N

CITY OF LAFAYETTE

REDEVELOPMENT AGENCY

COMPONENT UNIT FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2010 AND JUNE 30, 2009

(With Auditors' Report Thereon)

Cropper Accountancy Corporation

Certified Public Accountants

R\

)






CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
Notes to Basic Financial Statements
June 30, 2010

TABLE OF CONTENTS

INTRODUCTORY SECTION:
List of City Officials

FINANCIAL SECTION:
MANAGEMENT’S DISCUSSION AND ANALYSIS
INDEPENDENT AUDITORS’ REPORT

BASIC FINANCIAL STATEMENTS:

Statement
Government-wide Financial Statements:
1 Statement of Net Assets
2 Statement of Activities
Fund Financial Statements:
3 Balance Sheet—Governmental Funds
4 Statement of Revenues, Expenditures, and
Changes in Fund Balances—Governmental Funds
Notes to Basic Financial Statements
REQUIRED SUPPLEMENTARY INFORMATION:
Exhibit
1 Statement of Revenues, Expenditures, and Changes in Fund Balances —
Governmental Funds — Budget and Actual
2 Independent Auditors’ Report on Internal Control Financial Reporting

And on Compliance and Other Matters Based on an Audit of
Financial Statements Performed in Accordance with Government
Auditing Standards

Page No.

1-vii

29

30-31






CITY OF LAFAYETTE
CITY OFFICIALS AS OF JUNE 30, 2010

MAYOR
Brandt Andersson

Term Expires November 2010

CITY COUNCIL
Carl Anduri Carol Federighi
Term Expires November 2012 Term Expires November 2012
Mike Anderson Don Tatzin
Term Expires November 2012 Term Expires November 2010
CITY MANAGER

Steven B. Falk-20 years of service

ADMINISTRATIVE SERVICE DIRECTOR

Tracy Robinson- 10 years of service

FINANCIAL SERVICE MANAGER

Gonzalo L. Silva — 20 years of service






Management’s Discussion and
Analysis

Our discussion and analysis of the Lafayette Redevelopment Agency’s financial performance for the
fiscal year ended June 30, 2010 provides an overview of year ending results based on the government —
wide statements and analysis on the Agency’s overall financial position and results of operations to
assist users in evaluating the Agency’s financial position.

Profile of the Agency

The agency was established pursuant to the Redevelopment Law and is charged with the authority and
responsibility of redeveloping and improving blighted areas of the City.

The agency was created by the City Council Ordinance No. 126 adopted on May 1, 1974. The Agency
was established pursuant to the Community Redevelopment Law of California. The Redevelopment
Plan was adopted by the Agency on December 27, 1994. The project Area occupies approximately 290
acres located in the downtown area and constitutes approximately 3% of the land area of the City. The
Agency is broadly empowered to engage in the general economic revitalization and redevelopment of
the City through acquisition and development of property in those areas of the City determined to be in a

declining condition.
Agency Powers and Duties

All powers of the Agency are vested in five members who are also members of the City Council, The
Agency exercises all the governmental functions as authorized under the Redevelopment Law and has
among others powers the authority to acquire, administer, develop, lease or sell property, including the
right of eminent domain. The Agency can clear buildings and other improvements and can develop as a
building site any real property owned or acquired in connection with such development.

Organization

The City Council serves as the Board of Directors of the Agency. The City of Lafayette was
incorporated as a general law city in 1968. The City operates under a council-manager form of
government. The five Council Members are elected at large for staggered four-year term.



The Executive Director/City Manager is appointed by the Agency/Council and serves at the
Board’s/Council pleasure as the administrative head of the Agency and the City. The Executive
Director/City Manager is responsible for appointment of all Agency and City employees except the

Agency/City Attorney, who is appointed directly by the Board/Council.

Member of the Board and City Council as of June 30, 2010, and their term of office are shown below:

Member Position Term Expires
Brandt Andersson Mayor November 2010
Carl Anduri Vice Mayor November 2012
Mike Anderson Board Member November 2012
Carol Federighi Board Member November 2012
Don Tatzin Board Member November 2010

Agency and City Staff

Steven B. Falk, Executive Director and City Manager
Tracy Robinson, Administrative Services Director
Gonzalo L. Silva, Financial Services Manager
Best, Best and Krieger LLP, Agency Counsel and City Attorney.

The agency’s primary source of revenue is incremental property taxes. Property taxes allocated to the
Agency are computed in the following manner:

a. The assessed valuation of all property within the Project Area was frozen on the date of
adoption of the Redevelopment Plan

b. Property taxes related to any incremental increase in assessed values after the adoption of the
Redevelopment Plan are allocated to the Agency.

LAFAYETTE REDEVELOPMENT AREA PROJECT AREA
Incremental Assessed Value 2007/2008 to 2009/2010

| 2007/2008 2008/2008 2009/2010 J
Secure Value 611,251,526 656,609,210 675,832,710
Unsecured Value 35,173,302 37,717,816 57,211,359
Total Assessed Value 646,424,828 694,327,026 733,044,069
Less: Base Year Value {332,248,715) (332,248,715) (332,248,715)
Increment Assessed $314,176,113 $362,078,311 $400,795,354

Value

* Note: For fiscal years 2003-2004 and thereafter, The County Auditor/Controller increased the Agency's base year value
from $ 331,781,939 to § 332,248,715
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LAFAYETTE REDEVELOPMENT AREA PROJECT AREA
Historical Valuations

Year
1995-1996
1996-1997
1997-1998
1998-1999
1999-2000
2000-2001
2001-2002
2002-2003
2003-2004
2004-2005
2005-2008
2008-2007
2007-2008
2008-2009
2009-2010

Valuation
332,213,008
337,914,432
337,228,385
353,792,684
373,561,119
403,685,530
430,168,978
457,217,163
479,829,071
501,646,923
538,670,763
599,498,917
646,424,828
694,327,026
733,044,069

Change
0.10%
1.72%
-0.20%
4.91%
5.58%
8.06%
6.57%
6.28%
4.85%
4.55%
7.38%
11.30%
7.41%
7.40%
5.57%

Base Year
331,871,939
331,871,939
331,871,939
331,871,939
331,871,939
331,871,939
331,871,939
331,871,839
332,248,715
332,248,715
332,248,715
332,248,715
332,248,715
332,248,715
332,248,715

LAFAYETTE REDEVELOPMENT PROJECT AREA
PROJECTED GROSS TAX INCREMENT REVENUE AND TAX REVENUES

Estimated Projected Projected Gross Tax Projected Gross Tax

Assessed Incremental Incremental Revenue to

Fiscal Year Value (1} Value Revenue (2) Agency (3)
2009-2010 $ 716,213,567 $ 383,964,852 $ 3,839,640 $ 2,620,280
2010-2011 730,537,838 398,289,123 3,982,891 3,022,571
2011-2012 745,148,595 412,899,880 4,128,999 3,135,332
2012-2013 782,406,024 450,157,309 4,501,573 3,250,348
2013-2014 821,526,326 489,277 611 4892776 3,543,638

(1) Assuming 2% growth in assessed value through 2012 and 5% thereafter. Also includes $8 milling in assessed value which
will be coming onto the tax rolls in FY 2009-2010 from the complelion of the Lafayette Mercantile

(2) Revenues based on 1% lax rate

{3} Less Housing Set Aside, County Administration and ERAF transfers.
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Summary Information
Contra Costa County
City of Lafayette
2009-10

Number of Property Records For This Area:
- Number of Secured Parcels:
- Number of Unsecured Properties:

- Number of Utility Records:

10,032

8.902

1,129

Total Assessed Valuation, This Year:
- Secured Assessed Valuation:
- Unsecured Assessed Valuation:

- Utility Assessed Valuation:

5,556,879,010

5,498,247,876

57,211,359

1,419,775

Total Assessed Valuation, Last Year:

5,373,902,080

- Change in Assessed Valuation: 182,976,930
- Percentage Change in Assessed Valuation: 3.40%
Largest Property Owner: BASCOM LAFAYETTE HIGHLANDS LLC
- Total Assessed Valuation For This Owner: 31,377,572
- As Percentage of Area's Total Valuation: (.56%
Percentage of All Taxes Delinquent for This Area (as of September 30, 2010): 1.0%
Percentage of Special Tax Levy Delinquent for This Area (this area has no special tax 9%
levy)

1.6%

Percentage of All Taxes Delinquent in This County:

Tax payment records for this county are current as of September 30, 2010.
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STATEMENT OF NET ASSETS

Year ended June 30, 2010
I Total |
Beginning Net Assets $ 5,286,991
Change in Net Assets $ (1,952,627)
Ending Net Assets $ 3,334,364

The agency’s net assets as of June 30, 2010 decreased by $ 1,952,627 this decrease in net assets is
reflected in the Statement of Activities. The Agency’s Net Assets are discussed below:

e Total assets for the Agency were $ 50,683,369 versus § 49,232,689, an increase of $ 1,450,680
from prior year.
o Total liabilities for the Agency were § 47,349,005 versus § 43,945,698 from prior year, an

increase of § 3,403,307
e The net assets were $ 3,334,364 versus § 5,286,991 a decrease of $ 1,952,627 from prior year.

ANALYSES OF MAJOR FUNDS

Capital Project Funds

The Capital Projects Funds are used to account for the acquisition or construction of capital projects.
The Fund’s net revenues were $ 2,456,464 versus $ 2,450,667 from prior year, an increase of § 5,797.

Fund expenditures were $ 13,368,997 versus $ 16,399,062 from prior year, a decrease of § 3,030,065.
Of the total fund expenditures, $ 9,790,931 was spent in the construction of the Library.

Low and Moderate Income Housing Fund

Of the gross tax increment received by the Agency in any year, 20% must be deposited in this fund and
used for the purpose of “increasing, improving, and preserving the community’s supply of low-and
moderate income housing available at affordable housing cost to persons and families of low or
moderate income”

The Fund’s revenues were $ 878,896 versus $ 877,048 from prior year an increase of $1,848.

Fund expenditures were § 274,741 versus $ 2,952,929 from prior year, a decrease of $2.678,188.



Debt Service Fund

This Fund accounts for the activities related to the Agency’s Tax Allocation Bonds. In fiscal year
2002/2003, the Redevelopment Agency issued $5.585,000 bonds that bear interest at 2.25% to 5.75%
and are due in 2032. The proceeds of these bonds were used to construct the Veteran's Hall. As of June
30, 2010, the principal outstanding of the tax allocation bonds is $5,030,000. In October 2005, special
revenue bonds were issued for the amount of $11,680,000 to complete the library project. As of June 30,
2010, the principal outstanding of this revenue bond was $11.405,000. In October 2008 the
Redevelopment Agency issued Tax Allocation Bonds for the amount of $ 9,600,000 due in 2038. No
principal was due or paid in 2010. In addition, the Redevelopment Agency acquired in 2004 a property
for $683,461. The purchase was financed by a loan from the City of Lafayette Parking Fund. At June
30, 2010 the outstanding amount of this loan is $540,500.

In May 12, 2008 the Redevelopment Agency entered into a loan agreement with the Lafayette Library
and Leamning Center Foundation and borrowed the amount of $9.000,000 at an interest rate of 6.50%.
On September 1, 2010 the Redevelopment Agency borrowed again from the Lafayette Library Leamning
Center an additional amount of $2,500,000 at an interest rate of 8%. As of June 30, 2010 the balance of
the $9,000,000 and $2,500,000 loans totaled $12,921,918, including accrued interest.

SERAF ASSESSMENT

Pursuant to a determination by the Director of the Department of Finance of the State of California,
$1,115,757 was remitted to the County Auditor of the County of Contra Costa for deposit in the
County’s Supplemental Educational Revenue Augmentation Fund (SERAF) in regard to Health and
Safety Code Section 33690 for the fiscal year ended June 30, 2010. In the absence of other funds, as
authorized, the City advanced such amount from the Special Revenue Fund for Low/Moderate Income
Housing for the Redevelopment Program Fund which made the disbursement.

An action was made before the Sacramento Superior Court challenging the constitutionality of the
SERATF transfer, but on May 4, 2010, the Sacramento Superior Court denied the petition.

Summary

During Fiscal Year 2009-2010, the Lafayette Redevelopment Agency completed the new Lafayette
Library and Leaming Center project. Construction on the project began in March 2007, and the opening
to the public was November 14, 2009. The Agency continued its implementation of the Funding and Use
Agreements with the Lafayette Library and Learning Center Foundation for the operation of the LLLC.

The Agency continued the planning process to develop a Downtown Lafayette Specific Plan. The
planning area generally shares the same boundaries as the Redevelopment Project Area. Numerous
public meetings were held to develop Draft Specific Plan throughout 2009 and into 2010. The Draft

Environmental Impact Report was released in March 2010.
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The Agency continued its participation in mixed use projects and multi-family residential projects. The
Agency continued its negotiations with the owner of Town Center regarding a project with affordable
housing and public parking. Finally, the Agency is still working with Eden Housing for the development
of a 46-unit affordable housing project for seniors within the Redevelopment Project Area.
Redevelopment affordable housing funds were used to facilitate this project.

Requests for Information

This financial report is designed to provide a general overview of the City of Lafayette Redevelopment
Agency’s finances for all those with an interest in the government’s finances. Questions concerning any
information provided in this report or request for addition financial information should be directed to:

City of Lafayette
Finance Department
3675 Mt Diablo Blvd, Suite 210
Lafayette, CA 94549
925.284.1968
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Cropper Accountancy Corporation
Certified Public Accountants

2977 Ygnacio Valley Road, #460
Walnut Creek, California 94598
Tel: (925)932-3860

Fax: {925) 932-3862

INDEPENDENT AUDITORS' REPORT

Members of the Governing Board
Lafayette Redevelopment Agency
Lafayette, California

We have audited the accompanying financial statements of the governmental activities and the major
funds of the Lafayette Redevelopment Agency (Agency), a component unit of the City of Lafayette,
California (City), as of and for the year ended June 30, 2010, which collectively comprise the Agency’s
basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the management of the Agency. Our responsibility is to express an opinion 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 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 audit 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 financial
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
financial position of the governmental activities and the major funds of the Agency as of June 30, 2010,
and the respective changes in financial position, thereof, for the fiscal year then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with the Government Auditing Standards, we have also issued our report dated November
4, 2010, on our consideration of the Agency’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of intemal 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.



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

provide assurance.

Our audit was conducted for the purpose of forming opinions on the financial statement that collectively
comprise the Agency’s basic financial statements. The budgetary comparison exhibit is presented for
purposes of additional analysis and is not a required part of the basic financial statements. This
information is the responsibility of management and was derived from and relate directly to the
underlying accounting and other records used to prepare the financial statements. The budgetary
comparison exhibit has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated in all
material respects in relation to the financial statements as a whole.

CM‘ L“Mw"ou\‘-l &f‘r“’h;l

CROPPER ACCOUNTANCY CORPORATION

Walnut Creek, California
November 4, 2010
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CITY OF LAFAYETTE Statement |
REDEVELOPMENT AGENCY
Statement of Net Assets

June 30, 2010 and 2009
Governmental Aclivities
ASSETS
2010 2009
Cash and cash equivalents § 3.918.664 $ 3,0053587
Investments - 7,603,122
Accrued interest receivable 3,157 7,326
Accounts receivable 1,216,038 1,949,132
Prepaid assets _ 764444 794,102
Total current assets 5,902,303 13.449.269
Restricted assels:
Debt service,
Cash deposits and investmenls 1,852,177 2,010,155
Low/Moderate Income Housing;
Cash deposits and investments 359,183 992,354
Accrued interest receivable 372 2,508
Eden loan receivable, net of allowance = =
Total restricied assets 2,211,732 3,005,017
Capital Assets (Library):
Land 2,004,444 2,004,444
Improvements in process 40,564,890 30,773,959
Total capital assets _ 42,569,334 32,778,403
Total assets $ 50,683,369 § 49,232 689
LIABILITIES AND NET ASSETS
Liabilities
Accounts payable $ 100,440 $ 1.893,701
Accrued interest payable 587,530 592,167
Note payable to parking fund - current 25,143 23,282
Current portion - tax allocation bonds 335.000 310,000
Total current liabilities 1,048,115 2.819.150
Noncurrent liabilities:
Loan Payable -- Library and Leaming Center Foundation 12,921,914 9,635,332
Advances from other funds 7,163,621 4,915,715
Note payable to parking fund 515,355 540,501
Tax allocation bonds payable 25,700,000 26,035,000
Total noncurrent liabilities _ 46,300,890 _ 41,126,548
Total liabilities 47.349.005 43,945,698
NET ASSETS
Invested in capital assets, net of related debt
Restricted for;
Debt service 1,852,177 2,010,153
Low/moderate income housing 1,438,657 £34.502
Unrestricted:;
Designated for Redevelopment 43,530 2,442,334
Undesignated S - -
Net assets 3,3342364 5,286,991
Total liablilities and net assels $ 50,683,369 3 49,232,689

The noles Lo the financial statements are an integral part of this statement
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CITY OF LAFAYETTE Statement 2
REDEVELOPMENT AGENCY
Staterment of Activities
For the Year Ended June 30, 2010
with Comparative Amounts for 2009

Program Revenues Net Revenues (Expenses)
Charges for Grants and Contributions
Functions/Programs Expenses Services Operating  Capital 2010 2009
Primary Government
Redevelopment Activities
Expenses:
Administration $ 847278 % - 3 - 5 - § (847,278) § (925,505)
Professional services 1,590,912 = - - (1,590,912) (274,968)
Interest expense 2,636,041 - - - (2,636,041) (2,192,095)
Subsidy - Eden Loan 149,578 - - - (149,578)  (2,850,746)
Subsidy to Cortese Properties, LLC 29,667 - - - (29,667) -
Other expenses 38,751 - - - (38.751) (88,670}
Total Redevelopment Agency expenses § 52602227 % - § - 3 - $ (5.292227) § (6.331.984)
General revenues:
Tax incremental revenue $ 3,122,277 § 3,035,665
Investment income 34,661 300,048
Other revenue 182,662 22,128

3,339,600 3,357,841

Change in net assets e (1,952,627)  {2,974,143)
Net assets at beginning of year 5,286,991 8,261,134
Net assets at end of year $ 3334364 3 5,286,991

Reconciliation from Statement of Revenues, Expenditures, and Changes in Fund Balance for
Governmental Funds to Statement of Activities (above):

Excess of expenditures over revenues and other sources (uses) (From page 6) $(12,029,774) $ (7,998,272)
Current year Capital assets capitalized 9,790,931 14,246,171
(Increase) Decrease in accrued interest payable 4,637 (246,347)
Reduction Bond indebtedness - current year principal payment 310,000 190,000
Current year amorlization of bond issuance costs (28,421) (22,014}
Bonds issued - {9,600,000)
- 456,319

Bond issuance costs

*

Change in net assets $ (1,952,627) § (2,974,143)

The notes to the financial statements are an integral part of this statement
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CITY OF LAFAYETTE

REDEVELOPMENT AGENCY
Balance Sheet - Governmental Funds
June 30, 2010 and 2009
Debt Special Revenue
Capital Projects Funds Service Fund Fund
Total Low/moderate
Redevelopment Library Capital Debt Service Income Housing
ASSETS Program Project Projects Fund Fund
Cash and equivalents § 2,746,035 $ 1,172,629 $ 3,918,664 L3 - b -
Investments - - - - -
RDA interfund balances (266,591) (849,166) (L115,757) - 1,115,757
Accounts receivable - 1,216,038 1,216,038 - -
Accrued interest receivable 3,157 - 3.157 - -
Other assets - - - - -
Restricted assets for:
Cash and investments - - - 1,852,177 359,183
Accrued interest receivable - - - - 372
Eden loan receivable, net of allowance of $3,135,522 - - - - -
Tolal assets $ 2,482,601 $ 1,539,501 § 4,022,102 $1.852,177 $ 1,475,312
LIABILITIES AND NET ASSETS
Accounts payable and accrued liabilities ) 37,005 $ 26780 L3 63.785 3 - b3 36,655
Loan payable--Lafayette Library and L.eaming
Center Foundation - 12,921,914 12,921,914 S o
Advances from general fund 3,093,398 4,070,223 7.163,621 S =
Loan payable to parking fund 540,500 - 540,500 - -
Total liabilities and other credits 3.670.903 17.018.917 20,689,820 - 36,655
Fund balances
Restricted for:
Debt service - - - 1,852,177 S
Low/moderate income housing - - - - 1,438,657
Other (1,188,302) (15,479,416) (16.667,718) o -
Unrestricted = - - - -
Nel assets (1.188,302) (15,479,416} {16.667,718) 1,852,177 1,438.657
Total liabilities and net assels $ 2,482,601 $ 1,539,501 § 4022102 $1.852,177 ) 1,475,312

The notes to the financial statements are an integral part of this stalement
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Total Governmental Funds

CITY OF LAFAYETTE Statement 3
REDEVELOPMENT AGENCY
Balance Sheet - Governmental Funds
June 30, 2010 and 2009

2010 2009
$ 3918664 S 3.095.587
- 7,603,122
1.216,038 1,949,132
3,157 7.326
- 1,237
2.211,360 3.002.509
372 2.508
$ 7349591  $15.661,421
$ 100440  $ 1.893.70
12,921,914 9,635,332
7.163,621 4915715
540,500 563,783
20.726.475 17,008,531
1,852,177 2,010,155
1,438,657 834.502
(16.667,718) (4.191.767)
(13,376.884)—  (1.347.110)
$ 7.349,591 | $15.661.421

Total Fund Balance - Governmental Fund Balance Sheet (Statement 3) $(13.376.884)
Adjustments:

To record capital assets, previously expensed 42,569,334

To record accrued interest payable on debt, previously recognized on a "when due" basis (587,530)
To record tax allocation bonds payable, previously recognized as revenue {26.035,000)
To record prepaid bond issuance costs 764,444

Total adjustments 16,711,248

Nel assets on Statement of Net Assets (Statement 1) $ 3,334.364

The notes to the financial statements are an integral part of this statement

6



L

JUawWaels sy Jo Hed [BIAUL UR IR SIUSWSIEIS [EIOURT) SY) 0] SI)0U Y,

OIIbED §  (PBRILEED) LSOREY] 8 LLICSEL § (81L7299°91) OIp6LbsD 5 (TOEsRI DS
90199 rreren T08°PER SSI°010°C (L9 16174} (£Z¥°00Z°'F) 959'3
(ZLzge6°L) (PLL6TOT1) SS1°F09 (8£6°LS1) (1S6SLE'TI) (€66°8LT"11) (856'961°1)
189°SH1'6 5 5 BIEE9S| (R1¥°€95° D S (B81t°€95'1)
(69591071} (§1¥7£9¢°1) S S T - (81¥°€95°D
696'910°1 $1°E95°T o 8IH'E9S = = a
{61£795h) - - = - - o
000°009'6 = S - o - -
YITINAN (rLL'6207TI) SSIH09 {96£712L°1) (ce€'T16°01) (€66'8LT1 1) 09F'99¢
¥6L 667 0T vLE69ESI 1+L7PLT 99 CTL'| L66B9C°CI 9L 6T 15T650°T
9750 0£€ 01 S 5 0EE0l SERL Sev'T
9pL058'T RLS6F1 8L6°6¥1 = 9 = =
0E1'0T L99°6T L9967 o - = -
§59 = o = = a =
896'PLT T16'065°1 0vs' T o 7LE9967] = 7LE99S
BPLSHE' 8L9'0K9'T o 99 CI] THOSTT 7E6°656 011°$8¢
1L1°9¥TF1 156°06L°6 o - 1£6°06L°6 1€6'06L"6 =
000'061 000°01¢ S 00001¢ = - -
05876 8T LY 956'0L - TIE9LL 8+0° 165 PLTSR1
[+8°L5E°E 009°6E€°E 968°'8L8 0wy POT'95H'T £61°05 B [ILs0bT
871°7¢ 799781 5 5 799781 99°LE 000°SH!
8F0"00¢ 199°p¢ L06'€ 0vTr 07597 160°€1 6Tb €1
SOUCER'E §  LLTTTIE $66'L8 g o § T8TLFT'T = §  TBTLKTTS
6007 010z pun, pun,{ s1afory 1a3losd s10l04
mc_msc_._ WOV ou_.Cum ﬁn_uﬁ._ _m:&mU h.—_m.hn_..m [elduary
S1RIDPOWMOT elo],
SpUnN,] |RIUSLILIDACD) [B10 ] pun,] anuaaay pun aMAIag spun,] swaferd [ende)
jetoads 197Q

¥ 1uawMeIg

600T PUE (10T "0 SUN[ papuy SIBa A a4) 10,
souejeq pun,] w sadumy) pue “sIMPUddXT ‘SANUIATY JO (UMWY

AINIDY INTWJO TIATATH
HLLTAVAVT A0 ALLD

sasueeq puny Juipuy
saoue[eq pury JuiuuiSag

$304N0%
Fursueuy Joyio jo 13u “sam)puadxa
J3A0 5aNUaADI JO (A2U219YIP) §599%Y

{sasn} sa0.un0s JurouBbuly IO [E10],

mo - stajsuen Sunesadg

ut - saaysued) Sunesadg

$1500 JIUENSSI pueg

SpuOg WoJ) §paascld
}(sasn) saaunos Suisueuyy o)

sanpuadxs 140
sanu3A1 J0 {£2UBI21)ap) 5§90XT

samnpuadxa |eje ]
soasuadxa Jay1()
Apisqng ueo uapyg
ApIsqns Hwoau Mo
uonowosd Ajunuuio)
SIOIAIDS [BUDISSI]OL ]
asuadxa ysaIatu]
§)502 JuauwAcId)
{ediouns] - puog 12101 JUSWISSISS Y
S1502 SANENSIUIWPY

saimipuadxy

Sanuanal —Eﬂorr
ANUIARL IBNI0)
SWOIUT JUDLIISIALI]
ANUIAML WUILWAIIUI KB,
SANUIATY



CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
Notes to Basic Financial Statements
June 30, 2010

NOTE 1.

monwp

NOTE 2.

NOTE 3.

QEMEmUO®H

NOTE 4.

NOTE 5.

NOTE 6.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting Entity

Basis of Presentation

Measurement Focus and Basis of Accounting
Assets, Liabilities, and Equity

Revenues, Expenditures, and Expenses

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Fund Accounting Requirements

Deposits and Investments Laws and Regulations
Revenue Restrictions

Debt Restrictions and Covenants

DETAIL NOTES ON TRANSACTIONS CLASSES/ACCOUNTS

Cash and Investments

Restricted Assets

Capital Assets

Library Loan Agreement

Long-term Debt

Interfund Transactions and Balances
Fund Equity

DETAIL NOTES ON TRANSACTIONS CLASSES/ACCOUNTS
Employee Benefit Plans

Risk Management

Commitments and Contingencies

SERAF ASSESSMENT

SUBSEQUENT EVENTS



CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
Notes to Basic Financial Statements
June 30, 2010

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Lafayette Redevelopment Agency complies with generally accepted accounting principles
(GAAP). GAAP includes all relevant Governmental Accounting Standards Board (GASB)
pronouncements. In the government-wide financial statements and the fund financial statements,
Financial Accounting Standards Board (FASB) pronouncements and Accounting Principles Board
(APB) opinions issued on or before November 30, 1989, have been applied unless those
pronouncements conflict with or contradict GASB pronouncements, in which case, GASB prevails. The
accounting and reporting framework and the more significant accounting policies are discussed in
subsequent subsections of this Note.

1.A. Financial Reporting Entity

The City of Lafayette Redevelopment Agency (the "Agency") is a Component Unit of the City of
Lafayette (the "City") which executes the Redevelopment Plan of the City.

The Redevelopment Plan sets forth a legal framework and a broad policy framework for the activities of
the City of Lafayette Redevelopment Agency in connection with the Lafayette Redevelopment Project.
The Redevelopment Plan contains provisions to comply with the Lafayette Redevelopment Plan, and
further includes purposes and objectives of the Agency. A basic principle of the Agency in connection
with the Redevelopment Plan is that activities to implement the Redevelopment Plan shall be consistent
with and further the implementation of the General Plan of the City of Lafayette.

The primary purpose and objective of the Redevelopment Plan is to stimulate and encourage the
revitalization of the project area, to eliminate conditions of blight and to prevent the recurrence of
blighting conditions, which shall be accomplished subject to and consistent with the goals and policies
established by the General Plan of the City of Lafayette. This Redevelopment Plan has been approved by -
the City of Lafayette Redevelopment Agency, pursuant to the California Community Redevelopment Law
of the State of California, and applicable laws and ordinances.

The Agency proposes to:

1. Encourage the redevelopment of the Project Area subject to and consistent with the City's
General Plan and/or Specific Plans as may be adopted from time to time through the
cooperation of private enterprise and public agencies.

2. Enhance the long term economic well-being of the community.

3. Provide for the rehabilitation of commercial structures and residential dwelling units.

4. Promote the goals and policies of those sections of the General Plan emphasizing: central area,
transportation, and population and housing.
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5. Provide public infrastructure improvements and community facilities, such as the installation,
construction, and/or reconstruction of streets, utilities, public buildings, and facilities (such as
facilities for pedestrian circulation, bikeways, and parking facilities), storm drains, utility under
grounding, or structures, street lighting, landscaping and other improvements which are
necessary for the effective redevelopment of the project area.

6. Promote the enhancement of the Mt. Diablo Boulevard corridor to achieve the concepts
envisioned by the General Plan.

7. Provide for participation in the redevelopment of property in the project area by owners who
agree to so participate in conformity with the Redevelopment Plan.

8. Encourage joint efforts and cooperative efforts among property owners, businesses, and
public agencies to satisty off-street parking requirements.

9. Increase, improve, and preserve the community's supply of affordable housing.

10. Provide a procedural and financial mechanism by which the Agency can assist, complement,
and coordinate public and private development, redevelopment, revitalization, and
enhancement of the community.

Description of fund accounts

All transactions are recorded in separate governmental funds of the City of Lafayette. The funds are
classified and described under Governmental Funds.

Basis of accounting

The Agency follows the modified accrual basis of accounting, under which expenditures, other than
interest on indebtedness, are recorded when the liability is incurred, and revenues are recorded when
received in cash unless susceptible to accrual (i.e. measurable and available to finance the Agency's
current operations).

1.B. Basis of Presentation
Government-wide Financial Statements:
The Statement of Net Assets and Statement of Activities display information about the Agency as a whole.

They include all Agency funds of the Governmental Agency. Governmental activities generally are
financed through taxes, intergovernmental revenues, and other non-exchange revenues.
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Fund Financial Statements:

Fund financial statements of the reporting entity are organized into funds, each of which is considered to
be separate accounting entities. Each fund is accounted for by providing a separate set of self-balancing
accounts that constitute its assets, liabilities, fund equity, revenues, and expenditure/expenses. All funds of
the Agency are classified as governmental. An emphasis is placed on major funds within the Agency. A
fund is considered major if it is the primary operating fund of the Agency or meets the following criteria:

a. Total assets, liabilities, revenues, or expenditures/expenses of that individual governmental
fund are at least 10 percent of the corresponding total for all funds of that category or type
or are considered major by the City (in this case all Governmental funds are considered

major).

b. Total assets, liabilities, revenues, or expenditures/expenses of the individual governmental
fund or enterprise fund are at least 5 percent of the corresponding total for all governmental
funds.

The funds of the financial reporting entity are described below:

Governmental funds

Special Revenue Funds

Special Revenue Funds are used to account for the proceeds of specific revenue sources that are legally

restricted to expenditures for certain purposes which for the Redevelopment Agency is the “Low/Moderate
Income Housing Fund” which includes 20% of gross tax increment revenue.

Capital Project Funds

Capital Project Funds are used to account for the acquisition or construction of capital projects or items.
They include the Library Fund which is in the process of funding a new library for the City of Lafayette.

Debt Service Fund

The Debt Service Fund accounts for the accumulation of interest and principle on the debt of the
Redevelopment Agency which consists of debt issuance with outstanding principle balances of
$26,035,000 as of June 30, 2010 which is to be repaid out of future tax increment revenues and is secured

by property within the Lafayette City limits.

10
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The funds are further classified as major as follows:

Fund Brief Description
Capital Project Funds Account and provide for specific capital projects.
Debt Service Fund Accounts for resources for payment of interest and

Principal of long-term debt issued by the Agency.

Special Revenue Fund:
Low/Moderate Income Housing Fund Accounts for monies restricted to low to moderate
income housing expenditures.

1.C. Measurement Focus and Basis of Accounting

Measurement focus is a term used to describe “which™ transactions are recorded within the various
financial statements. Basis of accounting refers to “when™ transactions are recorded regardless of the

measurement focus applied.

Measurement focus

On the government-wide Statement of Net Assets and the Statement of Activities, both governmental and
business-like activities (of which there are none) are presented using the economic resources measurement
focus as defined as follows:

The governmental-wide statements use an “economic resources” measurement focus. The
accounting objectives of this measurement focus are the determination of operating income,
changes in net assets (or cost recovery), financial position, and cash flows. All assets and liabilities
(whether current or non-current) associated with their activities are reported. Fund equity is
classified as net assets.

In the fund financial statements, the “current financial resources™ measurement focus or the “economic
resources” measurement focus is used as follows:

All governmental funds utilize a “current financial resources” measurement focus. Only current
financial assets and liabilities are generally included on their balance sheets. Their operating
statements present sources and uses of available spendable financial resources during a given
period. These funds use fund balance as their measure of available spendable financial resources at

the end of the period.

11
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Basis of accounting

In the government-wide Statement of Net Assets and Statement of Activities, governmental activities are
presented using the accrual basis of accounting. Under the accrual basis of accounting, revenues are
recognized when eamed and expenses are recorded when the liability is incurred or economic asset used.
Revenues, expenses, gains, losses, assets, and liabilities resulting from exchange and exchange-like
transactions are recognized when the exchange takes place.

In the fund financial statements, governmental funds are presented on the modified accrual basis of
accounting. Under this modified accrual basis of accounting, revenues are recognized when “measurable
and available.” Measurable means knowing or being able to reasonably estimate the amount. Available
means collectible within the current period or within sixty days after year end. Expenditures (including
capital outlay) are recorded when the related fund liability is incurred, except for general obligation bond
principal and interest which are reported when due.

1.D. Assets, Liabilities, And Equity

Cash and investments

For the purpose of the Statement of Net Assets, “cash and cash equivalents™ includes all demand, savings
accounts, certificates of deposits of the Agency, and the investment in the State of California fund called
the “Local Agency Investment Fund (LAIF)” which is available for immediate withdrawal.

Investments are carried at fair value except for short-term U.S. Treasury obligations with a remaining
maturity at the time of purchase of one year or less. Those investments are reported at amortized cost. Fair
value is based on quoted market price. Additional cash and investment disclosures are presented in Notes

2.C.and 3.A.

Interfund receivables and payables

During the course of operations, numerous transactions occur between individual funds that may result in
amounts owed between funds. Those related to goods and services type transactions are classified as
“loans payable or advances™ from other funds. In addition, there is a note payable with payments
scheduled for the next 13 years from the Redevelopment Agency to another governmental fund in the
amount of $540,500 at June 30, 2010. Interfund receivables and payables between the Agency’s funds
within governmental activities (if any) are eliminated in the Statement of Net Assets. The Redevelopment
Agency has also been advanced $7,163,621 from the General Fund of the City bearing interest at 8% per

annum.

Receivables

In the government-wide statements, receivables consist of all revenues earned or contributed at year-end
and not yet received. The balance at June 30, 2010 consists of $1,216,038 for the remaining balance of a
state library grant (at June 30, 2009, $1,949.132).

12
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Government-wide Statements

In the government-wide financial statements, fixed assets are accounted for as capital assets. All fixed
assets are valued at historical cost, or estimated historical cost 1f actual is unavailable, except for donated
fixed assets which are recorded at their estimated fair value at the date of donation.

Depreciation of all exhaustible fixed assets would be recorded as an allocated expense in the Statement of
Activities, with accumulated depreciation reflected in the Statement of Net Assets. Depreciation would be
provided over the assets’ estimated useful lives using the straight-line method of depreciation. No
depreciation is currently recorded on the land and improvements in process.

The range of estimated useful lives by type of asset will be as follows (no assets are currently subject to
depreciation):

Type Useful Life (years)
Land, easements, and right of way N/A
Land improvements 20
Building and improvements 50
Infrastructure 15-65
Equipment and furniture 3-15

Fund Financial Statements

In the fund financial statements, fixed assets used in governmental fund operations are accounted for as
capital outlay expenditures of the governmental fund upon acquisition. They are capitalized in the
“government-wide financial statements™. (see note 3.C. for Capital Assets).

Restricted assets

Restricted assets include cash and investments of the debt service fund that are legally restricted as to their
use, which is for the payment of long-term debt obligations. They also include assets held by the
“Low/Moderate Income Housing Fund™ which are restricted for expenditures.

Long-term debt

All long-term debt to be repaid from governmental resources is reported as liabilities in the government-
wide statements. The long-term debt consists primarily of bonds payable, debt incurred as a result of long-
term advances from other City of Lafayette funds and a loan from the Library and Learning Center

Foundation.

Bonds payable for governmental funds are not reported as liabilities in the fund financial statements. The
debt proceeds are reported as other financing sources and payment of principle and interest reported as
expenditures in the year received and incurred. The accounting in the government-wide statements is that
principal payments are reflected as reductions in the liability and interest as expenses.

13
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Equity classifications
Government-wide Siatements
Equity is classified as net assets and displayed in three components:

a. Invested in capital assets, net of related debt—Consists of capital assets including restricted
capital assets, net of accumulated depreciation and reduced by the outstanding balances of any
bonds, mortgages, notes, or other borrowings that are attributable to the acquisition, construction,
or improvement of those assets. The capital assets on the Statement of Net Assets were financed

100% by debt.

b. Restricted net assets—Consists of net assets with constraints placed on the use either by (1)
external groups such as creditors, grantors, contributors, or laws or regulations of other
governments; or (2) law through constitutional provisions or enabling legislation.

¢. Unrestricted net assets—All other net assets that do not meet the definition of “invested in capital
assets, net of related debt” or “restricted for debt or other purposes™ are categorized as
“unrestricted” which are further categorized as “designated” or ‘“undesignated”.  All
redevelopment unrestricted net assets are categorized as “designated for redevelopment™.

Fund Statements

Governmental fund equity is classified as fund balance. Fund balance is further classified as restricted and
unrestricted, with unrestricted further split between designated and undesignated. See Note 3.G. for
additional disclosures.

1.E. Revenues, Expenditures, and Expenses
Property tax and assessments

State of California ("State") Constitution Article XIII provides for a maximum general property tax rate
statewide of $1.00 per $100 of assessed value. Assessed value is calculated at 100% of market value as
defined by Article XIII. The State Legislature has determined the method of distribution of receipts from
the $1.00 levy among the counties, cities, school districts and other districts. Counties, cities and school
districts may levy such additional tax rate as is necessary to provide for voter approved debt service.

However, because Lafayette was incorporated in 1968 as a no-property tax city, through fiscal year June
30, 1988, Lafayette received property tax distributions only for those geographical areas incorporated into
the city limits after 1978, when Proposition XIII became law with its restrictions on funding. Thus, though
Lafayette's property owners paid property taxes at the same rate as property owners in other cities, the City
of Lafayette received a disproportionately smaller share of the distribution of receipts.

14
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Pursuant to the 1988 Trial Court Funding Bill and subsequent reallocations, the City is receiving a
measure of relief from this funding deficiency. Beginning in 1989, Lafayette began receiving funds in lieu
of property taxes and/or additional property tax allocations. The receipt of these funds has been phased in
gradually, and by 1997/1998 the City of Lafayette received the equivalent of approximately 7% of the total
property taxes that its property owners pay. This can be compared to the average 14% allocation received
by cities in Contra Costa County. The amount received is further reduced by a partial shift to fund

schools.

The county uses the following calendar to assess properties, bill for, collect, and distribute property taxes.

Secured Unsecured
Valuation dates March | March 1
Lien/levy dates March | March 1
Due dates 50% on November | July 1
50% on February 1
Delinquent as of December 10 August 31
April 10

Incremental property taxes assessed on property within the Lafayette Redevelopment area will be used to
fund Redevelopment expenditures and debt service.

Expenditures / expenses

In the government-wide financial statements, expenses are classified by function for both governmental
and business-type activities (the Redevelopment Agency does not have business-type activities).

In the fund financial statements, expenditures are classified as follows:
Governmental Funds—By Character: Current (further classified by function})
Debt Service
Capital Outlay

In the fund financial statements, governmental funds report expenditures of financial resources.

Interfund transfers

Permanent reallocation of resources between funds of the reporting entity is classified as interfund
transfers. For the purposes of the Statement of Activities, all interfund transfers between individual
governmental funds of the Agency have been eliminated.

15
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NOTE 2. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

2.A. Fund Accounting Requirements

The Agency complies with all state and local laws and regulations requiring the use of separate funds. The
legally required funds used by the Agency include the following:

Fund Required By
Low/Moderate Income Housing State Law
Debt Service Fund Bond [ndenture

2.B. Deposits and Investments Laws and Regulations

The California Government Code requires California banks and savings and loan associations to secure a
government’s deposits by pledging government securities as collateral. The market value of pledged
securities must equal at least 110% of a government’s deposits. California law also allows financial
institutions to secure government deposits by pledging first trust deed mortgage notes having a value of
150% of the entity’s total deposits. The first $250,000 of each institution’s deposits are covered by FDIC
insurance.

The Agency may waive collateral requirements for deposits, which are insured by federal depository
insurance. The Agency had not waived such requirements as of June 30, 2010.

2.C. Revenue Restrictions

The Agency has various restrictions placed over certain revenue sources from state or local requirements.
The primary restricted revenue sources include:

Revenue Source Legal Restrictions of Use

20% of Ad Valorem Taxes Low/Moderate Income Housing

For the year ended June 30, 2010, the Agency complied, in all material respects, with these revenue
restrictions.

16
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2.D. Debt Restrictions and Covenants
Ad valorem tax
o Authority of Issuance

The bonds authorized by resolutions of the Agency and the City were issued pursuant to the indentures and
in accordance with the Redevelopment Law and the other applicable laws of the State of California. (see

note 3.E. Long-Term Debt).

¢ Repayment Funding

In order to provide sufficient funds for repayment of principal and interest when due on the Bonds, and
other debt of the Agency, the Agency is obligated to annually levy ad valorem taxes upon all property
subject to taxation by the City, without limitation as to rate or amount (except as to certain personal
property which is taxable at limited rates). Such taxes are in addition to all other taxes levied upon
property within the City. A portion of said taxes, when collected will be placed in the Debt Service Fund
of the Agency for the bonds.

o Assessed Valuation of Property Within the City — Ad Valorem

As required by State law, the City utilizes the services of the County for the assessment and collection of
taxes for City purposes. City taxes are collected at the same time and on the same tax rolls as are County,
school district, and other special district taxes. The County has adopted the Altemative Method of
Distribution of Tax Levies and Collections and of Tax Sale Proceeds (the "Teeter Plan™), as provided for
in Section 4701 et seq. of the California Revenue and Taxation Code.

For Fiscal Year 2009-10, the City's total secured and unsecured assessed valuation was $5,554,526,485
(full cash value).

Other long-term debt

At June 30, 2010, the Agency was committed to meet debt service of $540,500 (at 8% interest) to the City
of Lafayette relating to a note payable to the City. In addition, the Agency has borrowed $7,163,621 from
the General Fund of the City which bears interest at 8% with no defined maturity date.

17
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NOTE 3. DETAIL NOTES ON TRANSACTION CLASSES / ACCOUNTS

The following notes present detail information to support the amounts reported in the basic financial
statements for its various assets, liabilities, equity, revenues, and expenditures/expenses.

3.A. Cash and Investments

At June 30, 2010, the carrying amount of the Agency’s cash deposits (through the City) was $1,711,087.
The total amount was collateralized or insured with securities held by the pledging financial institutions
in the City’s name as discussed in the following.

The California Government Code requires California banks and savings and loan associations to secure
the City’s cash deposits by pledging securities as collateral. This Code states that collateral pledged in
this manner shall have the effect of perfecting a security interest in such collateral superior to those of a
general creditor. Thus, collateral for cash deposits is considered to be held in the City’s name.

According to California law, the market value of pledged securities with banking institutions must equal
at least 110% of the City’s cash deposits. California law also allows institutions to secure City deposits
by pledging first trust deed mortgage notes having a value of 150% of the City’s total cash deposits.
The City may waive collateral requirements for cash deposits, which are fully insured up to $250,000 by
the Federal Deposit Insurance Corporation. The City, however, has not waived the collateralization

requirements.

The City follows the practice of pooling cash and investments of all funds, except for funds required to
be held by fiscal agents under the provisions of bond indentures and certain investments. Interest
income earned on pooled cash and investments is allocated on a quarterly basis to the various funds
based on average daily cash and investment balances. Interest income from cash and investments with
fiscal agents is credited directly to the related fund.

The City maintains a cash deposit and investment pool that is available for use by all funds. It is not used
for the retirement plan and the deferred compensation plan.

The City is authorized to invest in obligations of the U.S. Treasury, agencies, and instrumentalities,
commercial paper with certain minimum ratings, certificates of deposit, bankers' acceptances, repurchase
agreements, and the State Treasurer's investment pool (Local Agency Investment Fund).

The City is authorized by State statutes and in accordance with the City’s Investment Policy (Policy) to
invest in the following:

% Securities issued or guaranteed by the Federal Government or its agencies
++ State Local Agency Investment Fund (LAIF)
+ Insured and /or collateralized certificates of deposit

18



CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
Notes to Basic Financial Statements
June 30, 2010

The Policy, in addition to State statutes, establishes that funds on deposit in banks must be federally

insured or collateralized and investments shall (1) have maximum maturity not to exceed five years, (2)
be laddered and based on cash flow forecasts; and (3) be subject to limitations to a certain percent of the

portfolio for each of the authorized investments. The City’s investments comply with the established

policy.
The combined Agency's proportion of the City's cash and investments at June 30, 2010 are categorized as
follows:
Cash:
Deposits in Bank - pooled account, net of outstanding checks $

Local Agency Investment Fund - State of California
Total Cash and Cash Equivalents

Investments:
CAMP Pool (California JPA)
U.S. Treasury — Money Market
Total Investments

Total Cash and Investments $

Reconciliation to financial statements:
Unrestricted:
Cash and cash equivalents h
Restricted Assets:
Debt-service
Low/Moderate Income Housing

Total b

1,711,087
2,545,484

4,256,571

1,464,078
409,375

1,873,453

6,130,024

3,918,664

1,852,177
359,183

2,211,360

6,130,024

S&P
Rating

N/A
N/A

AAAmM
AAA

The Agency’s investments with LAIF (through the City) at June 30, 2010 include a portion of the pool

funds invested in Structured Notes and Asset-Backed Securities. These investments may include the

following:

Structured Notes are debt securities (other than asset-backed securities) whose cash flow
characleristics (coupon rate, redemption amount, or stated maturity) depend on one or more

indices and/or that have embedded forwards or options.

Asset-backed Securities, the bulk of which are mortgage-backed securities, entitle their purchasers
to receive a share of the cash flows from a pool of assets such as principal and interest repayments
Jrom a pool of mortgages (such as CMO's) or credit card receivables.

As of June 30, 2010, the RDA had $2,545,484 invested in LAIF, which had invested 10.79% of the pool

investment fund in structured notes and asset-backed securities.
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3.B. Restricted Assets

The amounts reported as restricted assets are held for debt service payments and Low/Moderate Income
Housing. The restricted assets are as follows:

Low/moderate
Debt Service Housing Income
Cash $ (21,276) $ 282,357
Local Agency Investment Fund - 76,826
Liquid Mutual Funds 1,873,453 -
Advance receivable - 1,115,757
Accrued interest - 372
Total Assets $ 1,852,177 $ 1,475,312
Related Accounts Payable - (36,655)
Net Restricted Assets $ 1,852,177 $ 1,438,657
3.C. Capital Assets
Capital asset activity for the year ended June 30, 2010, was as follows:
Balance Balance
Governmental Activities June 30, 2009 Additions June 30, 2010
Capital Assets:
Land $ 2,004,444 § - 8 2,004,444
Land and building improvements in process 30,773,959 9,790,931 40,564,890
Total $ 32,778,403 $ 9,790,931 § 42,569,334

No depreciation expense has been incurred because construction of the Lafayette library is in process.

3.D. Library Loan Agreement

The Lafayette Redevelopment Agency (the Agency) and the Lafayette Library and Learning Center
Foundation (the Foundation) entered into their first loan agreement of $9,000,000 in May of 2008. The
purpose of this loan was to help fund the construction of the City’s library project.

Subsequent to the first loan, the Agency determined that it required an additional $2,500,000 second loan
agreement, which was executed in August of 2009, to pay for a portion of the project costs that exceeded
the prior budget. This loan agreement also modified the first loan’s agreement’s interest rate to 6.5% from
6.25% until the second loan is repaid. The second loan’s interest rate is 8§%.

The repayment of the second loan is to be funded by issuing Foundation Repayment Bonds. If the second
loan is not repaid by July 1, 2013, the Agency is obligated to repay the interest and principal as quickly as
possible based on the agreement terms. The first loan and accrued interest is to be paid in full by
December 31, 2039 unless an alternative agreement is reached with the Foundation.

The loan outstanding including interest at June 30, 2010 was $12,921,914
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3.E. Long-Term Debt

The Agency’s long-term debt is as follows:

Due Within
Long-Term One Year Total
* Advances from General Fund $ 5,163,621 $ - $ 5,163,621
Advances from Insurance Fund 2,000,000 - 2,000,000
Advances from Low/Moderate Income Housing
Fund 1,115,757 - 1,115,757
[.oan Payable- Parking Fund 515,355 25,145 540,500
Tax Allocation Bonds - 2003 issue 4,915,000 115,000 5,030,000
Tax Allocation Bonds - 2005 issue 11,185,000 220,000 11,405,000
Tax Allocation Bonds — 2008 issue 9,600,000 - 9,600,000
Loan Payable — Library and Learning Center
Foundation 12,921,914 - 12,921,914
$47.416,647 $ 360,145 $47,776,792
* Advances from General Funds are broken down as follows:
Library $ 2,070,223
Veteran’s Hall 1,276,492
Redevelopment Program 1,816,906
$ 5,163,621

The liability for Lafayette Redevelopment Project Tax Allocation Bonds was as follows at June 30, 2010.

Principal
Original Interest Balance Additions Balance
Issue Rates June 30. 2009  (Retirements) June 30, 2010

2002 Issue $ 5,585,000 225- 53% $ 5,145000 $ (115,000) § 5,030,000
Issued fiscal year 2003,
matures to 2033
2005 Issue $11,680,000 3.0- 4.7% 11,600,000 (195,000) $ 11,405,000
Issued fiscal year 2006,
matures to 2036
2008 Issue $ 9.600,000 3.75-6.5% 9.600.000 - $ 9.600.000
Issued fiscal year 2009,
matures to 2038

$ 26345000 § __(310.000) $ 26,035,000
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Bonds - [ssued

2002 Issue Redevelopment Tax Allocation 2003
Principal Interest Total
Payments due in fiscal years
ending June 30;
2011 $ 115,000 276,821 391,821
2012 125,000 271,388 396,388
2013 130,000 265,457 395,457
2014 135,000 259,129 394,129
2015 140,000 252,355 392,355
2016 —2020 820,000 1,140,112 1,960,112
2021 —2025 1,075,000 875,942 1,950,942
2026 - 2030 1,425,000 519,657 1,944,657
2031 -2033 1,065,000 94,156 1,159,156
$ 5,030,000 $ 3,955,017 ¥ 8,985,017
Bonds - [ssued
2005 Issue Redevelopment Tax Allocation 2005
Principal Interest Total
Payments due in fiscal years
ending June 30;

2011 $ 220,000 $ 529,086 $ 749,086

2012 220,000 521,661 741,661

2013 230,000 513,643 743,643

2014 240,000 504,074 744,074

2015 255,000 492,299 747,299

2016 - 2020 1,455,000 2,271,687 3,726,687

2021 —-2025 1,795,000 1,915,504 3,710,504

2026 —2030 2,245,000 1,452,264 3,697,264

2031 -2035 3,650,000 804,227 4,454 227

2036 1,095.000 27.375 1,122,375

$ 11,405,000 $ 9,031,820 $ 20436820
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Bonds - [ssued
2008 Issue Redevelopment Tax Allocation 2003
Principal Interest Total
Payments due in fiscal years
ending June 30;

2011 $ - 598,031 598,031
2012 45,000 597,188 642,188
2013 100,000 594,344 694,344
2014 105,000 590,086 695,086
2015 105,000 585,466 690,466
2016 -2020 620,000 2,842,011 3,462,011
2021 - 2025 820,000 2,643,149 3,463,149
2026 —2030 1,090,000 2,353,969 3,443,969
2031 -2035 1,480,000 1,951,247 3,431,247
2036 - 2039 5,235,000 817,862 6,052,862
$ 9,600,000 $ 13,573,353 b 23,173,353

The following is a debt retirement schedule on the Loan from the City of Lafayette — Parking Fund:

Due Year-end

Annual Payments Due at June 30,

Principal Balance

June 30, Interest (8%) Principal Total Remaining
2010 $ - b - $ - h 540,500
2011 43,240 25,144 68,384 515,356
2012 41,229 27,156 63,385 488,200
2013 39,056 29,329 68,385 458,871
2014 36,7190 31,675 68,385 427,196
2015 34,176 34,209 68,385 392,987
2016 31,439 36,946 68.385 356,041
2017 28,483 39,902 68,385 316,139
2018 25,291 43,094 68,385 273,045
2019 21,844 46,541 68,385 226,504
2020 18,120 50,265 68,385 176,239
2021 14,099 54,286 68,385 121,953
2022 9,756 58,629 68,385 63,324
2023 5,061 63,324 68,385 -

5 348,504 3 540,500 3 889,004
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3.F. Interfund Transactions and Balances

As discussed in notes 1.D., 2.D., and 3.E., the Redevelopment Agency has borrowed $5,163,621 (at 8%
per annum) from the General Fund, which is to be repaid out of future ad valorem revenues. In addition,
the Redevelopment Fund had borrowed $540,500 from another City fund to be repaid over a 21 (13
remaining payments of $68,385) year period at 8%, also to be paid out of future ad valorem revenues.
In the current year, an additional $2,000,000 was borrowed from the Insurance Fund at 8%.

Transfers are used to move revenues from the fund that statute or budget requires to collect them to
the fund that statute or budget requires to expend them.

3.G. Fund Equity
Restricted fund equity / net assets (see note 3.B.):

The following “net asset balances™ are restricted:

Debt Service Fund h) 1,852,177
Low/moderate income housing fund 1,438,657
Total h) 3,290,834

NOTE 4. OTHER NOTES

4A. Employee Benefit Plans

City employees working for the Redevelopment Agency participate in the City’s Employee Benefit Plans.

Employees' retirement plan

The City's total payroll in fiscal year 2010 was approximately $4,150,823. Contributions to retirement
plans totaled $513,897 by the City and $166,618 by individuals during the year.

Employee Retirement Contribution

Employees of the City as of July 1, 2004 shall be allowed to choose between two retirement plans as
follows:

Tenure-Based Contribution System

The City shall make a contribution toward a retirement fund for each regular full-time employee. The
contributions will be made based on the number of months of service from the date of regular employment
between $215 and $515 per month. Contributions for part-time employees are based on a prorate share of
the full-time contributions based on hours worked. This option is only available to employees hired before

July 1, 2004.
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Salary -Based Contribution System

The City shall make monthly contribution toward a retirement (401 A) plan for each regular employee and
part time regular employees working a minimum of 20 hours per week. The contribution on behalf of
each participant should equal 10% of base earnings up to the maximum allowable by law. In addition,
each participant is required to contribute 5% of earnings to the plan and the City has elected to match such
contribution by the same percentage. Employees currently in the tenure based contribution system may
choose to be placed on the salary-based at any time, however, once this option has been exercised, the
employee may not revert back to the tenure based contribution system.

Employees are fully vested in the City’s contributions (and the interested allocated to the employee’s
account} after five years of continuous service by the employee, with the exception of those employees
over 50 years old who are full vested from the first month of employment.

Deferred compensation plan

All employees of the City are eligible to participate in a City sponsored deferred compensation plan (the
"Plan"). The Plan provides for the deferral of a portion of the employees' compensation until retirement,
termination, or certain other covered events. The funds are invested by the City on behalf of the
employees through an administrator in various instruments including money market funds, bonds and
others. The assets of the Plan, under Intemal Revenue Code section 457, formerly were the property of the
City until paid or made available to participants, subject only to the claims of the City's general creditors.
However, based on a change in the income tax code dated August 1996, the assets are no longer those of
the city but are in trust for the exclusive benefit of plan participants.

Other Post Employment Retirement Plan

Plan Description

The City’s defined benefit post employment healthcare plan, provides medical benefits to eligible retired
City employees and beneficiaries. Since the Redevelopment Agency and its employees are part of the
City, post employment benefit costs are eligible to be allocated to the Projects within the RDA.

Funding Policy

The City is required to contribute the annual required contribution (ARC) of the employer, an amount
actuarially determined in accordance with the parameters of GASB Statement 45. The ARC represents a
level of funding that, if paid on an ongoing basis, is projected to cover normal annual costs each year and
amortize any unfunded actuarial liabilities (or funding excess) over a period not to exceed 30 years. Trust
amounts funded in excess or under the ARC are recorded on the books as an OPEB asset or

liability/obligation, respectively.
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Annual OPEB Cost

For 2010, the City’s annual required contribution (ARC) of $27,100 was paid to the OPEB Trust. In
addition, the City paid $960 in medical premiums to retirees (an implied subsidy). The City’s current year
OPEB costs, which consist of the ARC and the implied subsidy, were $53,460. The City’s annual OPEB
costs, the percentage of the annual OPEB cost contributed to the plan, and the OPEB obligation for 2010

and the preceding year are presented below:

Annual Annual Percentage Current Net OPEB
Fiscal Year OPEB Employer of Year AOC Obligation
Cost Contribution AOC Obligation (Asset)
(AOC) Contributed {Asset)
6/30/2010 $ 27,100 § 53,460 197% $ (26,360) § (1,048)
6/30/2009 $ 26,200 h) 888 3% $ 25,312 $ 25312

An actuarial study was performed by the City as of January 1, 2009. The study estimated the overall
OPEB liability to be $276,200 of which the City Council reserved $50,000 in funds while investigating
Trust options. In fiscal 2010, the City opened the California Employers’ Retiree Benefit Trust (CERBT)

with a deposit of $52,500.
Funding Status and Funding Progress

The funded status of the plan as of January 1, 2009 (most recent actuarial evaluation) was as follows:

Overfunded
Cost Method  (Underfunded)
Actuarial Actuarial Actuarial UAAL as
Actuarial Valuation Accrued Accrued Funding Covered Payroll a% of
Valuation Date  of Assets Liability Liability Ratio (Active Plan Covered
(A) (B) (A-B) UAAL (A/B) Members) Payroll
January 1,2009 § - 3 276,200 § (276,200} 0% h) 3,874,700 7.13%

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. The funded status of the
plan and the annual required contributions of the employer are subject to continual revision, as actual
results are compared with past expectations and new estimates are made about the future.
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Actuarial Methods and Assumptions

Projections for benefits for financial reporting purposes are based on the substantive plan (the plan as
understood by the employer and plan members) and include the types of benefits provided at the time of
each valuation as well as the historical pattern of sharing benefit costs between the employer and plan
members. The actuarial methods and assumptions used include techniques that are designed to reduce
short-term volatility in actuarial accrued liabilities and actuarial value of assets, consistent with the long-
term perspective of the calculations.

The following is a summary of the actuarial assumptions and methods:

Valuation Date January 1, 2009

Actuarial Cost Method Projected Unit Credit Method

Amortization Method Level Over Service

Average Remaining Period 30 Years as of the Valuation Date

Actuarial Assumptions:

Investment Rate of Return 5%

Inflation 3% (general); 3.25% (payroll); 6% (premiums)
Monthly premiums $529 pre-Medicare; $180 with Medicare

4.B. Risk Management
Insurance coverage

The City purchases its insurance through the Municipal Pooling Authority of Northern California (MPA).
The following is a summary of coverage as of June 30, 2010:

icipating Citi

Total Deductible
Coverage (City Portion)
All risk fire and property $ 1,000,000,000 $ 5,000
Boiler and machinery $ 25,000,000 $ 5,000
Liability $ 29,000,000 $ 5,000
Auto-physical damage $ 250,000 $2,000
Workers' compensation $ 50,000,000 $ 0

The total coverage includes the City’s deductible, the portion underwritten by MPA and the portion
underwritten by other insurance companies.

Management believes such coverage is sufficient to preclude any significant uninsured losses to the City.
Settled claims have not exceeded this insurance coverage in any of the past three fiscal years.
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4.C. Commitments and Contingencies

Claims involving the City of Lafayette

The City is defendant in lawsuits arising in the normal course of business. City management is of the
opinion that the potential claims against the City or the Agency, if any, not covered by insurance resulting
from litigation are adequately provided for in the General Fund of the City.

NOTE 5. SERAF ASSESSMENT

Pursuant to a determination by the Director of the Department of Finance of the State of California,
$1,115,757 was remitted to the County Auditor of the County of Contra Costa for deposit in the County’s
Supplemental Educational Revenue Augmentation Fund (SERAF) in regard to Health and Safety Code
Section 33690 for the fiscal year ended June 30, 2010. In the absence of other funds, as authorized, the
City advanced such amount from the Special Revenue Fund for Low/Moderate Income Housing to the
Redevelopment Program Fund which made the disbursement (presumably non-refundable) to the County.

An action has been made before the Sacramento Superior Court challenging the constitutionality of the
SERATF transfers, but on May 4, 2010, the Sacramento Superior Court denied the petition. The California
Redevelopment Association, along with other plaintiffs is appealing the Court’s decision. As such, the
payment was made under protest. The appeals have been denied.

NOTE 6. SUBSEQUENT EVENTS

Management has evaluated subsequent events through November 4, 2010, the date on which the financial
statements were available to be issued.
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Cropper Accountancy Corporation
Certified Public Accountants

2977 Ygnacio Valley Road, #460
Walnut Creek, California 94598
Tel: (925) 932-3860 Exhibit 2
Fax: (925)932-3862

INDEPENDENT AUDITORS® REPORT ON INTERNAL CONTROL

OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Members of the Governing Board
Lafayette Redevelopment Agency
Lafayette, California

We have audited the financial statements of the governmental activities and the major funds of the
Lafayette Redevelopment Agency (Agency) as of and for the fiscal year ended June 30, 2010, which
collectively comprise the Agency basic financial statements and have issued our report thereon dated
November 4, 2010. 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 Financial Reporting

In planning and performing our audit, we considered the 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 for the purpose of expressing an opinion on the effectiveness of the Agency’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Agency’s internal control over financial reporting.

A deficiency in internal control 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 and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity’s
fmancial statements will not be prevented, or detected and corrected on a timely basis.

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

As part of obtaining reasonable assurance about whether the Agency’s financial statements are free of
material misstatement, 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. 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.

This report is intended solely for the information and use of management, Agency Board of Directors,
others within the entity, and the California State Controller’s Office Division of Accounting and Reporting,
and is not intended to be and should not be used by anyone other than these specified parties.

[W- A'(coun+a-17 é\—fv’nﬂ-m

CROPPER ACCOUNTANCY CORPORATION

Walnut Creek, California
November 4, 2010
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