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California State Contraller
October 13, 2014

Kurt Starman, City Manager

Redding Redevelopment/Successor Agency
777 Cypress Avenue

Redding, CA 96001

Dear Mr. Starman:

Pursuant to Health and Safety Code section 34167.5, the State Controller’s Office (SCO)
reviewed all asset transfers made by the Redding Redevelopment Agency (RDA) to the City of
Redding (City) or any other public agency after January 1, 2011. This statutory provision states,
“The Legislature hereby finds that a transfer of assets by a redevelopment agency during the
period covered in this section is deemed not to be in furtherance of the Community
Redevelopment Law and is thereby unauthorized.” Therefore, our review included an assessment
of whether each asset transfer was allowable and whether the asset should be turned over to the
Successor Agency.

Our review applied to all assets including, but not limited to, real and personal property, cash
funds, accounts receivable, deeds of trust and mortgages, contract rights, and rights to payment
of any kind. We also reviewed and determined whether any unallowable transfers of assets to the
City or any other public agencies have been reversed.

Our review found that the RDA transferred $69,027,149 in assets after January 1, 2011,
including unallowable transfers to the City totaling $876,800, or 1.27% of transferred assets.

However, the City turned over $650,000 in cash to the Successor Agency, and the cash was
subsequently remitted to the Shasta County Auditor-Controller for distribution to the taxing
entities. Therefore, the remaining $226,800 in unallowable transfers must be turned over to the
Successor Agency.

If you have any questions, please contact Elizabeth Gonzalez, Chief, Local Government
Compliance Bureau, by telephone at (916) 324-0622.

Sincerely,
Original signed by

JEFFREY V. BROWNFIELD, CPA
Chief, Division of Audits

JVB/mh



Kurt Starman, City Manager -2-

Attachment

cc: Brian Muir, Shasta County Auditor-Controller
Shasta County
Sue Thompson, Chair,
Oversight Board
David Botelho, Program Budget Manager
California Department of Finance
Richard J. Chivaro, Chief Legal Counsel
State Controller’s Office
Elizabeth Gonzélez, Bureau Chief
Division of Audits, State Controller’s Office
Betty Moya, Audit Manager
Division of Audits, State Controller’s Office
Venus Sharifi, Auditor-in-Charge
Division of Audits, State Controller’s Office

October 13, 2014



Redding Redevelopment Agency Asset Transfer Review

Contents
Review Report
SUIMIMATY ..o b bbbt sb e s 1
=T o] 10| o] ¥ o SO RTRSTOR 1
Objective, Scope, and Methodology ..o 2
CONCIUSION ...ttt bbbt 2
Views of Responsible OFfiCIalS. ..., 2
RESTFICTEA USE ...ttt bbb 3
Finding and Order of the CONtrOlIEr .........ccooiiiiii e 4
Schedule 1—Unallowable RDA Asset Transfers to the City of Redding...........cccevue... 6

Attachment—City’s Response to Draft Review Report



Redding Redevelopment Agency Asset Transfer Review

Asset Transfer Review Report

Summary The State Controller’s Office (SCO) reviewed the asset transfers made
by the Redding Redevelopment Agency (RDA) after January 1, 2011.
Our review included, but was not limited to, real and personal property,
cash funds, accounts receivable, deeds of trust and mortgages, contract
rights, and rights to payments of any kind from any source.

Our review found that the RDA transferred $69,027,149 in assets after
January 1, 2011, including unallowable transfers to the City of Redding
(City) totaling $876,800, or 1.27% of transferred assets.

However, the City turned over $650,000 in cash to the Successor
Agency, and the cash was subsequently remitted to the Shasta County
Auditor-Controller for distribution to the taxing entities. Therefore, the
remaining $226,800 in unallowable transfers must be turned over to the
Successor Agency.

Background In January of 2011, the Governor of the State of California proposed
statewide elimination of redevelopment agencies (RDAs) beginning with
the fiscal year (FY) 2011-12 State budget. The Governor’s proposal was
incorporated into Assembly Bill 26 (ABX1 26, Chapter 5, Statutes of
2011, First Extraordinary Session), which was passed by the Legislature,
and signed into law by the Governor on June 28, 2011.

ABX1 26 prohibited RDAs from engaging in new business, established
mechanisms and timelines for dissolution of the RDAs, and created RDA
Successor Agencies to oversee dissolution of the RDAs and
redistribution of RDA assets.

A California Supreme Court decision on December 28, 2011 (California
Redevelopment Association et al. v. Matosantos), upheld ABX1 26 and
the Legislature’s constitutional authority to dissolve the RDAs.

ABX1 26 was codified in the Health and Safety Code (H&S Code)
beginning with section 34161.

H&S Code section 34167.5 states, in part, . . .the Controller is required
to review the activities of redevelopment agencies in the State, to
determine whether an asset transfer has occurred after January 1, 2011,
between the city or county, or city and county that created a
redevelopment agency or any other public agency and the redevelopment
agency.”

The SCO has identified asset transfers that occurred after
January 1, 2011, between the RDA, the City, and/or other public
agencies. By law, the SCO is required to order that such assets, except
those that already had been committed to a third party prior to June 28,
2011, the effective date of ABX1 26, be turned over to the Successor
Agency. In addition, the SCO may file a legal action to ensure
compliance with this order.

1-



Redding Redevelopment Agency

Asset Transfer Review

Objective, Scope,
and Methodology

Conclusion

Views of
Responsible
Officials

Our review objective was to determine whether asset transfers that
occurred after January 1, 2011, and the date upon which the RDA ceased
to operate, or January 31, 2012, whichever was earlier, between the city
or county, or city and county that created an RDA, or any other public
agency, and the RDA, were appropriate.

We performed the following procedures:

e Interviewed Successor Agency personnel to gain an understanding of
the Successor Agency operations and procedures.

e Reviewed meeting minutes, resolutions, and ordinances of the City,
the Successor Agency, and the RDA.

¢ Reviewed accounting records relating to the recording of assets.

o Verified the accuracy of the Asset Transfer Assessment Form. This
form was sent to all former RDAs to provide a list of all assets
transferred between January 1, 2011, and January 31, 2012.

o Reviewed applicable financial reports to verify assets (capital, cash,
property, etc.).

Our review found that the Redding Redevelopment Agency transferred
$69,027,149 in assets after January 1, 2011, including unallowable
transfers to the City of Redding (City) totaling $876,800, or 1.27% of
transferred assets.

However, the City turned over $650,000 in cash to the Successor
Agency, and the cash was subsequently remitted to the Shasta County
Auditor-Controller for distribution to the taxing entities. Therefore, the
remaining $226,800 in unallowable transfers must be turned over to the
Successor Agency.

Details of our finding is described in the Finding and Order of the
Controller section of this report.

We issued a draft review report on August 7, 2014. Kurt Starman, City
Manager, responded by letter dated August 18, 2014, disagreeing with
the review results. The City’s response is included in this final review
report as an attachment.



Redding Redevelopment Agency

Asset Transfer Review

Restricted Use

This report is solely for the information and use of the City, the
Successor Agency, the Oversight Board, and the SCO; it 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 when issued final.

Original signed by

JEFFREY V. BROWNFIELD, CPA
Chief, Division of Audits

October 13, 2014



Redding Redevelopment Agency Asset Transfer Review

Finding and Order of the Controller

FINDING— The Redding Redevelopment Agency (RDA) made unallowable asset

Unallowable asset transfers in the amount of $876,800 to the City of Redding (City). The
transfers occurred after January 1, 2011, and the assets were not

gﬁ;sgiggg;&eg contractually committed to a third party prior to June 28, 2011.

Unallowable asset transfers were as follows:

e On August 15, 2011, the RDA transferred $650,000 in cash to the
City pursuant to a 2009 reimbursement agreement between the RDA
and City.

However, on April 29, 2013, the City reversed the transfer and the
cash was returned to the Successor Agency. The cash was later
remitted to the County Auditor-Controller for distribution to the
taxing entities.

e On August 30, 2011, the RDA transferred $226,800 in cash to the
City for the Clover Creek Preservation Project pursuant to a 1999
repayment agreement made between the City of Redding, the
Redding Redevelopment Agency, the Shasta County Redevelopment
Agency, and the Anderson Redevelopment Agency.

Pursuant to Health and Safety (H&S) Code section 34167.5, the RDA
may not transfer assets to a city, county, city and county, or any other
public agency after January 1, 2011. Any asset transfers by the RDA to a
city, county, city and county, or any other public agency after January 1,
2011 must be turned over to the Successor Agency for disposition in
accordance with H&S Code section 34177(d).

Order of the Controller

Pursuant to H&S Code section 34167.5, the City is ordered to reverse the
transfer of the above assets in the amount of $876,800, and turn over the
assets to the Successor Agency. However, on April 29, 2013, the City
turned over $650,000 in cash to the Successor Agency. Therefore, the
remaining $226,800 in cash must be turned over to the Successor Agency
for disposition in accordance with H&S Code section 34177(d).

City’s Response to Draft

The City disagrees with the finding and states the assets in question were
indeed contractually committed to the City pursuant to a repayment
agreement executed in 1999. See attachment for the City’s complete
response.

SCO’s Comment

Agreements between the RDA and the City that are enforceable
obligations are not exempt from H&S Code section 34167.5.

-4-



Redding Redevelopment Agency

Asset Transfer Review

The loan repayment is a transfer of assets between the RDA and the City.
Unless the transferred assets are contractually committed to a third party,
the assets are to be returned to the Successor Agency.

The Finding and Order of the Controller remain as stated.



Redding Redevelopment Agency Asset Transfer Review

Schedule 1—
Unallowable RDA Asset Transfers to
the City of Redding
January 1, 2011, through January 31, 2012

Transfer of cash

August 15, 2011 — 2009 reimbursement agreement $ 650,000

August 30, 2011 — 1999 repayment agreement 226,800
Total unallowable transfers 876,800
Amount turned over to the Successor Agency and remitted to the County

Auditor-Controller (650,000)
Total asset transfers subject to H&S Code section 34167.5 $ 226,800




Redding Redevelopment Agency Asset Transfer Review

Attachment—
City’s Response to
Draft Review Report
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Elizabeth Gonzalez, Chief
Local Governmental Compliance Bureau

State Controller’s Office, Division of Audits
P.O. Box 942850
Sacramento, CA 94250-5874

Subject: Redding Redevelopment Agency - Asset Transfer Review

Dear Ms. Gonzalez:

CITY OF REDDI

NG

——

Via Facsimile & Certified Mail
(916) 322-4404

Please accept this letter as an official comment to the DRAFT Redding Redevelopment Agency
Asset Transfer Review Report prepared by your Office for the period January 1, 2011, through
January 31, 2012,

In that Draft, your Office has tentatively concluded that certain asset transfers in the amount of
$876,800 between the Redding Redevelopment Agency (RDA) and the City of Redding (City) are
“unallowable transfers” pursuant to H&S Code section 34167.5.

The Draft Report transmitted to the City for review and comment contains the details of the
“Findings” of the Controller explaining the basis for the determination. The Controller is relying
upon law stated in H&S Code section 34167.5, which provides in relevant part:

34167.5. Commencing on the effective date of the act adding this part, the Controller
shall review the activities of redevelopment agencies in the state to determine
whether an asset transfer has occurred after January 1, 2011, between the city or
county, or city and county that created a redevelopment agency or any other public
agency, and the redevelopment agency. If such an asset transfer did occur
during that period and the government agency that received the assets is not
contractually committed to a third party for the expenditure or encumbrance of
those assets, to the extent not prohibited by state and federal law, the Controller shall
order the available assets to be returned to the redevelopment agency or, on or after
October 1, 2011, to the successor agency, if a successor agency is established
pursuant to Part 1.85 (commencing with Section 34170). (Emphasis Added)



Repayment Agreement
City of Redding/SHASTEC Page 2

2. The City Loan shall accrue interest at the same rate and frequency as the City’s actual pooled cash
account. Interest shall accrue on the unpaid principal balance beginning on the effective date of the City
Loan and continuing until such time as the indebtedness is paid in full.

3. On an annual basis, the City shall apply all fees collected within its Clover Creek Benefit District
to the unpaid principal balance of the City Loan beginning on the effective date of the City Loan and
continuing until such time as the indebtedness is paid in full. Such principal reductions shall directly
offset the SHASTEC repayment obligation.

4. Notwithstanding any principal reductions made pursuant to Paragraph 3 above, the City Loan shall
be considered an indebtedness obligation of the SHASTEC Redevelopment Project only and no other
redevelopment project area.

S. SHASTEC agrees to make annual payments to City of both principal and interest on the City Loan
starting in the 2009-2010 fiscal year. The funding source for such payments shall be tax increment
revenues generated by the SHASTEC Redevelopment Project, or bond proceeds secured by the SHASTEC
Redevelopment Project and no other source. Annual payments shall be made no later than June 30 of any
fiscal year.

6. No later than thirty (30) days prior to the annual payment due date, City shall provide a statement
of the specific pooled cash interest rate to be applied to the City Loan. Exhibit A - Clover Creek Loan
Amortization Schedule, attached hereto and made a part hereof, is for illustration purposes only and is not
necessarily representative of the actual annual payment to be made in any year.

7. The principal and interest on the City Loan shall be due and payable in full by June 30, 2019. Each
payment shall be credited first on interest then due and the remainder on principal. Immediately thereafter,
interest shall cease on the principal so credited. Principal and interest are payable in lawful money of the
United States.

Should default be made in payment of any installment when due, the whole sum of principal and
interest shall become immediately due and payable at City’s option. Failure by City to exercise this option
does not constitute a waiver of the right to exercise it in the event of any subsequent default.

Whether or not suit is filed, SHASTEC agrees to pay all reasonable attorney’s fees, costs of
collection, costs, and expenses incurred by City in connection with the enforcement or collection of this
Agreement. SHASTEC further agrees to pay all costs of suit and the sum adjudged as attorney’s fees in
any action to enforce payment of this Agreement or any part of it.

8. The effective date of the City Loan shall be the date that the City executes this Agreement.



Repayment Agreement
City of Redding/SHASTEC Page 3

IN WITNESS WHEREOF, the parties hereto have executed this Repayment Agreement in the
presence of their respective officers duly authorized in that behalf on the days and year set forth below.

REDDING REDEVELOPMENT AGENCY

Dated: m% /P 1999

ATTEST: APPROVED AS TO FORM:
W( i ’ - Y e
Kuft Starman, Secretary David E. Tranberg, Assistant City A @

ANDERSON REDEVELOPMENT AGENCY

Dated: APRIL_ RO, 1999 By: Qﬂ’(()/‘/&u«/\ Q’%w'x/

RodneyTones,Qﬁiﬁn
ATTEST: APPROVED FORM:
WA MM Thobad
Scott Morgan, Secre!axyv Michael Fitzpatrick, 1@‘1 Counsel

SHASTA COUNTY REDEVELOPMENT AGENCY

Glenn Hawes, Chairm.
APPROVED AS TO FORM:

@mﬁ@@[é@

ike Ralston, Counsel to the Shasta County
Redevelopment Agenc Redevelopment Agency

CITY OF REDDING

Dated: 5-"( P , 1999 By: . Qﬂ”"‘/

ert C. .K.nderson, Mayor

ATTEST: APPROVED AS TO FORM:

Lo [t

W. Leonard Wingate, Cit@/ctomey

Connie Strohmayer, City Cler)

KASHASTEC\PROJECTSRREPAY.AGR



State Controller's Office -2- August 18,2014

Accordingly, the City provides the following responses to the findings as provided in your letter
dated August 7, 2014, and received on August 11, 2014:

Finding:

Response:

Finding:

Response:

On August 15, 2011, the RDA transferred $650,000 in cash to the City pursuant to
a 2009 reimbursement agreement between the RDA and City.

As evidenced by the City’s reversal of the transfer and the returning of the funds to
the Successor Agency on April 29, 2013, the City is not contesting this finding.

On August 30, 2011, the RDA transferred $226,800 in cash to the City for the Clover
Creek Preservation Project pursuant to a 1999 repayment agreement made between
the City of Redding, the Redding Redevelopment Agency, the Shasta County
Redevelopment Agency, and the Anderson Redevelopment Agency.

The SHASTEC Redevelopment Project Area is different from most Project Areas in

the State of California. Itis comprised of multiple jurisdictions (three redevelopment

agencies with the oversight of three legislative bodies):

- Redding Redevelopment Agency and the City of Redding;

- Anderson Redevelopment Agency and the City of Anderson; and

- Shasta County Redevelopment Agency and the Shasta County Board of
Supervisors.

In 1999, the repayment agreement was considered, approved, and executed by all of
the aforementioned redevelopment agencies. The repayment agreement provided for
the SHASTEC Redevelopment Project Area borrowing funds in the amount of
$2,000,000 from the City for the construction of the Clover Creek Preservation
Project and set forth the schedule in which the funds would be repaid to the City.
(Attached)

Through its review process, the Department of Finance (DOF) has deemed the
repayment agreement to be an enforceable obligation. Accordingly, the DOF has
approved, and continues to approve, funding for associated payments on the
Recognized Obligation Payment Schedules.

This is a very straightforward issue, legally and factually. The assets in question
were indeed contractually committed to the City pursuant to a repayment agreement
executed in 1999, The fact that two years after the transfer, in 2013, the City’s
Successor Agency “re-affirmed” and “re-entered” into the dissolved Agency’s prior
enforceable obligations is completely irrelevant to the analysis. The obligation was
“created” in 1999.



Stale Controller’s Office -3- August 18,2014

The City respectfully requests the Controller to consider the City’s comments and review the
attached agreement that created the enforceable obligation in 1999. Please reverse your draft
determination that an unauthorized transfer occurred in 2011. Nothing in the 2013 Successor
Agency Agreement reversed or waived the prior enforceable obligation. The Controller’s
determination that the transfer in 2011 was unallowable is not supported by the letter of the law, the
spirit of the law, or the facts in this situation.

If you have any questions regarding this matter or require further information, please feel free to
contact Assistant City Manager Barry Tippin at (530) 225-4064 or btippin¢ici.redding.ca.us.

Sincerely,
!, / / P
M ~
u

rt Starman
City Manager
KSBI:TR s
C. Documents and Scitines shank My Documents CM 2014 1.08-18-14Ganzalez wpd
Attachment
c Rick Duvernay, City Attorney

Barry Tippin, Assistant City Manager
Dennice Maxwell, Finance Director
Teresa Rudolph, Assistant City Clerk
Cathy Bullock, Senior Accountant



REPAYMENT AGREEMENT

THIS REPAYMENT AGREEMENT is made and entered into by and between the CITY OF
REDDING, a municipal corporation and general law city (“City”), and the REDDING
REDEVELOPMENT AGENCY, an agency of the State of California, the SHASTA COUNTY
REDEVELOPMENT AGENCY, an agency of the State of California, and the ANDERSON
REDEVELOPMENT AGENCY, an agency of the State of California, (the latter three entities
collectively referred to herein as “SHASTEC™):

RECITALS

A, On July 2, 1996, the Cities of Redding and Anderson and the County of Shasta jointly adopted a
Redevelopment Plan for the SHASTEC Redevelopment Project Area, the redevelopment of same to be
undertaken jointly by SHASTEC.

B. The California Constitution Article XVI, Section 16, provides that property tax revenues generated
by increases in assessed value within a redevelopment project area shall be allocated to the redevelopment
agency or agencies financing or refinancing, in whole or in part, the redevelopment project.

C; The Redevelopment Plan for the SHASTEC Redevelopment Project Area provides for the use of
tax increment funds generated within the Project Area for the payment of the principal of and interest on
any specific advances, loans, and indebtedness appropriate in camrying out the Project.

D. The SHASTEC Redevelopment Project is in need of $2,000,000 for the redevelopment of the
Project Area, specifically, for the construction of a long-term storm drainage detention facility in the
Clover Creek floodplain,

E. The City has identified funds available in the Risk Management Fund that it is willing to loan to
the SHASTEC Redevelopment Project Area for the described Clover Creek facility on the terms and
conditions set forth below.

F. The City has determined that the Risk Management Fund does not need the identified funds for
the immediate necessities of the Fund nor for the proposed term of the loan.

G. The SHASTEC Redevelopment Project will have funds available to repay the loan from its tax
increment proceeds starting in the 2009-2010 fiscal year.

H. SHASTEC has determined that there are no other resources available to fully fund the development
of the Clover Creek facility without SHASTEC assistance.

AGREEMENT
1. The City agrees to provide funds in an amount not to exceed $2,000,000 from its Risk Management

Fund to the SHASTEC Redevelopment Project in the form of a loan (City Loan) on the terms and
conditions set forth below.
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State Controller’s Office
Division of Audits
Post Office Box 942850
Sacramento, CA 94250-5874

http://www.sco.ca.gov
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