ITEM NO. i

STAFF REPORT
OVERSIGHT BOARD
DATE: October 4, 2012
TO): OVERSIGHT BOARD OF THE SUCCESSOR AGENCY TO THE
REDEVELOPMENT AGENCY FOR THE CITY OF COLTON
FROM: ROD FOSTER, CITY MANAGER
PREPARED BY: BONNIE JOHNSON, MANAGEMENT SERVICES DIRECT 0
SUBJECT: PUBLIC COMMENT SESSION FOR REVIEW OF THE LOW AND

MODERATE INCOME HOUSING FUND PURSUANT TO HEALTH
AND SAFETY CODE SECTION 34179.6(b)

RECOMMENDED ACTION

It 1s recommended that the Oversight Board convene a public comment session regarding the
Due Diligence Review of the Low and Moderate Income Housing Fund, pursuant to Health and
Safety Code section 34179.6(b).

GOAL STATEMENT

This action supports the Oversight Board’s goal to be in full compliance with State laws, rules
and procedures.

BACKGROUND

AB 1X 26 (the “Dissolution Act”) dissolved the Redevelopment Agency for the City of Colton
(“Agency”) as of February 1, 2012. The City of Colton (“RDA Successor Agency”) is the
successor agency to the Agency. On June 27, 2012, as part of the Fiscal Year 2012-2013 State
Budget package, the Legislature passed and the Governor signed AB 1484, the primary purpose
of which is to make technical and substantive amendments to the Dissolution Act based on
experience to-date at the State and local level in implementing that act. As a budget “trailer
bill”, AB 1484 took immediate effect upon signature of the Governor.

AB 1484 requires each successor agency to employ a licensed accountant, approved by the
County of San Bernardino Auditor Controller (“CAC”), to conduct a due diligence review (the
“Review”) regarding the Low and Moderate Income Housing Funds (“LMIHF”) to determine the
unobligated balances available for transfer to taxing entities pursuant to Health and Safety Code
sections 34179.5(c)(1) through 34179.5(c)(3) and sections 34179.5(c)(5) through 34179.5(c)(6).
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ISSUE/ANALYSIS

Pursuant to Health and Safety Code section 34179.6(a), the RDA Successor Agency is required
to conduct a due diligence review of the LMIHF which covers both pre-dissolution and post-
dissolution periods (between January 1, 2011 and June 30, 2012) to determine any unobligated
balances available for transfer to the taxing entities during Fiscal Year 2012-2013. The Review
as it relates to the LMIHF must be completed by October 1, 2012, and submit the results of the
Review to the State Department of Finance (“DOF”), the California State Controller’s Office
(“SCO”) and the CAC by October 15, 2012.

The Successor Agency retained the services of Lance Soll & Lunghard, LLP, (“LSL”) a CAC
approved licensed, certified public accountants, to conduct the Review of the LMIHF to
determine the unobligated balances available for transfer to taxing entities. A list of procedures
for conducting the review are listed on Schedule A, contained within the attached Review
prepared by LSL. The Review required, at minimum, the following:

(1) The dollar value of assets transferred from the former redevelopment agency to the
successor agency on or about February 1, 2012;

(2) The dollar value of assets and cash and cash equivalents transferred after January 1, 2011,
through June 30, 2012, by the redevelopment agency or the successor agency to the city
that formed the redevelopment agency and the purpose of each transfer. The Review
shall provide documentation of any enforceable obligation that required the transfer.

(3) The dollar value of any cash or cash equivalents transferred after January 1, 2011,
through June 30, 2012, by the redevelopment agency or the successor agency to any other
public agency or private party and the purpose of each transfer. The Review shall
provide documentation of any enforceable obligation that required the transfer.

(4) The Review includes expenditures and revenue accounting information and identifies any
transfers and funding sources for the 2010-11 and 2011-12 fiscal years that reconciles
balances, assets, and liabilities of the successor agency on June 30, 2012 to those reported
to the SCO for the 2009-10 fiscal year.

As required by Health and Safety Code section 34179(b), the Oversight Board fo the RDA
Successor Agency (“Oversight Board”) shall convene a public comment session to take place at
least five (5) business days before the Oversight Board holds the approval vote for the Review of
the LMIHF. By October 15, 2012, the Oversight Board shall review, approve, and transmit to
the DOF, SCO and the CAC, the determination of the amount of cash and cash equivalents that
are available for disbursement to taxing entities as determined by the Review. The Oversight
Board is scheduled to conducts its consideration of the Review at its regular meeting on October
11, 2012,

Pursuant to Health and Safety Code section 34179.6(c), the Oversight Board may adjust any
amount provided in the Review of the LMIHF to reflect additional information and analysis.
The Oversight Board may request from the RDA Successor Agency any materials it deems
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necessary to assist in its review and approval of the determination. The Oversight Board can
also authorize the Successor Agency to retain the restricted funds, the non-cash assets, and the
cash balances that are contractually committed or needed for items to be placed on the
Recognized Obligation Payment Schedule during the fiscal year.

Upon receipt of the Review, DOF may adjust the amounts determined to be available for
allocation to the taxing entities based on its analysis and information provided by the Successor
Agency and others. The DOF is to complete its review no later than November 9, 2012 for the
LMIHF. The DOF is required to provide the Successor Agency and the Oversight Board with an

explanation of the basis for overturning or modifying any findings or determinations of the
Oversight Board.

FISCAL IMPACT

No funds are involved in scheduling the public comment session regarding the Due Diligence
Review of the Low and Moderate Income Housing Fund.

ALTERNATIVE
The Oversight Board may wish to consider the following alternative:
1. Provide alternative direction to staff.

ATTACHMENT

1. Due Diligence Review of the Low and Moderate Income Housing Fund
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INDEPENDENT ACCOUNTANTS' REPORT ON APPLYING
AGREED-UPON PROCEDURES

To the Successor Agency of the
Former Redevelopment Agency for the City of Colton
City of Colton, California

We have performed the procedures enumerated in Attachment A for the Low and Moderate Housing Fund,
which were agreed to by the California State Controller's Office and the State of California Department of
Finance (State Agencies) solely to assist you in ensuring that the dissolved redevelopment agency is
complying with Assembly Bill 1484, Chapter 26, Section 17's amendment to health and safety code 34179.5.
This agreed-upon procedures engagement was conducted in accordance with attestation standards
established by the American Institute of Certified Public Accountants. Management of the successor agency
is responsible for providing all the information obtained in performing these procedures. The sufficiency of
these procedures is solely the responsibility of those parties specified in the report. Consequently, we make
no representations regarding the sufficiency of the procedures described below either for the purpose for
which this report has been requested or for any other purpose.

As stated above, the scope of this engagement was limited to performing the procedures identified in
Attachment A, which specified the “List of Procedures for the Due Diligence Review” obtained from the
California Department of Finance Website.

The results of the procedures performed are identified in Attachment B1 through B11.

We were not engaged to and did not conduct an audit, the objective of which would be the expression of a
certified opinion as to the appropriateness of the results of the procedures performed. Accordingly, we do not
express such an opinion. Had we performed additional procedures, other matters might have come to our
attention that would have been reported to the Successor Agency.

This report is intended solely for the information and use of the Successor Agency Oversight Board, the
Successor Agency and the applicable State Agencies, and is not intended to be, and should not be used by
anyone other than these specified parties. This restriction is not intended to limit distribution of this report,
which is a matter of public record.

aﬁ,%{(%@é‘é%a

Brea, California
September 21, 2012

Lance, Soll & Lunghard, LLP 203 North Brea Boulevard + Suite 203 + Brea, CA 92821 « TEL: 714.672.0022 « Fax: 714.672.0331 www. islcpas.com
Orange County * Temecula VYalley * Silicon Valley



SCHEDULE A

List of Procedures for Due Diligence Review of the Low and Moderate Housing Fund

Obtain from the Successor Agency a listing of all assets that were transferred from the former
redevelopment agency to the Successor Agency on February 1, 2012, Agree the amounts on this listing to
account balances established in the accounting records of the Successor Agency. ldentify in the Agreed-
Upon Procedures (AUP) report the amount of the assets transferred to the Successor Agency as of that
date.

[fthe State Confroller’s Office has completed its review of transfers required under both sections 34167.5
and 34178.8 and issued its report regarding such review, attach a copy of that report as an exhibit tc the
AUP report. If this has not yet occurred, perfarm the following procedures:

a. Obtain a listing prepared by the Successor Agency of fransfers (excluding payments for goods and
services) from the former redevelopment agency to the city, county, or city and county that formed the
redevelopment agency for the period from January 1, 2011 through January 31, 2012. For each
transfer, the Successor Agency should describe the purpose of the transfer and describe in what
sense the transfer was required by one of the Agency’s enforceable obligations or other legal
requirements. Provide this listing as an attachment to the AUP report.

b. Obtain a listing prepared by the Successor Agency of transfers (excluding payments for goods and
services) from the Successor Agency to the city, county, or city and county that formed the
redevelopment agency for the period from February 1, 2012 through June 30, 2012. For each transfer,
the Successor Agency should describe the purpose of the transfer and describe in what sense the
transfer was required by one of the Agency's enforceable obligations or other legal reguirements.
Provide this listing as an attachment to the AUP report.

c. Foreach transfer, obtain the legal document that formed the basis for the enforceable obligation that
required any transfer. Note in the AUP report the absence of any such legal document or the absence
of language in the document that required the transfer.

If the State Controller's Office has completed its review of fransfers required under both Sections 34167.5
and 34178.8 and issued its report regarding such review, attach a copy of that report as an exhibit to the
AUP report. If this has nct yet occurred, perform the following procedures:

a. Obtain a listing prepared by the Successor Agency of transfers (excluding payments for goods and
services) from the former redevelopment agency to any other public agency or to private parties for
the period from January 1, 2011 through January 31, 2012. For each transfer, the Successor Agency
should describe the purpose of the transfer and describe in what sense the transfer was required by
one of the Agency’s enforceable obligations or other legal requirements. Provide this listing as an
attachment to the AUP report.

b. Obtain a listing prepared by the Successor Agency of transfers (excluding payments for goods and
services) from the Successor Agency to any other public agency or private parties for the period from
February 1, 2012 through June 30, 2012. For each transfer, the Successor Agency should describe
the purpose of the fransfer and describe in what sense the transfer was required by one of the
Agency’s enforceable obligations or other legal requirements. Provide this listing as an aitachment to
the AUP report.

¢. Foreach transfer, obtain the legal document that formed the basis for the enforceable obligation that
required any transfer. Note in the AUP report the absence of any such legal document or the absence
of language in the document that required the transfer.



SCHEDULE A (Continued)

List of Procedures for Due Diligence Review for the Low and Moderate Housing Fund (Continued)

4. Perform the following procedures:

a. Obtain from the Successor Agency a summary of the financial transactions of the Redevelopment
Agency and the Successor Agency in the format set forth in the attached schedule for the fiscal
periods indicated in the schedule. For purposes of this summary, the financial transactions should be
presenied using the modified accrual basis of accounting. End of year balances for capital assets (in
total) and long-term liabilities (in total) should be presented af the bottom of this summary schedule for
information purposes.

b. Ascertain that for each period presented, the total of revenues, expenditures, and fransfers accounts
fully for the changes in equity from the previous fiscal period.

¢. Compare amounts in the schedule relevant to the fiscal year ended June 30, 2010 to the state
controller's report filed for the Redevelopment Agency for that period.

d. Compare amounts in the schedule for the other fiscal periods presented to account balances in the
accounting records or other supporting schedules. Describe in the report the type of support provided
for each fiscal period.

5. Obtain from the Successor Agency a listing of all assets of the Low and Moderate Income Housing Fund
as of June 30, 2012 for the report that is due October 1, 2012 and a listing of all assets of all other funds
of the Successor Agency as of June 30, 2012 (excluding the previcusly reported assets of the Low and
Moderate Income Housing Fund) for the report that is due December 15, 2012, When this procedure is
applied to the Low and Moderate Income Housing Fund, the schedule attached as an exhibit will include
only those assets of the Low and Moderate Income Housing Fund that were held by the Successor
Agency as of June 30, 2012 and will exclude all assets held by the entity that assumed the housing
function previously performed by the former redevelopment agency. Agree the assets solisted to recorded
balances reflected in the accounting records of the Successor Agency. The listing should be attached as
an exhibit to the appropriate AUP report.

6. Obtain from the Successor Agency a listing of asset balances held on June 30, 2012 that are restricted for
the following purposes:

a. Unspent bond proceeds;

i Obtain the Successor Agency's computation of the restricted balances (e.q., total proceeds less
eligible project expenditures, amounts set aside for debt service payments, etc.).

ii.  Trace individual components of this computation te related account balances in the accounting
records, or to other supporting documentation (specify in the AUP report a description of such
documentation).

iii.  Obtain from the Successor Agency a copy of the legal document that sets forth the restriction
pertaining to these balances. Note in the AUP report the absence of language restricting the use
of the balances that were identified by the Successor Agency as restricted.

b. Grant proceeds and program income that are restricted by third parties:

i.  Obtain the Successor Agency's computation of the restricted balances (e.g., total proceeds less
eligible project expenditures).

ii.  Trace individual components of this computation to related account balances in the accounting
records, or to other supporting documentation (specify in the AUP report a description of such
documentation}.



SCHEDULE A {Continued)

List of Procedures for Due Diligence Review for the Low and Moderate Housing Fund (Continued)

C.

d.

iii.  Obtain from the Successor Agency a copy of the grant agreement that sets forth the restriction

pertaining to these balances. Note in the AUP report the absence of language restricting the use
of the balances that were identified by the Successor Agency as restricted.

Other assets considered to be legally restricted:

i Obtain the Successor Agency's computation of the restricted balances (e.g., fofal proceeds less
eligible project expenditures).

il. Trace individual components of this computation to related account balances in the accounting

records, or to other supporting documentation (specify in the AUP report a description of such
documentation).

iii.  Obtain from the Successor Agency a copy of the legal document that sets forth the restriction

pertaining to these balances. Note in the AUP report the absence of language restricting the use
of the balances thaf were identified by Successor the Agency as restricted.

Attach the above mentioned Successor Agency prepared schedule(s) as an exhibit to the AUP report.
For each restriction identified on these schedules, indicate in the report the period of time for which
{he restrictions are in effect. If the restrictions are in effect until the related assets are expended for
their intended purpose, this should be indicated in the report.

7. Perform the following:

a.

Obtain from the Successor Agency a listing of assets as of June 30, 2012 that are not liquid or
otherwise available for distribution (such as capital assets, land held for resale, long-term receivables,
etc.) and ascertain if the values are listed at either purchase cost (based on book value reflected in
the accounting records of the Successor Agency) or market value as recently estimated by the
Successor Agency.

If the assets listed at 7(A) are listed at purchase cost, trace the amounts to a previously audited
financial statement (or to the accounting records of the Successor Agency) and note any differences.

For any differences noted in 7(B), inspect evidence of disposal of the asset and ascertain that the
proceeds were deposited into the Successor Agency trust fund. If the differences are due to additions
(this generally is not expected to occur), inspect the supporting documentation and note the
circumstances.

lf the assets listed at 7(A) are listed at recently estimated market value, inspect the evidence (if any)
supporting the value and note the methodclogy used. If no evidence is available to support the value
and\or methodology, note the lack of evidence.

8. Perform the following:

a.

If the Successor Agency believes that asset balances need to be retained to satisfy enforceable
obligations, obtain from the Successor Agency an itemized schedule of asset balances (resources) as
of June 30, 2012 that are dedicated or restricted for the funding of enforceable obligations and
perform the following procedures. The schedule should identify the amount dedicated or restricted, the
nature of the dedication or restriction, the specific enforceable obligation to which the dedication or
restriction relates, and the language in the legal document that is associated with the enforceable
obligation that specifies the dedication of existing asset balances toward payment of that obligation.

i Compare all information on the schedule to the legal documents that form the basis for the
dedication or restriction cf the resource balance in question,



SCHEDULE A (Continued)

List of Procedures for Due Diligence Review for the Low and Moderate Housing Fund (Continued)

b.

d.

iil.

Compare all current balances to the amounts reported in the accounting records of the Successor
Agency or to an altemative computation.

Compare the specified enforceable obligations to those that were included in the final Recognized
Obligation Payment Schedule approved by the California Department of Finance.

Attach as an exhibit to the report the listing obtained from the Successor Agency. Identify in the
report any listed balances for which the Successor Agency was unable o provide appropriate
restricting language in the legal document associated with the enforceable obligation.

If the Successor Agency believes that future revenues together with balances dedicated or restricted
to an enforceable obligation are insufficient to fund future obligation payments and thus retention of
current balances is required, obtain from the Successor Agency a schedule of approved enforceable
obligations that includes a projection of the annual spending requirements to satisfy each obligation
and a projection of the annual revenues available fo fund those requirements and perform the
following procedures:

Compare the enforceable obligations to those that were approved by the California Department of
Finance. Procedures to accomplish this may include reviewing the letter from the California
Department of Finance approving the Recognized Enforceable Obligation Payment Schedules for
the six month period from January 1, 2012 through June 30, 2012 and for the six month period
July 1, 2012 through December 31, 2012,

Compare the forecasted annual spending requirements to the legal document supporting each
enforceable obligation.

a. Obtain from the Successor Agency its assumptions relating to the forecasted annual
spending requirements and disclose in the report major assumpticns associated with the
projections.

For the forecasted annual revenues:

a. Obtain from the Successor Agency its assumptions for the forecasted annual revenues and
disclose in the report major assumptions associated with the projections.

If the Successor Agency believes that projected property tax revenues and other general purpose
revenues to be received by the Successor Agency are insufficient to pay bond debt service payments
(considering both the timing and amount of the related cash flows), obtain from the Successor Agency
a schedule demonstrating this insufficiency and apply the following procedures to the information
reflected in that schedule.

Compare the timing and amounts of bond debt service payments to the related bond debt service
schedules in the bond agreement.

Obtain the assumptions for the forecasted property tax revenues and disclose major assumptions
associated with the projections.

Obtain the assumptions for the forecasted other general purpose revenues and disclose major
assumptions associated with the projections.

If procedures A, B, or C were performed, calculate the amount of current unrestricted balances
necessary for retention in order to meet the enforceable obligations by performing the following
procedures.



SCHEDULE A (Continued)

List of Procedures for Due Diligence Review for the Low-and Moderate Housing Fund {Continued)

9.

10.

11.

i. Combine the amount of identified current dedicated or restricted balances and the amount of
forecasted annual revenues fo arrive at the amount of total resources available to fund
enforceable obligations. :

i. Reducethe amount of total resources avaifable by the amount forecasted for the annual spending
requirements. A negative result indicates the amount of current unrestricted balances that needs
to be retained.

ii.  Include the calculation in the AUP report.

If the Successor Agency believes thai cash balances as of June 30, 2012 need to be retained o satisfy
obligations on the Recegnized Obligation Payment Schedule (ROPS) for the peried of July 1, 2012
through June 30, 2013, obtain a copy of the final ROPS for the period of July 1, 2012 through December
31, 2012 and a copy of the final ROPS for the period January 1, 2013 through June 30, 2013. For each
obligation listed on the ROPS, the Successor Agency should add columns identifying (1) any dolfar
amounts of existing cash that are needed to satisfy that obligation and (2) the Successor Agency’s
explanation as to why the Successor Agency believes that such balances are needed to satisfy the
obligation. Include this schedule as an attachment to the AUP report.

Include {or present) a schedule detailing the computation of the Balance Available for Allocation to
Affected Taxing Entities. Amounts included in the calculation should agree to the results of the procedures
performed in each section above. The schedule should also include a deduction to recognize amounts
already paid to the County Auditor-Controller on July 12, 2012 as directed by the California Department of
Finance. The amecunt of this deduction presented should be agreed to evidence of payment. The attached
example summary schedule may be considered for this purpose. Separate schedules should be
completed for the Low and Moderate Income Housing Fund and for all other funds combined (excluding
the Low and Moderate Income Housing Fund).

Obtain a representation letter from Successor Agency management acknowledging their responsibility for
the data provided to the practitioner and the data presented in the report or in any attachments to the
report. Included in the representations should be an acknowledgment that management is not aware of
any transfers (as defined by Section 34179.5) from either the former redevelopment agency or the
Successor Agency to other parties for the pericd from January 1, 2011 through June 30, 2012 that have
not been properly identified in the AUP report and its related exhibits. Management's refusal to sign the
representation letter should be noted in the AUP report as required by attestation standards.
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- ;gsoiv ucademcmc_:l' L

i ‘_Colmn,CA92324
S (909) 370-—5099 )

o ATiAGHMENTBT1

En accordance W|th 34179 S(C){’l) the doilar value of ali assets transferred from Lo
T the former redevelopment agency to«the successor agency on orabout February.' AR

b In accordance wrih 34179 5(c)(2) the dol]ar vaEue of ail aseets and cash and' RO
L ‘cash equlvaients transferred after: January 1, 2041, through -Jure-30,. 2012 by o T
. fhe! redevelopment agency.or the successor agency to the crty. county, or.eity -
) 'anci county that formed' the redevelopment agency and- the purpose of each: . IR
. _f,-_tranefer ‘W& -havVe' also. provrded the” documentatlon of any enforceable SR
. obllgatlen that required the transfer L el T XN '

"-l,:c;r'i ln accordance WIth 34179 5(9)(3) th
A equwalents transferred after January 1 :

4. in accorda CE’\ylt‘ 341
- ‘tnformati‘ ve




- :;f\Redeveiopment Agency of the Successor Agency to the Clty. other agenmes or p Vi
“the pericd: January t 2011 through June 30 2012 that have_ not been entlf:ed m this
‘ related eXh]bltS - T SR ' -

';-. R :We acknowiedge our responmbllity for the desngn and lmplementanon of programs and controls fo -
L prevent and detect fraud : _ . _ " TR T

SR We have no. knowfedge of any fraud or suspected fraud affectmg thlS Due Dshgence Rewew:-' o
.‘lnvolvmg S . , U

Do Management

Tx

;-"b Emp]oyees who have srgmﬂcant roles i mtemel control or :

B "-;:qund equnty







