THE REDEVELOPMENT AGENCY
OF THE CITY OF SANTA MONICA, CALIFORNIA
(A Component Unit of the City of Santa Monica, California)
Basic Fipancial Statements

Year Ended June 30, 2004

(With Independent Auditors® Report Thereon)



THE REDEVELOPMENT AGENCY OF THE CITY OF SANTA MONICA, CALIFORNIA

BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2004

TABLE OF CONTENTS

FINANCIAL SECTION

Independent Auditors” REPOIt. ... i i

Management’s Discussion and Analysis (Required Supplementary Information) ... ..o

Basic Financial Statements:
Agency-wide Financial Statements:

SEAlEIIENE OF INEE A BSBES 1o it ot v eresimte et et ot aees s ar var v e aa it 1 45t s e A gm e i et o4+ e S
SEALITICITE O Al VI S et s eeoe et s e oo et e nsn = e e 4 12 2t vt et e st e e

Fund Financial Statementis:
Balance Sheet — Governmental Funds...

Reconciliation of the Balance Sheet of Govemmental Funds to the Statement o’f” Net

Assets...

Statements of Revenues Expendttures and (‘hanges in Fund Balances - Govemmental

Funds .. s
Reconcﬁaatlon of the Statement of Revenues Expendltuxes and C‘ hanges in Fund
Balances to the Statement of Activities..
Notes to Basic Financial Statements:

Note 1 — Summary of Significant Accounting Policies. ... ... o
Note 2 — Cash and Investments.. ... ... e
S22

Note 3 — Notes Receivable. .

Note 4 — Capitalized Lease..

Note 5 ~ Advances to the Clty of Sanla Mon:ca
Note 6 — Capital Assels..

Note 7 — Other Liabiiities. e e s et v araanri———— e et aat e an R ae A s s e
Note 8 = Long=Termm DEDE .o i s e e
Note O ~ InterfUnd T ram Ao O S, ottt v mst e e e s s et am e a e i e e raaran
Note 10 = FUN D iitS. ot oe it et e e e e ettt s eans e e e e

COMPLIANCE SECTION

Independent Auditors” Report on Compliance and on Internal Control over Financial
Reporting Based on an Audit of Financial Statements Performed in Accordance with

Government Auditing Standards ....c.v i i e s e s s eane

11

12

13

14

15
21

22

23
23
24
25
28
28

29



CONRAD AND CERTIFIED PUBLIC ACCOUNTANTS
ASSOCIATES, . (» o T

(949) 474.2020
Fax (949) 263-5520

Board of Directors
Redevelopment Agency of the
City of Santa Monice, California

Independent Auditors’ Report

We have audited the accompanying basic financial statements of the governmental activities and each
major fund of the Redevelopment Agency of the City of Santa Monica, California (the Agency), a
component unit of the City of Santa Momnica, California, as of and for the year ended June 30, 2004,
which collectively comprise the Agency’s basic financial statements, as listed in the table of contents.
These financial statements are the responsibility of the Agency’s management. Our responsibility is to
express opinions on these basic financial statements based on our audit.

We conducted our andit 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 audif 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 basic financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of the Redevelopment
Agency of the City of Santa Monics, California as of June 30, 2004, and the respective changes in

financial position for the year then ended in conformity with accounting principles generally accepted in
the United Siates of America.

The information identified in the accompanying table of contents as Management's Discussion and
Analysis is not a required part of the basic financial statements, but is supplementary information
required by the Governmental Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement and

presentation of the required supplementary information. However, we did not audit the information and
express no opinion on it.

In accordance with Government Auditing Standards, we have also issued our report dated October 18,
2004 on our consideration of the Agency’s internal control over financial reporting and on our tesis of
its compliance with certain provisions of laws, regulations, confracts and grants. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
read in conjunction with this report in considering the results of our audit.

&)77/’#2 o ond /4‘596-4::“:;@/ 2.L.F

October 18, 2004

MEMBERS OF AICPA AND CALIFORNIA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
MEMBER OF AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCQUNTANTS PRIVATE COMPANIES PRACTICE SECTION



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis
June 30, 2404

As management of the Redevelopment Agency of the City of Santa Monica, (the “Agency”), we offer
readers of the Agency’s report this narrative overview and analysis of the financial activities of the
Agency for the fiscal year ended June 30, 2004. We encourage readers to consider the information
presented here in conjunction with additional information that we have furnished in the Agency’s basic
financial statements, which immediately follow this section.

Financial Highlights

The total assets of the Agency exceeded its liabilities as of June 30, 2004 (“current fiscal year”) by $39.2
million. Of this amount, $7.1 million are capital assets, net of related debt, $7.8 million is restricted for
use as specified by entities outside the agency, and $24.2 million is unrestricted for use in accordance
with finance-related requirements reflected in the Agency’s fund structure.

The Agency’s net assets increased by $19.8 million during the fiscal year.

At the end of the fiscal year, the Agency’s governmential funds reported combined ending fund balances
of $26.9 million, an increase of $2.9 million from the prior year.

The Agency’s investment in capital assets increased by $15.1 million. Please see further detail of capital
assets on page 7.

The Agency’s total debt decreased by $2.3 million during the current fiscal year. Please see further detail
of long-term debt on page 8.

Overview of the Basic Financial Statements

This discussion and analysis is intended to serve as an introduction to the Agency’s basic financial
statements. The Agency’s basic financial statements consist of three componenis: 1)agency-wide
financial statements, 2) fund financial statements, and 3} notes to basic financial statements.

Agency-Wide Financial Statements

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

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

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

Both of the agency-wide financial statements highlight functions of the Agency that are principally
supported by property tax increment and bond proceeds. The governmental activities of the Agency



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)
June 30, 2004

include redevelopment activitics and interest on long-term debt. Redevelopment activities, in general,
include providing needed public improvements, assisting with development and rehabilitation of existing
properties, and providing low and moderate-income housing to eliminate or alleviate blighting conditions.

The agency-wide financial statements can be found on pages 9 and 10 of this report.
Fund Financial Statements

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

Government funds are used to account for essentially the same functions reported as governmental
activities in the agency-wide financial statements. However, unlike the agency-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows of spendable resowrces
as well as on balances of spendable resources available at the end of the fiscal year. Such information
may be useful in determining what financial resources are available to finance the Agency’s
redevelopment programs.

Because the focus of governmental funds is narrower than that of the agency-wide financial statements, it
is useful to compare the information presented for governmental funds with similar information presented
for governmental activities in the agency-wide financial statements. By doing so, readers may better
understand the long-term impact of the agency’s near-term financing decisions. Both the governmental
fund balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund
balances provide reconciliation to the agency-wide financial statements on pages 12 and 14 to facilitate
this comparison between governmental furds and governmental activities.

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

The governmental funds financial statements can be found on pages 11 and 13 of this report.

Notes to Basic Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in
the agency-wide and fund financial statements. The notes to the basic financial statements can be found
on pages 15 — 28 of this report.

Agency-Wide Financial Analysis

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



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)
June 30, 2004

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

Agency Net Assets - Governmental Activities
(in millions)

2004 20603 Change
Current and other assets $ 70.3 74.1 (3.8)
(Capital assets, net 83.6 78.5 15.1
Total assets 163.9 152.6 11.3
Current and other liabilities 42.7 216 21.1
Long-term liabilities 82.0 111.6 (29.6)
Total liabilities 124.7 133.2 {8.5)
Net assets
Invested in capital assets, net of related debt 7.1 111 {4.0)
Restricted 7.8 2.1 57
Unrestricted 24.3 6.2 18.1
Total net assets 3 39.2 19.4 19.8

As noted earlier, net assets may serve over time as a useful indicator of the agency’s financial position.
In the case of the Agency, assets exceeded liabilities by $39.2 million at the close of the most recent fiscal
year. By far the largest portion of the Agency’s labilities reflects its bonded indebtedness, totaling $85.2
million. The Agency, operating under California Redevelopment Law, must maintain debt in excess of
its available assets to legally receive property tax increment revenue. Bond proceeds are used to
construct infrastructure, which becomes an asset of the Agency, or to alleviate blight. Future property tax
increment revenues must be used to liquidate non-current bond liabilities.

Capital assets increased by $15.1 million due to acquisition of a site for the new Santa Monica Ocean
Park Community Center at a cost of $5.0 million and Library parking supplemental parking at $8.6
million.

Decrease in current and fong term Habilities was due to debt service payments and reductions in amounts
due to the City of Santa Monica and the City of Santa Monica Parking Authority.



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)
June 30, 2604

Governmental Activities

Governmental activities increased the Agency’s net assets by $19.8 million. Key elements of this
increase are as follows:

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

2004 2003 Change
Revenues
General revenues
Property tax increment $ 26.4 311 (1.7)
Investment earnings 0.6 1.5 (0.9)
Rental income 0.9 0.6 0.3
Miscellaneous 0.1 0.4 (0.3)
Total general revenues 31.0 33.6 (2.6)
Expenses
Redevelopment activities 4.7 6.2 (1.5)
Interest on long-term debt 6.6 5.9 0.7
Total expenses 11.3 12.1 {0.8)
Increase in net assets 19.7 21.5 (1.8)
Net assets (deficit) - beginning of vear 19.5 (2.1) 21.6
Net assets - end of year h 39.2 19.4 19.8

Property tax increment revenues of $29 4 million are the Agency’s major source of revenue. This revenue
decreased by $1.7 million or 5.4% from the prior year due to property tax increment revenues from a
cumulative increase in assessed value being received in the prior fiscal year.

Investment earnings of $ 0.6 million were received from investments of available funds, which is less
than last year due to declining returns on investments and less funds available to invest,

Redevelopment activities expenses of $4.7 million shown on the statement of activities consists of:



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)

June 30, 2004

Agency Redevelopment Activities
(in millions)

Redevelopment and public improvement project operating costs $ 35
Low and moderate housing projects 1.1
Depreciation 0.1

Total redevelopment activities expenses $ 4.7

Redevelopment and public improvement project operating costs of $3.5 million are comprised of
operating expenses such as administrative fees charged by the County for collection and disbursement of
property tax increment, operating transfers to the General Fund, payment to the General Fund in
accordance with a reimbursement agreement in conjunction with the Downtown Redevelopment Project,
lease payment for the Ocean Park Boulevard Housing Project and administrative indirect costs.

Low and moderate housing project expenditures of $1.1 million included development and monitoring of
affordability covenants for both new and existing housing projects, monitoring of construction activities,
and administrative costs.

Financial Analysis of the Agency’s Funds

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

Governmental Funds

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

As of June 30, 2004, the Agency’s governmental funds reported total ending fund balances of $26.9
million, which 1s an increase of $2.9 million from the prior year. The fund balance of $48.3 million is
reserved to indicate that it is not available for new spendmg It is comprised of $36.2 million for
continuing capital projects, $6.9 million for debt service, $3.7 million for notes receivable and $1.5
million for advances to the City of Santa Monica. The remainder of the fund deficit, $21 4 million, is
unreserved, undesignated.

The key elements of the $2.9 million increase in fund balance from the prior year are as follows: 0.5
million increased funding requirements in the Debt Service Fund for the Downtown Project and the
Ocean Park Project bonds, $1.9 million increase in and the Earthquake Recovery Project Fund due to
increased property tax increment revenues, and 30.1 miilion revenue that has been teserved for
continuing capital projects.



REDEVELOPMENT AGENCY OF
THE CITY OF SANTA MONICA

Management’s Discussion and Analysis, (continued)
June 30, 2004

Major Funds

The Debt Service fund balance increased $0.5 mullion due to increased debt service funding requirements
for the Downtown Project bonds.

The Downtown Project Low/Mod Housing fund balance increased by $0.4 million primarily due to
unexpended 20% set-aside funds. The Downtown Project fund balance decreased $0.1 miilion due to
increased project expenses.

The Earthquake Recovery Project Low/Mod Housing fund balance increased $5.1 million due to lower
project expenses. The Earthquake Recovery Project fund balance increased $1.5 million due to lower
project expenses than revenue.

The Ocean Park Project Low/Mod Housing fund balance decreased $4.9 million due to higher project
expenditures. The Ocean Park Project fund balance increased $0 4 million due to increased tax increment
revenue and decreased debt service expenditures.

Capital Asset and Debt Administration

Capital Assets

The Agency’s investment in capital assets for its governmental activities as of June 30, 2004 amounts to

$93.6 million (net of accumulated depreciation). This investment in capital assets includes parking
structures, buildings, land, and equipment. This investment is detailed below:

Agency Capital Assets (net of depreciation) - Governmental Activities
(in millions)

2004 2003

Land 3 65.1 61.4
Buildings, parking structwres, and improvements 214 16.7
Machinery and equipment 0.1 0.1
Construction in progress 14.7 7.2

Subtotal 101.3 85.4
Less accumulated depreciation (7.7 (6.9

Total hY 93.6 78.5

Significant capital projects included the acquisition of the Ocean Park Community Center for $5.0
million, the seismic retrofit of various parking structures fo: $8.8 million, the addition of supplemental
parking at the City’s Main Library for $8.6 million.



