David E. Hal
—l = : Q —.— m -Q \_ _w“..“‘n.iqis. M.%ﬁe..n:.ﬁa

Donald G. Slater
LLP Richard K. Kikuchi

Certified Public Accountants Retired

Robert C. Lanec
1914-1994

Richard C. Soll

Fred J. Lunghard, Jr.
1928-1999

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Chair and Members of the Govemning Board
Redevelopment Agency of the City of Imperial Beach, California

We have audited the financial statements of the Redevelopment Agency of the City of Imperial Beach as
of and for the year ended June 30, 2008, and have issued our report thereon dated December 23, 2008.
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.

Internal Control Over Financiat Reporting

In planning and performing our audit, we considered the Redevelopment Agency of the City of impenal
Beach's (Agency) 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 for the purpose of
expressing an opinion on the effectiveness of the Agency's intemal control over financial reporting.

Accordingly, we do not express an opinion on the effectiveness of the Agency's internal controi over
financial reporting.

A control deficiency exists when the design or operation of a control 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 control
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 is more than
inconsequential will 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 likelihood that a material misstatement of the financial statements will not be
prevented or detected by the Agency's internal control.

Our consideration of intemal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies and accordingly would not necessarily disclose all significant deficiencies

that are also considered to be material weaknesses. However, we believe that the significant deficiencies
disclosed above are not matenal weaknesses.
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Honorable Chair and Members of the Governing Board
Redevelopment Agency of the City of Imperial Beach, California

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the financial statements of the Redevelopment
Agency of the City of imperial Beach 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 included those provisions of laws and regulations identified in the Guidelines for
Compliance Audits of Califomia Redevelopment Agencies, issued by the State Controller and as
interpreted in the Suggested Auditing Procedures for Accomplishing Compliance Audits of Califomia
Redevelopment Agencies, issued by 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 obiective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed the following instance of noncompliance or other matters that are
required to be reported under Government Auditing Standards issued by the Comptrolier General of
the United States and under the Guidelines for Compliance Audits of California Redevelopment Agencies,
issued by the State Controller:

Our review of agency operations revealed that a Blight Progress Report relating to fiscal
year 2006-07 was not provided to the agency’s governing board by December 31, 2007.
Section 33080.4 of the California Health and Safety Code (Code), specifies that actions
and expenditures made in the previous fiscal year to alleviate blight be reported o the
agency governing board no later than six months following the end of the agency's fiscal
year-end. However, the agency has indicated that it will include this report in future
submission to its governing board as required by the Code.

This report is intended for the information of the Governing Board, management and the State Controller.
However, this report is a matter of public record and its distribution is not limited.

NM&N&?%%

December 23, 2008



REDEVELOPMENT AGENCY OF THE CITY OF IMPERIAL BEACH, CALIFORNIA
STATEMENT OF NET ASSETS
JUNE 30, 2008
Governmental Activities
Assets:
Cash and investments $ 27,877,017
Receivables:
Tax increment $ 277,208
Loans 1,138,118
Total Receivables 1,415,324
Land held for resale (net) 331,005
Deferred charges 395,498
Restricted assets:
Cash and investments with trustees 1,761,872
Total Assets 31,780,716
Liabilities:
Accounts payable and accrued expenses 1,452,800
Long-term liabilities:
Due within one year 415,000
Due in more than one year 23,358,034
Total Long-Term Liabilities 23,773,034
Total Liabilities 25,225,834
Net Assets:
Restricted for:
Community development 5,923,237
Debt service 9,212,937
Unrestricted (8,581,292)
Total Net Assets $ 6,554,882

See Notes to Financial Statements 5




REDEVELOPMENT AGENCY OF THE CITY OF IMPERIAL BEACH, CALIFORNIA

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Net (Expense)
Revenues and
Program Revenues Changes in
Operating Capital Net Assets
Charges for Contributions Contributions Governmental
Expenses Services and Grants and Grants Activities
Functions/Programs
Governmental Activities:
General government $ 3,023,065 § - $ - 3 - § (3,023,065)
Interest on long-term debt 1,588,955 - - - {(1,588,955)
Total Governmental Activities $ 4612020 $ - $ - $ & (4,612,020}
General Revenues:
Taxes (net of pass-through payments) 6,675,090
Use of money and property 1,439,947
Other 46,726
Total General Revenues 8,161,763
Change in Net Assets 3,549,743
Net Assets at Beginning of Year 2,950,691
Restatement of Net Assets 54 448
Net Assets at End of Year $ 6,554,882

See Notes to Financial Statements




REDEVELOPMENT AGENCY OF THE CITY OF IMPERIAL BEACH, CALIFORNIA

BALANCE SHEET

GOVERNMENTAL FUNDS

JUNE 30, 2008

Assets:

Cash and investments
Cash and investments with trustee

Receivables:
Tax increment
Loans

Land held for resale

Total Assets

Liabilities and Fund Balances:

Liabilities:
Accounts payable
Deferred revenue

Total Liabilities

Fund Balances:
Reserved:
Encumbrances

Land held for resale

Loans receivable
Unreserved:
Designated:
Debt service

Continuing projects
Total Fund Balances

Total Liabllitles and
Fund Balances

See Notes to Financial Statements

Capiltal Capital Debt
Projects Projects Service
Imperlal Beach Imperial Beach Imperial Beach
City-Wide City-Wide City-Wide
Redevelopment Redevelopment Redevelopment
Project Area Project Area Project Area
Low and Total
Moderate Tax Governmental
Project Housing Increment Funds
$ 11,870,262 $ 7,553,014 $ 8,453,741 $ 27,877,017
= - 1,761,872 1,761,872
- 55,441 221,765 277,206
11,250 1,126,868 - 1,138,118
- 331,005 - 331,005
$ 11,881,512 $ 9,066,328 $ 10,437,378 $ 31,385,218
$ 125,923 $ 12,664 $ 1,224 441 $ 1,363,028
- 57,912 - 57,912
125,923 70,576 1,224,441 1,420,940
530,452 744 - 531,186
- 331,005 - 331,005
11,250 1,068,956 - 1,080,206
- - 9,212,937 9,212,937
11,213,887 7,585,047 - 18,808,934
11,755,589 8,995,752 9,212,937 29,964,278
$ 11,881,512 $ 9,066,328 $ 10,437,378 $ 31,385,218




REDEVELOPMENT AGENCY OF THE CITY OF IMPERIAL BEACH, CALIFORNIA

GOVERNMENTAL FUNDS

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS

JUNE 30, 2008

Fund balances of governmental funds $ 29,964,278

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

Deferred revenue is present in governmental fund financial statements to
indicate that receivables are not available currently; however, in the Statement of

Net Assets these deferrals are eliminated 57,912

Bond issuance costs is an expenditure in the governmental funds, but it is
deferred charges in the staternent of net assets:

Unamortized debt issuance costs - amortized over life of new bonds 395,498

Long-term kiabilities, including bonds payable, are not due and payable in the
current period and, therefore, are not reported in the funds

Bonds payable (20,220,000}
Loans from City {3,738,100)
Other debt (90,204)
Unamortized net original issue discounts and (premiums) 275,270

Accrued interest payabie for the current portion of interest due on Tax Allocation
Bonds has not been reported in the governmental funds {89,772)

Net assets of governmental activities $ 6,554,882

See Notes to Financial Statements 8



REDEVELOPMENT AGENCY OF THE CITY OF IMPERIAL BEACH, CALIFORNIA

STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Capital Capital Debt
Projects Projects Service
Imperial Beach Imperial Beach Imperial Beach
City-Wide City-Wide City-Wide
Redevelopment Redevelopment Redevelopment
Project Area Project Area Project Area
Low and Total
Moderate Tax Governmental
Project Housing Increment Funds
Revenues:
Taxes and assessments $ - % 1,668,772 § 6,675,088 % 8,343,860
Use of money and property 629,640 397,289 413,018 1,439,047
Other revenue 1,200 - - 1,200
Total Revenues 630,840 2,066,061 7,088,106 9,785,007
Expenditures:
Current:
General government 2,778,763 197,182 47,120 3,023,065
Debt service : - 315,322 1,684,184 1,999,506
Total Expenditures 2,778,763 512,504 1,731,304 §,022,571
Excess (Deficiency) of Revenues
Over (Under) Expenditures {2,147,923) 1,553,557 5,356,802 4,762,436
Other Financing Sources (Uses):
Transfers in 2,076,469 - - 2,075,469
Transfers out - - (2,076,469) (2,076,469)
Long-term debt issued 21,703 2.243 - 23,946
Pass-through agreement payments - - (1,668,770) (1.668,770)
Miscellanecus 45 526 - - 45,526

Total Other Financing
Sources (Uses): 2,143,698 2,243 (3,745,239) (1,599,298)

Excess (Deficiency) of Revenues and
Other Sources Over (Under)

Expenditures and Other Uses $ (4,225) $ 1,556,800 § 1,611,563 $ 3,163,138

Fund Balances:
Beginning of Year, as previously reported $ 11,705,366 $ 7430952 § 7601374 § 26,746,692
Restatements 54,448 - - 54,448
Beginning of Year, as restated 11,759,814 7,439,952 7,601,374 26,801,140

Excess {Deficiency} of Revenues and
Other Sources Over (Under)
Expenditures and Other Uses (4,225) 1,565,800 1,611,563 3,163,138

End of Year $ 11,755,589 § 8,995,752 § 9,212,937 § 29,964,278

See Notes to Financial Statements 9



REDEVELOPMENT AGENCY OF THE CITY OF IMPERIAL BEACH, CALIFORNIA

GOVERNMENTAL FUNDS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Net change in fund balances - total governmental funds $ 3,163,138

Amounts reported for governmental activities in the statement of activities differ
because:

Repayment of bond principal is an expenditure in the governmental funds, but
the repayment reduces long-term liabilities in the statement of net assets 405,000

Bond issuance costs is an expenditure in the governmental funds, but it is
deferred charges in the statement of net assets:

Amortization for current fiscal year {15,510)

Unamortized premium or discounts on bonds issued are revenue or expenditures
in the govemmental funds, but these are spread to future periods over the life of
the new bonds:

Amortization for current fiscal year (10,794)

Collections on receivables and loan transactions offset by deferred revenue are
reporied as revenue and expenditures in governmental funds; however, they do not
provide revenue or expenses in the statement of activities 30,812

Proceeds of debt is revenue in the governmental funds, but these are additions
to the statement of net assets (23,946)

Expenses reported in the statement of activities do not require the use of
current financial resources and, therefore, are not reported as expenditures
in governmental funds:

Current accrual of interest due on bonds (89,772)
Prior year accrual of interest due on bonds 90,815
Change in net assets of governmental activities $ 3,549,743

See Notes to Financial Statements 10



REDEVELOPMENT AGENCY OF
THE CITY OF IMPERIAL BEACH, CALIFORNIA

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008

I. SIGNIFICANT ACCOUNTING POLICIES
Note 1: Organization and Summary of Significant Accounting Policies
a. Description of the Reporting Entity

The Redevelopment Agency of the City of Imperial Beach is a component unit of a
reporting entity that consists of the following primary and component units:

Reporting Entity:
Primary Government;
City of Imperial Beach
Component Units:

Redevelopment Agency of the City of Imperial Beach
impernial Beach Public Financing Authonty

The attached basic financial statements contain information relative only to the
Redevelopment Agency of the City of Imperial Beach as one component unit that is an
integral part of the total reporting entity. They do not contain financial data relating to the
other component unit.

The Redevelopment Agency of the City of Impenal Beach (the Agency) was activated in
October of 1995, pursuant to Section 33101 of the California Health and Safety Code.
The purpose of the Agency is to eliminate deteriorating conditions and conserve,
rehabilitate and revitalize project areas in accordance with the redevelopment plan, The
Agency is designed to encourage cooperation and participation of residents,
businesspersons, community organizations and public agencies in the revitalization area.
The Agency has established one Project Area comprising the entire city.

The criteria used in determining the scope of the reporting entity is based on the
provisions of GASB Statement No. 14 and 39. The City of Imperial Beach (the City) is the
primary governmenta! unit. The Agency is a compenent unit of the City. Component units
are those entities which are financially accountable to the primary government, either
because the primary unit appoints a voting majority of the compeonent unit Board, or
because the component unit will provide financial benefit or impose a financial burden on
the primary government. The specific cnteria used in determining that the Agency is a
compenent unit of the City are that the members of the City Council are the same as the
members of the Agency Board of Directors.

b. Government-Wide and Fund Financial Statements

The govemment-wide financial statements (i.e., the statement of net assets and the
statement of changes in net assets) report information on all nonfiduciary activities of the
Agency. For the most part, the effect of interfund activity has been removed from these
statements. The primary govemment is reported separately from certain legally separate
component units for which the primary govemment is financially accountable.

11



Redevelopment Agency of the City of Imperial Beach, California
Notes to Financial Statements (Continued)

Note 1:

Organization and Summary of Significant Accounting Policies {(Continued)

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function or segment. Frogram revenues include
1) charges to customers or applicants who purchase, use or directly benefit from goods,
services or privileges provided by a given function or segment, and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general ravenues.

Major individual governmental funds are reported as separate columns in the fund
financial statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-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, regardiess of the timing of
related cash flows. Property taxes are recognized as revenues in the year for which they
are levied. Grants and similar items are recoghized as revenue as soon as all eligibility
requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the cument financial
resources measurement focus and the modified accrual basis of accounting. Revenues
are recognized as soon as they are both measurable and available. Revenues are
considered to be available when they are collectibie within the current period or soon
enough thereafter to pay liabilities of the current perod. For this purpose, the government
considers revenues to be availabie if they are coliected within 6C days of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as
under accrual accounting. However, debt service expenditures, as well as expenditures
related to compensated absences and claims and judgments, are recorded only when
payment is due.

Property taxes, franchise taxes, licenses and interest associated with the current fiscal
period are all considered to be susceptible to accrual and so have been recognized as
revenues of the current fiscal period. Only the portion of special assessments receivable
due within the current fiscal period is considered to be susceptible to accrual as revenue
of the current period. All cther revenue items are considered to be measurable and
available only when cash is received by the government.

The Agency reports the following major governmental funds:
Debt Service Funds

Debt Service Funds are established to account for tax increment revenues, bond
proceeds required to be set-aside for future debt service and related interest income.
The funds are used to repay principal and interest on indebtedness of the Agency.
Under provisions of the Health and Safety Code, such funds are referred to as
"Special Funds.”

12



Redevelopment Agency of the City of Imperial Beach, California
Notes to Financial Statements (Continued)

Note 1:

Organization and Summary of Significant Accounting Policies (Continued)

Capital Project Funds

Capital Project Funds are established to account for loans and advances from the
City of Imperial Beach, bond proceeds, interest income on invested funds and certain
miscellaneous income. The funds are expended primarily for administrative expenses
and redevelopment project costs. Under provisions of the Health and Safety Code,
such funds are referred to as "Redevelopment Funds." The Agency is required to set
aside 20% of tax increment revenues for low and moderate income housing. Under
provisions of the California Health and Safety Code, such funds can be accounted for
as Capital Project Funds, The Agency will use the housing funds to provide housing
subsidies to low-income households.

When both restricted and unrestricted resources are available for use, it is the
government's policy to use restricted resources first, then unrestricted resources as they
are needed.

d. Assets, Liabilities and Net Assets or Equity

1.

Investments

Investments for the Agency are reported at fair value. The State Treasurer's
Investment Pool operates in accordance with appropriate state laws and regulations.
The reported value of the pool is the same as the fair value of the pool shares.

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year, are referred to as either “due to/from other
funds" (i.e., the current portion of interfund loans) or "advances toffrom other funds"
(i.e., the non-current portion of interfund loans). All other outstanding balances
between funds are reported as "due to/from other funds.”

Advances between funds, as reported in the fund financial statements, are offset by a
fund balance reserve account in applicable govemmental funds, to indicate that they
are not available for appropriation and are not expendable available financial
resources.

All trade and property tax receivables are shown net of an allowance for uncollectible
accounts.

Property tax revenue is recognized in the fiscal year for which the taxes have been
levied providing they become available. Available means then due, or past due and
receivable within the current period and collected within the current peried, or
expected to be collected soon enough thereafter (not to exceed 80 days) to be used
to pay liabilities of the current period. The County of San Diego collects property
taxes for the Agency. Tax liens attach annually as of 12:01 A.M. on the first day in
January proceeding the fiscal year for which the taxes are levied. The tax levy covers
the fiscal period July 1 to June 30. All secured personal property taxes and one-half
of the taxes on real property are due November 1; the second installment is due
February 1. All taxes are delinquent if unpaid on December 10 and April 10,
respectively. Unsecured personal property taxes become due on the first of March
each year and are delinquent on August 31.

13



Redevelopment Agency of the City of Imperial Beach, California
Neotes to Financial Statements (Continued)

Note 1:

Organization and Summary of Significant Accounting Policies (Continued)

3.

Inventories and Prepaid items

All inventories are valued at cost using the first-inffirst-out (FIFO) method. inventories
of govermmental funds are recorded as expenditures when consumed rather than
when purchased.

Certain payments to vendors reflect costs applicable to future accounting periods and
are recorded as prepaid items in both government-wide and fund financial
statements.

Capital Assets

Capital assets, which include property, plant, equipment and infrastructure assets
{e.g., roads, bridges, sidewalks and similar items), are reported in the applicable
governmental or business-type activities columns in the government-wide financial
statements. Capital assets are defined by the City as assets with an initial, individual
cost of more than $1,000 (amount not rounded). Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the date of donation.
The Agency does not report any capital assets.

In accordance with GASB Statement No. 34, the City has reported general
infrastructure assets acquired in prior and current years. The Agency does not report
any infrastructure assets.

The costs of normal maintenance and repairs that do not add to the value of the
asset or materially extend assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of capital assets of

business-type activities is included as part of the capitalized value of the assets
constructed.

Property, plant and equipment of the primary government, as well as the component
units, are depreciated using the straight-line method over the following estimated
useful lives:

Assets Years
Buildings & Improvements 25-50
improvements Other than Buildings 10 - 50
Sewer lines and Pump Stations 35-50
Equipment 3-20
Vehicles 5-10
Infrastructure Years
Pavement 33
Curb and Gutter 50
Sidewalk 50

14



Redevelopment Agency of the City of Imperial Beach, California
Notes to Financial Statements {Continued)

Note 1:

Note 2:

Organization and Summary of Significant Accounting Policies (Continued)

5.

6.

Long-Term Obligations

In the government-wide financial statements, long-term debt and other long-term
obligations, including compensated absences, are reported as liabilities in the
governmental activities statement of net assets.

Fund Equity
In the fund financial statements, governmental funds report reservations of fund
balance for amounts that are not available for appropriation or are legally restricted

by outside parties for use for a specific purpose. Designations of fund balance
represent tentative management plans that are subject to change

il. STEWARDSHIP

Stewardship, Compliance and Accountability

a. Budgetary Data

General Budget Policies

The Goveming Board approves each year's budget submitted by the Executive
Director prior to the beginning of the new fiscal year. The Board conducts public
meetings prior to its adoption. The budget is prepared by fund, function and activity,
and includes information on the past year, current year estimates and requested
appropriations for the next fiscal year. Supplemental appropriations, when required
during the period, are also approved by the Board. Intradepartmental budget
changes are approved by the Executive Director. In most cases, expenditures may
not exceed appropriations at the departmental level. At fiscal year-end all operating
budget appropriations lapse. During the year several supplementary appropriations
were necessary.

Encumbrances

Encumbrances are estimations of costs related to unperformed contracts for goods
and services. These commitments are recorded for budgetary control purposes in the
General, Special Revenue and similar governmental funds. Encumbrances
outstanding at year-end are reporied as a reservation of fund balance. They
represent the estimated amount of the expenditure ultimately to result if unperformed
contracts in process at year-end are completed. They do not constitute expenditures
or estimated liabilities.

Budget Basis of Accounting

Budgets for governmental funds are adopted on a bhasis consistent with generally
accepted accounting principles (GAAP).
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Redevelopment Agency of the City of Imperial Beach, California
Notes to Financial Statements (Continued)

Note 3:

Note 4:

ll. DETAILED NOTES ON ALL FUNDS

Cash and Investments

Cash and investments reported in the accompanying financial statements consisted of the
following:

Cash and investments pooled with the City $ 27877017
Cash and investments with fiscal agent 1,761,872
Total $ 29,638,889

The Agency's funds are pooled with the City of Imperial Beach's cash and investments in
order to generate optimum interest income. The information required by GASB Statement
No. 40 relating to autherized investments, credit risk, etc. is available in the annual report of
the City.

Loans Receivable
Loans receivable consist of the following:

Capital Project Funds

In November 2002, the Agency loaned $25,000 to the Imperial Beach Community Clinic
{IBCC) to be repaid on or before January 1, 2013. IBCC may receive credit toward the
repayment of the Note in accordance with an Owner Participation Agreement (OPA) by
and between the Agency and IBCC. The Agency will forgive $2,500 of the loan for each
year that IBCC complies with the OPA and operates the facility as a health clinic in
substantially the same manner as on the date the OPA was executed
(November 13, 2002). During fiscal year 2007-2008, $2,500 of the debt was forgiven,
leaving a balance of $11,250.

Low and Moderate Income Housing Set-aside Funds

tn April 2006, the Agency entered into a loan agreement for an amount not-to-exceed
$540,425 with South Bay Community Services (SBCS) to loan low and moderate income
housing set-aside funds to rehabilitate a seven-unit apartment complex located at 1360
Hemlock Avenue. SBCC intends to rent all seven units to families earning 50% or below
of the area median income, for a term of fifty-five years. Beginning May 31, 2006, and
continuing through 2061, simple interest accrues at 3% per annum on the principal
balance. Monthly principal and interest payments are not required to be paid if the rental
and occupancy conditions are met for the property. All principal and accrued interest on
the Loan shall be due in full on (i) the date of any transfer not authorized by the Agency;
(ii) the date of any Default; or (i) the expiration of the Loan Term, whichever occurs first.
However, upon expiration of the Loan Term, the Loan amount pursuant to the Note and
accrued interest shall be forgiven provided all covenants and conditions were met over
the Loan Term. Accrued interest at June 30, 2008, amounts to $30,199 and is offset by
Deferred Revenue. The loan is not fully funded at June 30, 2008, and amounts to
$574,629, including accrued interest.

In April 2006, the Agency entered into a loan agreement for an amount not-to-exceed
$491,271 with South Bay Community Services (SBCS) to loan low and moderate income
housing set-aside funds to rehabilitate an eight-unit apartment complex located at
1260 Calla Avenue. SBCC intends to rent all seven units to families earning 50% or
below of the area median income, for a term of fifty-five years. Beginning May 31, 2006,
and continuing through 2081, simple interest accrues at 3% per annum on the principal
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Note 5:

Loans Receivable (Continued)

balance. Monthly principal and interest payments are not required to be paid if the rental
and occupancy conditions are met for the property. All principal and accrued interest on
the Loan shall be due in full on (i) the date of any transfer not authorized by the Agency;
(i) the date of any Default; or {iii) the expiration of the Loan Term, whichever occurs first.
However, upon expiration of the Loan Term, the Loan amount pursuant to the Note and
accrued interest shall be forgiven provided all covenants and conditions were met over
the Loan Term. Accrued interest at June 30, 2008, amounts to $27,713 and is offset by
Deferred Revenue. The loan is not fully funded at June 30, 2008, and amounts to
$514,167, including accrued interest.

The Clean and Green Neighborhood Revitalization Program provides zero interest
deferred payment loans for very low, low and moderate-income individuals and families
to improve energy and water efficiency, health and safety, and/or enhance the physical
appearance of their home and property. The loans are available to owner-occupants of
single-family detached homes and manufactured homes on private lots. The loan is
forgiven on a pro-rata basis over 15 years for each year of residency, with any balance
due upon the sale, transfer to a new owner or lease to a tenant. The total of these loans
and corresponding fund balance reservation as of June 30, 2008, amounts to $38,072.

Total loans receivable at June 30, 2008, amounts to $1,138,118.

Long-term Debt

Long-term debt consists of the following at June 30, 2008:

City Loans

During prior fiscal years, the City of Imperial Beach loaned the Agency funds to cover
operating cash flow needs and to fund various economic development projects. The
loans, which were consolidated at June 30, 2004, for $3,738,100, bear interest at a
rate of 6% per annum through June 30, 2005, and are payable as funds become
available to the Agency. On June 7, 2008, the City Council and Agency voted fo
increase the interest rate to 12% per annum. Interest on the loan is paid curmrently.
The balance at June 30, 2008, is $3,738,100.

Tax Allocation Bonds, 2003 Series A

In December 2003, the Imperiali Beach Public Financing Authority issued
$22,765,000 Tax Allocation Revenue Bonds, 2003 Series A. The proceeds of the
bonds were loaned fo the Imperial Beach Redevelopment Agency to fund
redevelopment activities, to provide for a reserve fund and to provide for the costs of
issuance of the bonds. Although the bonds were issued by the Authority and loaned
to the Redevelopment Agency, the loan transaction has been eliminated from these
financial statements, as the Public Financing Authority does not have its own
financial statements or fund. The Agency's obligations under the Loan Agreements
are secured by a pledge of both Original Area Tax Revenues and the Amended Area
Tax Revenues, including Low and Moderate Income Housing set-aside that it
receives. Interest on the bonds is payable semiannually and principal payments are
due annually, The bonds consist of $7,640,000 in serial bonds maturing June 1
beginning 2004 and continuing through 2011 with interest rates ranging from 1.75%
to 5.375%; term bonds of $3,705.000 due June 1, 2023 with interest at 5.75%, term
bonds of $4,900,000 with interest at 5.85% due June 1, 2028, and term bonds of
$6,520,000 with interest at 6.0% due June 1, 2033,
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Note 5: Long-term Debt (Continued)

The Agency’s obligations under the Loan Agreements are secured by a pledge of
both Original Area Tax Revenues and the Amended Area Tax Revenues, including
Low and Moderate Income Housing set-aside that it receives. These bonds were to
provide financing for various capital projects and to accomplish Low and Moderate
income Housing projects. The Agency has committed to appropriate each year, from
these resources amounts sufficient to cover the principal and interest requirements
on the debt. Total principal and interest remaining on the debt is $38,753,394 with
debt service requirements as indicated below. For the current year, the total tax
increment revenue and the required 20% Low and Moderate Income Housing
set-aside recognized by the Agency was $6,675,090 and $1,668,772, respectively

The balance at June 30, 2008, excluding unamortized original issue discount of
$275,270, is $20,220,000.

Compensated Absences

All permanent employees of the Agency are permitted to accumulate a maximum of
two times their annual accrual rate (annual leave). Maximum sick leave accrual for
miscellaneous employees is 1,000 hours and for safety employees is 1,400 hours.
Upon termination of employment, an employee is paid for accumulated annual leave
but forfeits accumulated sick leave unless the employee has over five years of
service. After five years of service, upon termination, the employee is paid for half the
accumulated sick leave. All accumulated compensated absences are accrued when
incurred in the government-wide and fiduciary fund financial statements. The
balance at June 30, 2008, amounts to $90,204.

b. The following is a summary of changes in long-term debt of the Agency for the year
ended June 30, 2008:

Balance Baiance Due Within
July 1, 2007 Additions Repayments June 30, 2008 One Year
Imperial Beach City-Wide Redevelopment
Project Area
City Loans - Principal 5 3,738,100 $ - % - 8 3,738,100 § -
Compensated Absences 66,258 23,046 - 90,204 -
Bonds - 2003 Tax Allocation Series A 20,625,000 - 405,000 20,220,000 415,000
Total $ 24429358 8 23,946 § 405000 $ 24048304 $ 415000
City Loans - Principal 3 3,738,100 $ - 8 - % 3738100 & -
Compensated Absences 66,268 23,946 - 90,204 -
Bonds Payable 20,625,000 - 405,000 20,220,000 415,000
Total ’ $ 24429358 $ 23946 § 405,000 24048304 § 415,000
Adjustments:
Unarmortized net original issue (discount) or premium {275,270)
Net Long-term Debt $ 23,773,034
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Note 5: Long-term Debt {Continued)

¢. The following is a schedule by years, of future debt service payments as of June 30:

2003 Tax Allocation Bonds, Series A

Principal Interest

2008 - 2009 $ 415,000 $ 1,132,771
2009 - 2010 430,000 1,118,454
2010- 2011 450,000 1,102,328
2011 - 2012 470,000 1,083,204
2012 - 2013 490,000 1,061,584
2013 - 2018 2,840,000 4,914,921
2018 - 2023 3,705,000 4,052,513
2023 - 2028 4,900,000 2,848,418
2028 - 2033 6,520,000 1,219,200

Totals $ 20,220,000 $ 18,533,394

V. OTHER DISCLOSURES

Note 6: Transfers In and Out
Transfers in and out consisted of the following at June 30, 2008:

Transfers Qut
Debt Service Funds

City-wide
Transfers In:
Capital Project Funds:
City-wide $ 2,076,469
$ 2,076,469

Transfers were used to fund capital projects.

Note 7: Fund Balance and Net Asset Restatements
a. Fund Balance Restatements
Fund balance restatements consist of the foliowing at June 30, 2008:

Capital Project Fund:
To close out capital projects from prior years. $ 54,448
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Note 8:

Note 9:

Fund Balance and Net Asset Restatements (Continued)
b. Net Asset Restatement
Net asset restatement consists of the following at June 30, 2008:

To close out capital projects from prior years. $ 54,448

Insurance Coverage

Insurance coverage has been obtained by the City of impenal Beach for the City of imperial
Beach and all authorities under its control. information related to the Agency’s insurance
coverage can he obtained by contacting the City.

Subsequent Events
a. ERAF shift for fiscal year 2008-2009

On September 30, 2008, the Califomia Legislature passed AB 1389, requiring a shift in
tax increment revenues during fiscal year 2008-2009 to the state Educational Revenue
Augmentation Fund (ERAF). It is estimated that the Agency's share of the ERAF shift for
fiscal year 2008-2009 wili amount to approximately $548,663.

b. Financial Concerns Relating to the California Economy

As indicated in the State of California’s 2008-2009 Proposed Budget Summary -
Economic Outiook:

“The California and national economies faced considerable headwinds -a
deepening housing slump, a breakdown in mortgage markets, tighter credit, more
volatile financial markets, and rising energy prices. Upward resets of subprime
mortgage rates made payments unaffordable for many borrowers and helped
push mortgage defaults and foreclosures to record levels. Several large financial
institutions reported huge losses on subprime mortgages and securities backed
by these mortgages. Uncertainty about how far the problems with these
mortgages would spread increased financial market volatility and prompted
lenders to tighten credit standards. The Federal Reserve injected liquidity into the
financial markets and eased monetary policy on a number of occasions in the
second half of the year, but as year-end neared, financial markets were still not
functioning normally.”

While the values shown in the attached financial statements reflect those present at
June 30, 2008, substantial changes have occurred in the economy in which the City and
its component units operate. Therefore, the projection of the financial data for the City
and its component units into future periods must recognize these factors and consider the
effect of these on its operations and costs.
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REDEVELOPMENT AGENCY OF THE CITY OF IMPERIAL BEACH, CALIFORNIA

COMPUTATION OF LOW AND MODERATE

INCOME HOUSING FUNDS
EXCESS/SURPLUS

Opening Fund Balance

Less Unavailable Amounts:
Land held for resale

Encumbrances (Section 33334.12 (g){2)}
Unspent debt proceeds (Section 33334.12 (g)(3)(B),

Rehabilitation loans

Low and Moderate

Housing Funds - All Project Areas

Low and Moderate

Housing Funds - All Project Area

Available Low and Moderate Income Housing Funds

Limitation (greater of $1,000,000 or four years set-aside)

Set-Aside for last four years:

2007 - 2008
2006 - 2007

2005 - 2006
2004 - 2005
2003 - 2004

Total

Base Limitation

Greater amount

Computed Excess/Surplus
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July 1, 2007 July 1, 2008
$ 7.439952 $ 8,995,752
$ - $ (331,005)
(3,831) (744)
(3,512,563) {3.072,515)
{1,053,979) (1,068,956)
(4,570,373) (4.473,220)
2,869,579 4,522,532
- 1,668,772
1,480,792 1,480,792
1,174,253 1,174,253
884,124 884,124
608,904 -
$ 4,148,073 $ 5,207,941
$ 1,000,000 $ 1,000,000
4,148,073 5,207,941
None None



