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Management’s Discussion and Analysis

INTRODUCTION

As management of the City of Lafayette (the City), we offer readers of the City’s financial
statements this narrative overview and analysis of the financial activities of the City for the fiscal
year ending June 30, 2004

The management discussion and analysis is designed to
(a) assist the reader in focusing on significant financial issues,
(b) provide an overview of the City’s financial activity and any changes in financial
position, :
(c) explain any material deviations from the financial plan (approved budget),
(d) and discuss the City’s ability to address future challenges.

OVERVIEW

This is the City’s third year using the new financial reporting model known as GASR 34. The
new reporting model has two distinct differences from those used in the past:

1. The financials now include as assets the City’s infrastructure (e.g. roads, drains, bridges)
in addition to those traditionally reported (e.g. land, buildings and equipment).

2. The new model consists of a series of financial statements that are more similar to those
of the private sector.

 The Statement of Net Assets and the Statement of Activities provide information about
the activities of the City as a whole and present a long-term view of the City’s
finances. For governmental activities, these statements show how services were
financed in the short term as well as what remains for future spending,

* Fund financial statements report the City’s operations in more detail by providing
information about the City’s most significant funds. These are very similar to the
reports we used in the past.

FINANCIAL HIGHLIGHTS

¢ The City’s net assets increased by $4,037,035. The governmental net assets increased by
$4,095,801 and the business-type net assets (e.g. Parks & Recreation) decreased by $58,766

¢ The City’s net assets reflected a combined ending fund balance of $61,993,665 of which,
$22,308,678 is unreserved and available for spending at the council’s discretion.

* The unreserved and undesignated fund balance for the General Fund was $6,389,497 an
increase of $1,048,000 compared with the prior year as reflected n the modified accrual basis
balance sheet of Governmental Funds (Statement 3).

¢ The City’s total debt increased by $6,035,000 during the current fiscal year due primarily to
General Obligation bonds issued in the amount of $6,035,000. The total debt balance at
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year-end was $21,150,000 including the current obligation of $260,000 as reflected in the
Statement of Net Assets (Statement 1).

Year over year comparison of revenues and expenses

recreation programs):

Revenues

Property Tax

Sales Tax

Franchise Fees
Motor Vehicle Fee
Transient Occupancy
Interest

Vehicle Fines

Grants

Fees for Service
Parking Fees

Gas Tax

Park & Walkway Fees
Other

Recreation Programs
TOTAL

Expenses

Council & Commissions
Police

Public Works / Infiastructire
Planning & Engineering
Administration

Debt Service

Other

Recreation Programs
TOTAL

e

2003

4,844,487
2,612,769
802,366
1,446,059
471,994
696,988
443,936
2,220,264
839,756
199,774
460,200
201,565
452,406
852,320

$ 16,544,884

843,670
2,512,467
8,367,645
1,676,214
1,511,347

911,606

11,838

869,028

§ 16,703,815

Review and Planning Commissions.

(all governmental funds including

2004  Change
5,322,239 10%
2,652,601 2%
838,885 5%
1,154,214 20%
505,076 ™
663,856 -5%
426,160 4%
1,930,206 -13%
- 1,057,247 26%
151,507 ~24%
464,350 1%
164,734 -18%
413,366 9%
939,462 10%

$ 16,683,903 1%
1,138,152 35%
2,562,889 2%
7,729,727 -8%
1,847,490 10%
1,660,423 1084
1,268,582 3%
156,501 1222%
978,228 13%

$ 17,341,992 4%

v Council & Commission expenses increased due to a greater subsidy for the library,

coniribuiions w ine Moraga Skatepark and increased staif time devoted to the Design

v" Debt service increased due to the sale of the last series of 1995 Road & Drain bonds.

" Recreation programs increased due to the mer

with ours.

il

ger of the Moraga Recreation Department




THE CITY AS A WHOLE

One of the most important questions often asked about the City’s finances is, “Is the City better
or worse off as a result of the year’s activities?” The Statement of Net Assets and the Statement of
Activities report information about the City as a whole in a way that helps answer this question.

Looking at the City’s net assets—the difference between assets and labilities—is one way to
measure the City’s financial health. Over time, increases or decreases in the City’s net assets are
an indicator of whether its financial health is improving or deteriorating. However, other
nonfinancial factors, such as changes in the City’s property tax base and the condition of the
City’s roads, must also be considered.

In the Statement of Net Assets and the Statement of Activities, we divide the City into two kinds
- of activities:

* Governmental activities—Most of the City’s basic services are reported here, including
police, general administration, public works, planning and community development.
Sales taxes, property taxes, vehicle license fees, franchise fees, and vehicular fines
finance most of these activities.

* Business-type activities—For certain programs, the City charges fees to help cover most
or all of the cost of certain services it provides. Only the City’s Park and Recreation
program is reported here.

STATEMENT OF NET ASSETS

Governmental Business

Year Ended June 30, 2004 Activities Activities Total
Beginning Net Assets $57,999,178 (42,548) $57,956,630
Increase/Decrease 4,095,801 (58,766) 4,037,035

As noted earlier, net assets may serve over time as a useful indicator of a City’s financial
position. The detailed Statement of Net Assets on page 2 of the financial report shows two
significant things pointing to the overall health of the City:

1. The City’s net assets increased by 6.97 % from prior year
2. Assets exceeded liabilities by $61,993,665 at year-end

52.24 % of the City’s net assets ($32,384,867) are invested in capital assets (i.c., land, buildings,
utiity plants, machinery and equipment) and are reported net of related debt. However, since
capital assets are used to provide services to citizens, they cannot be used to liquidate liabilities
therefore, it should be noted that the money needed to repay debt must be provided from other
sources.
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STATEMENT OF ACTIVITIES

--€zovernmental Activities

The Statement of Activities can be found on page 3 of the financial statement report. The new
format is significantly different from the typical Statement of Revenues, Expenses, and Changes
in Fund Balances that we have seen in the past.

In this table, you will notice that expenses are listed in combination with the revenue for each
particular program. This format shows how much of each pro gram is funded through fees and/or
grants and highlights the relative financial burden of each program for the City’s taxpayers.
Since total expenses minus revenues show a negative $8,262,067 the remainder must be funded
out of general revenues. This year, the City received $12,299,102 -- $4,037,035 more than what
was necessary to cover expenses, thus resulting in an increase in net assets,

Business-Type Activities

The City reports only one program, Parks & Recreation, as a business-type activity since it is
expected to be fully self-supporting through fees, donations, gifts and grants. This year, with
expenditures of $978,228, that program showed a deficit of $58,766 (i.e. about 6% of operations
are not covered by fees). Therefore, the City’s net assets decreased by an equal amount. This is
the third year in a row that this enterprise fund has shown a deficit, however projections for the
current fiscal year (2004-05) show that the entire deficit should be wiped out this year due
primarily to a $2 per transaction fee that was added to each recreation class.

Page 9 of the financial report shows that the deficit was due primarily to higher than budgeted
personnel and contractual expenses ($84,932), which were partially offset by higher than
expected fees and savings in other expenses.

Taken together, the increase from governmental activities and the decrease in business-type
activities resulted in a net increase in assets of $4,037.035.

SIGNIFICANT FUNDS
Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds.
Some funds are required to be established by State law and by bond covenants. However, the
City Council establishes many other funds to help contro! and manage money for particular
purposes (e.g. Capital Project Funds) or to meet the legal responsibilities for using certain taxes
and federal or state grants.

¢ Governmental funds—The governmental fund statements provide a detailed short-term
view of the City’s general operations and the basic services it provides. Governmental
fund information helps determine what financial resources are available in the near future
to finance the City’s programs. The relationship between governmental activities
(reported in the Statement of Net Assets and the Statement of Activities) and governmental
funds is reconciled at the bottom of the fund financial statements.
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* Proprietary funds—These funds make up the business-type activities reported in the
Statement of Net Assets and the Statement of Activities but provide more detail and
‘additiommal information, such 45 cash flows. o

* Redevelopment Agency Special Revenue Funds. The Redevelopment Agency is
responsible for redevelopment areas identified under the Community Redevelopment
Law is being blighted. The Agency’s operation are funded primarily by the issuance of
debt, which is expected to be repaid out of property tax increment revenue generated by
increased in property assessed values in the redevelopment arcas.

* The Redevelopment Agency Capital Project Fund was established to account for capital
improvement projects related to the various redevelopment areas. At the end of fiscal
year June 30, 2004, the ending fund balance was $1,627,033 a decrease of $1,511,425
from the prior year.

FINANCIAL ANALYSIS
Governmental Funds

In analyzing the City’s governmental funds, the unreserved fund balances serve as a usefiil
measure of the available resources.

As of the fiscal year ended June 30, 2004, the City’s governmental funds reported combined
ending fund balances of $30,357,412 an increase of $5,402,146 in comparison to the prior year.
Approximately 79 % of these funds are considered reserved, which means that they have already
been committed to specific programs. The remaining funds are undesignated, which means that
they are available for spending at the council’s discretion.

Capital Assets

The City’s investment in capital assets as of June 30, 2004 totaled $53,534,867 (net of
accumulated depreciation of $40,581,936), which represents an mcrease of $4,582,722 over the
prior year. This investment in capital assets includes land, buildings, improvements, machinery
and equipment, park facilities, roads and bridges. The fixed assets summary can be found on
page 27 of the financial statement notes.

Major capital asset additions during the current fiscal year include:

* Reliez Valley Road Trail Extension

¢ The Buckeye Ball Field

* 2004 Pavement Management Project

® The Downtown East Core Area Improvements

Long Term Debt

At the end of the current fiscal year, the City had $21,134,680 in long-term debt, which included
$244.680 in accrued vacations and leave. This compares with $15,333,496 last year -- a 42 %

v




increase. The increase is due primarily to the issuance of General Obligation Bonds totaling
$6,035,000, which will be used to finance road repairs and pay off some General Obligation
Bonds issued in 1995.

STRENGTHS & RIsSks
General Fund

The general fund is the primary operating fund of the City. At June 30, 2004, the undesignated
fund balance was $6,389,497 a decrease of $83 8,131 over the prior year. The City’s policy is to
maintain a cash reserve of 50% of general fund expenditures. The year-end general fund
balance represents almost 78% of the general fund expenditures, which means that the Cityisin
a very strong position and could cover almost an entire year of expenses without revenue.

Expenses

As a limited service City, Lafayette is able to keep its operating expenses relatively low and
permanent employees at a minimum. The major expenses for the City are Police Services --
which are contracted through the County and account for more than 1/3 of the General Fund
Expenses -- and Capital Improvements.

Over the last 7 years, the City has been able to significantly improve the condition of most of the
City’s major thoroughfares and arterials. In order to maintain this investment, the City’s General
Fund contributes approximately $1 million each year to the Pavement Management Program
(PMP). However, the Capital Improvement program for roads and drains still has a deficit of
$29 million over the next 5 years. Without an additional source of revenue many of the City’s
residential streets will never be repaired. Furthermore, those streets that are currently in good
condition will deteriorate. The Council has placed a measure on the November 2004 ballot
asking the residents to approve the sale of $29 million in bonds.

Another potential risk is Core Area Maintenance. The City has spent a significant amount of
money over the last several years improving the downtown area by replacing streetlights and
installing medians and landscaping, Although the current Core Area Assessment Tax pays for a
portion of these expenses, there has been a deficit of over $160,000 in this fund for each of the
last three years and this deficit will increase over time as expenses multiply but revenue remains
flat. An increase in the tax would require a 2/3 vote.

Revenue

Property Tax and Assessments is the largest revenue source at the City. Incorporated in 1968, the
City did not levy a property tax prior to 1978 when Proposition 13 was adopted; consequently, it

receives a relatively low share of the property tax under the statutory formula. Under legislation
adopied iii 1588, suie icliel has been glauicd (o ciiles o siniiar circumsiances; however,
property tax collections continue to be below what other cities collect. Currently the City
receives approximately 6.18% of the property taxes paid by its residents, compared to an average
of 9.08% for other cities in Contra Costa.

However, the property tax base remains very healthy and growing, due in large part to increases
in California home values and low interest rates. Assessed values in the City increased 7 % from
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$3,465,158,687 2002/2003 to $3,723,135,732 in fiscal year 2003/2004, thus increasing property
tax revenue 10 % from $4,844,487 t0 $5,322,239. Because assessed values do not typically
decline rapidly and the fact that the housing prices in Lafayette remain strong, this revenue

- source 1s-eensidered relatively-stable. : :

Sales Tax is the second most important revenue source of the City. Sales tax revenue increased
by less than 2% during the year, from $2,612,769, to $2,652,601 due primarily to the weaker
economy. However, because Lafayette has a relatively small retail base dominated by “daily
needs” service businesses, fluctuations in sales tax, both positive and negative, are less severe
than other cities that rely more heavily on big box, mall or auto retailers for their sales tax
revenue.

Vehicle License Fees (VLF) are the third largest source of revenue for the City. The State
imposes an annual vehicle license fee (VLF ) on the ownership of each registered vehicle in
California, in place of taxing vehicles as personal property. The City received '
$1,154,214 in 2003-2004 versus $1,446,059 in 2002-2003 in VLF revenues and has budgeted
$1,450,000 in 2004-2005 reflecting the Governor’s promise to restore the “back-fill” in return
for a designated two-year contribution to the state to help alleviate the budget crisis. As part of
this deal, the Governor has agreed to campaign for Proposition 1A which will protect local
revenues in the future. It is unknown at this time whether or not this proposition will pass. If
not, there may be serious consequences to both public safety and the City’s aggressive new
public works projects repair program in the future should the State again decide to balance their
budget using local revenue.

Opportunities for increasing revenue are limited. While the City may increase its fees for service
to more closely match the expenses, any additional taxes — such as a utility tax, bond tax, parcel
lax or assessment district tax -- must be passed by a 2/3 vote of the citizens, which may be
difficult given the current state of the economy.

Request for Information

This financial report is designed to provide a general overview of the City’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
Lafayette, Ca 94549
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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 ON FINANCIAL STATEMENTS

The Honorable Mayor,

And Members of the Governing Board of the
City of Lafayette Redevelopment Agency
Lafayette, California

We have audited the accompanying component unit financial statements of the City of Lafayette
Redevelopment Agency (the "Agency"), a component unit of the City of Lafayette, California, as of and
for the years ended June 30, 2004 and 2003, as listed in the table of contents. These component unit
financial statements are the responsibility of the Agency's management. Our responsibility is to express an
opinion on these component unit financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the component unit financial statements are free of material misstatements. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the component unit
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall component unit financial statement
presentation. We believe that our audit provided a reasonable basis for our opinion.

In our opinion, the component unit financial statements referred to above present fairly, in all material -
respects, the financial position of the City of Lafayette Redevelopment Agency, as of June 30, 2004 and
2003, and the results of its operations for the years then ended in conformity with accounting principles
generally accepted in the Untted States of America.

pauu«. 4&0%"‘&4\6’ 4rpraﬁm
CROPPER ACCOUNTANCY CORPORATION

September 24, 2004




CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
Statement of Net Assets
June 30, 2004 and 2003

ASSETS

Cash deposits and investments
Accrued interest receivable
QOther assets

Totat current assets

Restricted assets:
Debt service;
Cash deposits and investments
Low/Moderate Income Housing,
Cash deposits and investments
Accrued interest receivable
Total restricted assets
Capital Assets:
Eand
Improvements in process
Total capital assets

Total assets

LIABILITIES AND NET ASSETS
Liabiliti

Accounts payable

Accrued interest payable

Note payable to parking fund - current
Current portion - tax allocation bonds

Total current liabilities

Noncurrent liabilities:
Advances from general fund
Note payable to parking fund
Tax allocation bonds payable
Total liabilities

NET ASSETS

Invested in capital assels, net of related debt
Restricted for:

Debt service

Low/moderate income housing
Unrestricted:

Designated for Redevelopment (deficit)
Undesignated

Net assets (deficit)
Total hiablilities and net assets

Staternent 1

Governmental Activities

2004 2003
$ 6,013,459 $ 5,212,060
10,784 24,030
2,583 574
6,026,826 5,236,664
400,299 402,021
1,150,993 845,610
2,229 3,142
1,553,521 1,250,773
1,334,053 603,200
1,363,456 150,050
2,697,509 753,250
$ 10,277,856 $ 7,240,687
$ 362,300 $ 142,925
124,720 124,720 -
15,846 14,672
50,000 )
552,875 282,317
3,380,763 1,283,365
640,897 656,743
5,535,000 5,585,000
10,109,535 7,807,925
400,299 402,021
1,153,200 848,752
(1,385,178) (1,818,011)
168,321 (567,238)
$ 10,277,856 $ 7,240,687

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

L2.



CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
Statement of Activities
For the Year Ended June 30, 2004
with Comparative Amounts for 2003

Statement 2

Program Revenues Net Revenues (Expenses)
Charges for Grants and Contributions
Functions/Programs Expenses Services Operating Capital 2004 2003

Primary Government

Redevelopment Activities

Expenses:
Administration § 211,194 % - 8 - % 5 (211,194) (77,423)
Planning - - - - (504,455)
Professional services 4,775 - - {4,775) (32,497)
Community promotion 9,024 - - (9,024) (21,696)
Interest on debt 531,129 - - (531,129) (421,735)
Costs of debt issnance - - - - (174,255)
Subsidies - low/moderate income housing 64,289 - - (64,289) -
Other expenses 31,039 - - (31,039) -
Transfer to capital project fund - - - - (158,220)

Total Redevelopment Agency expenses — 851450 - -

General revenues:
Tax inctemental revenue
Investment income
Other revenue

Change in net assets

Net assets at beginning of year

Net assets at end of year

Reconciliztion from Statement of Revenues, Expenditures, and Changes in Fund Balance -
Governimental Funds to Statement of Activities (above):

Excess of revenues over expenditures and other sources {(uses)
Current year Capitial assets capitalized

Increase in accrued interest payable
Proceeds from bonds issued

Reduction in sct asscts (deficit) for the year

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

-3.

—(851450) __{1.390.281)

1,500,818 1,185,234
82,600 108,633
3,591 5,893

1,587,009 1,299,760

735,559 (90,521)

(567,238) (476,717)

5 168,321 § (567,238)

$ (1,208,700) $ 4,865,949

1,944,259 753,250

- (124,720)

- (5,585,000)

$ 735,559 (90,521




CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
Balance Sheet - Governmental Funds
For the Year Ended June 30, 2004 and 2003

Capital Projects Funds

Special Revenue Funds

Libtary Vetetan's Total Low/moderate
General Projects Project Hall Capital Debt Service Income Housing
ASSETS Projects Fund Fund
Cash $ 216,396 $ - $ - § 216,396 b -8 .
Local Agency Investment Fund 5458,752 - 338,311 5,797,063 - -
Accrued interest receivable 10,784 - - 10,784 - -
Other assets 1,166 725 692 2,583 - -
Restricted assets for:
Money Market investments - - - - 400,299 1,150,993
Accrued interest receivable - - - - - 2,229
Total assets $ 5,687,008 b 725 $ 339,003 $ 6,026,826 $ 400299 % 1,153,222
ILT AN T ASSET
Accounis payable and accrued liabilities $ 39,691 $ 127,162 $ 195,434 $ 362,287 $ - 22
Advances from general fund 1,172,204 1,323,491 885,068 3,380,763 - -
Loan payable to general fund - - 656,743 656,743 - -
Total Habilities and other credits 1,211,895 1,450,653 1,737,245 4,399,793 - 22
Fund balances
Restricted for:
Debt service - - - - 400,299 -
Low/moderate income housing - - - - - 1,153,200
Other 4,475,203 (1,449,928) (1,398,241 1,627,033 - -
Unrestricted - - - - - -
Fund equity 4,475,203 (1,449,928) (1,398,242) 1,627,033 400,299 1,153,200

Total liabilities and fund equity § 5,687,098 $ 725 § 339,003 $ 6,026,826

3 400,299 8 1,153,222

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

2004 2003
$ 216,396 $ (496,200)
5,797,063 5,708,259
10,784 24,030
2,583 574
1,551,292 1,247,632
2,228 3142
§ 7,580,347 $ 6,487,437
$ 362,309 § 142925
3,380,763 1,283,865
656,743 671,415
4,399,815 2,098,205
400,299 402,021
1,153,200 848,753
1,627,033 3,138,458
3,180,532

§ 7,580,347

CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
Balance Sheet - Govemmental Funds
For the Year Ended June 30, 2004 and 2003

4,389,232
’ $ 6,487,437

v

Total Fund Balance - Govemmental Fund Balance Sheet (Statement 3) $ 3,180,532
Adjustments:
To record capital assets, previously expensed 2,697,509

To record accrued interest payable on debt, previously recognized on a "when due” b (124,720)

To record tax allocation bonds payabie, previously recognized as revenue (5,583,000)

Total adjustments {(3,012,211)

Net assets on Statement of Net Assets (Statemnent 1) $ 168,321
_—r

The notes 1o the financial statements are an integral part of this statement
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Revenues
Tax increment revenue
Investment income
Other revenue

Total revenues

Expenditures
Administrative costs
Planning
Real estate purchase
Improvement costs
Interest expense
Professional services
Community promation
Subsidies
Other expenses

Total disbursements

Excess (deficiency) of revenues
over expenditures

Other financing sources (uses):
Tax allocation bonds issue
Less costs of issuance
Operating transfers - out
Total other financing sources (uses)

Excess (deficiency) of revenues over
expenditures, net of other financing

sources

Beginning fund balances

CITY OF LAFAYETTE

Statement 4
REDEVELOPMENT AGENCY
Statement of Revenues, Expenditures, and Changes in Fund Balance-
Gov. Funds
For the Year Ended June 30, 2004 and 2003
Capital Projects Funds
Total
General Library Veteran's Capital
Projects Project Halil Projects
835,518 $ - - $ 835,518
70,193 - - 70,193
3,591 - - 3,591
909,302 - - 909,302
161,202 49,992 - 211,194
347,938 427,019 98,821 873,778
- 683,461 47,392 730,853
- - 339,628 339,628
93,776 36,739 101,286 231,801
4,775 - - 4,775
9,024 - - 9,024
19,674 - - 19,674
636,389 1,197,211 587,127 2,420,727
272,913 (1,197.211) (587,127) (1,511,425)
(369,314) - 369,314 -
(369,314) - 369,314 -
(96,401) (1,197.211) (217.813) (1,511,425)
4,571,604 (252,717 (1,180,429 3,138,458
4,475,203 S (1,449,928) (1,398,242) $ 1,627,033

Ending fund balances

The notes to the financial statements are an integral part of this statement
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CITY OF LAFAYETTE Statement 4
REDEVELOPMENT AGENCY
Statement of Revenues, Expenditures, and Changes in Fund Balance-
Gov. Funds
For the Year Ended June 30, 2004 and 2003

Special Revenue Funds Total Governmental Funds
Low/moderate
Debt Service Income Housing
Fund Fund 2004 2003

3 295,774 $ 369,526 $ 1,500,818 ¥ 1,185,234

1,832 10,575 82,600 108,634

- - 3,591 5,893

297,606 380,101 1,587,009 1,299,761

- - 211,194 61,047

- - 873,778 504,455

- - 730,853 603,220

- - 339,628 150,050

299328 - 531,129 297,015

- - 4,775 32,497

- - 9,024 21,696

64,289 64,289 .

- 11,365 31,039 16,357

299,328 75,654 2,795,709 1,686,337
(1,722) 304,447 (1,208,700) (386,576)

- - - 5,585,000
- - - (174,255)
- - - (158,220)

- - - 5,252,525

(1,722) 304,447 {1,208,700) 4,865,949
402,021 848,753 4,389,232 (476,717)

5 400,299 5 1,153,200 5 3,180,532 § 4,389,232

The notes to the financial statements are an integral part of this statement
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CITY OF LAFAYETTE
- REDEVELOPMENT AGENCY
Notes to Component Unit Financial Statements
June 30, 2004

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 carries out 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 Lafayeite 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 Lafayctte Redevelopment Agency, pursuant to the California Community Redevelopment Law
of'the State of California, and applicable laws and ordinances.

The Agency proposes to:
i T an o manns e Hem n A sl namen vsnt Al 8 la n Tharm i mmb A v vk b e d PAPLCEPILPLe S e S ML Y S SR
L. 1_.11\/\..!1.110.5\; Lhlss %A v l.aul;u.u.du. (YR S WLy LUJ L Y R N TS ouUJ\.t\.aL Y LLLIAL WATLLD RO LACLIL VY LI LA \_«llfy o

General Plan and/or Specific Plans as may be adopted from time to time through the
cooperation of private enterprise and public agencies.




CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
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June 30, 2004

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,.

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 satisfy 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).
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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.

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, Veterans Memorial Fund and other projects.

-10 -
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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 a debt issuance in the June 30, 2003 fiscal year of $5,585,000
which is to be repaid out of future tax increment revenues and is secured by property within the Lafayette
City limits.

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 moneys restricted to low to moderate
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 govemnment-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 habilities
(whether current or non-current) associated with their activities are reported. Fund equity is
classified as net assets.

- 11 -
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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.

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 earned 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, including time deposits” 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 (LATF)” 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 vear or less. Those investments are reported at amortized cost. Fair
value 1s based on quoted market price. Additional cash and investment disclosures are presented in Notes
2.C.and 3.A.

“12-
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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 20 years from the Redevelopment Agency to another governmental fund in the
amount of $656,743 at June 30, 2004. 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 $3,380,763 from the General Fund of the City bearing interest at 8% per
annuim.

Receivables

In the government-wide statements, receivables consist of all revenues earned at year-end and not yet
received, The only receivable at June 30, 2004 was accrued interest.

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 if 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 will 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 (vears)
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”.

-13 -




CITY OF LAFAYETTE
REDEVELOPMENT AGENCY
~ Notes to Component Unit Financial Statements
June 30, 2004

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 are reported as liabilities in the government-
wide statements. The long-term debt consists primarily of bonds payable and debt incurred as a result of
long-term advances from other City of Lafayette funds.

Long-term debt for governmental funds is 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. The accounting in the government-wide statements is that principal payments are reflected
as reductions in the liability.

Equity classifications
Government-wide Statements
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”.

-14-
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Fund Statements

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

L.LE. 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.

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 licu
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 daies January 1 January 1
Lienvievy daies January 1 January i
Due dates 50% on November | July 1
50% on February 1
Delinquent as of December 10 August 31
Apnl 10
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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 are 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.

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
Long-term Debt Funds Bond Indenture

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 $100,000 of each institution’s deposits are covered by FDIC
insurance.
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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, 2004.

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, 2004, the Agency complied, in all material respects, with these revenue
restrictions.

2.D. Debt Restrictions and Covenants
Ad valorem tax
e Authority of Issuance
The bonds were authorized by a resolution of the Agency on July 22, 2002, and a resolution of the City,
adopted on July 22, 2002 and were issued pursuant to the indenture and in accordance with the

Redevelopment Law and the other applicable laws of the State of California.

The liability for the Lafayette Redevelopment Project Tax Allocation Bonds was as follows at
June 30, 2004:
Original Issue Outstanding
2002 Issue 5,585,000 5,585,000

e Repayment Funding

In order to provide sufficient finds for repayment of principal and interest when due on the Bonds, and
other debt of the Agency, the Agency is obligated to anmmally levy ad valorem tayes upon all nroperty
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 withm the City. A portion of said taxes, when collected will be placed in the Debt Service Fund
of the Agency for the bonds.
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* 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 Alternative Method of
Distribution of Tax Levies and Collections and of Tax Sale Proceeds (the “Teeter Plan"), as provided for
n Section 4701 et seq. of the California Revenue and Taxation Code.

For Fiscal Year 2003-04, the City's total secured and unsecured assessed valuation was $3,723,135,732
(full cash value).

Other long-term debt

The Agency is committed to meet debt service of $656,743 (at 8% interest) to the City of Lafayette
relating to a note payable to the City. In addition, the Agency has borrowed $3,380,763 from the General
Fund of the City which bears interest at 8% with no defined maturity date.

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

The City of Lafayette maintains a cash deposit and investment pool that is available for use by all funds
including the Agency.

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
agrecments, and the State Treasurer's investment pool (Local Agency Investment Fund).

Categorization of cash

In accordance with Governmental Accounting Standards Board Statement 3, cash deposits are classified as
to credit risk by three categories as follows:

Category 1: Deposits, which are insured by the FDIC.
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Category 2: Deposits, which are collateralized. The California Government Code requires
California banks and savings and loan associations to secure a City's deposits by
pledging government securities with a value of 100% of a City's deposits, or by
pledging first trust deed mortgage notes having a value of 150% of a City's total

deposits. :
Category 3: Deposits, which are uninsured or uncollateralized.

Categorization of investments

The investments that are represented by specific identifiable investment securities are classified as to credit
risk by three categories as follows:

Category 1: Insured or registered, or securities held by the City or its agent in the City's name.

Category 2: Uninsured and unregistered, with securities held by the counterparty’s trust
department or agent in the City's name.

Category 3: Uninsured and unregistered, with securities held by the counterparty, or by its
trust department or agent but not in the City's name,

Deposits with Mutual Funds and State investment pools are not required to be categorized.

The combined Agency's proportion of the City's cash and cash equivalents at June 30, 2004 are
categorized as follows:
Categories
Categorization
(1) (2) Not Required  Total

Cash items
Pooled cash, deposits and investments

Checking accounts $117,200 $616,685 $733,885
Less outstanding checks (155,186)

Deposits in transit 849

Total cash items 579,548
Investments

California Tocal Ageney
Investment Fund (LAIEF) 0,581,345 6,581,345
Money Market Investments (primarily debt service) 403 858 403,858

Total investments $6,985.203 6,985,203

Total cash equivalents $7.564,751
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Per balance sheet:

Cash $ 216,396
Local Agency Investment Fund 5,797,063
Restricted — U.S. Treasury Notes 400,299
Cash 366,711

Local Agency Investment Fund 784,282

$ 7,564,751

As of June 30, 2004, the Agency had $6,581,345 invested in LAIF, which had invested 1.6% of the pool
investment fund in structured notes and asset-backed securities.

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 (see note 3.H.):

Low/moderate
Debt Service Housing Income
Cash $ - $ 366,711
Local Agency Investment Fund - 784,282
Monecy Market Investments 400,299 -
Accrued interest 2,229

$ 400,299 § 1,153,222

3.C. Capital Assets

Capital asset activity for the year ended June 30, 2004, was as follows:

Balance Balance
Governmental Activities June 30, 2003 Additions June 30, 2004
Capital Assets: _
Land $ 603,200 $ 730,853 % 1,334,053
Land and building improvements in
process 150,050 1,213,406 1.363.456
Total S 753,250 > 1,744,255 § 2,057,505

* No depreciation expense has been incurred because construction is in process.
3.D. Accounts Payable
Payables in the governmental funds and enterprise fund are composed of payables to various venders.
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3.E. Long-Term Debt
The Agency’s long-term debt is as follows:

Long-Term Due Within

One Year
Advances from General Fund b 3,380,763 $ -
Loan Payable- Parking Fund 640,897 15,846
Tax Allocation Bonds 5,535,000 50,000
$ 9,556,660 $ 65,846

¢ Lafayette Redevelopment Tax Allocation Bonds

On August 6, 2002 (in the prior fiscal year), the Redevelopment Agency of the City of Lafayette (the
Agency) issued “Tax Allocation Bonds”, series 2002 (the Bonds) for the purpose of funding certain
improvements, funding a reserve fund, and paying the costs of issuance of the Bonds. The bonds are
limited obligations of the Agency, payable and secured by property tax incremental revenues.

The bond proceeds were distributed as follows:

Available for improvements § 5,011,478
Costs of Issuance 174,255
Deposit to Reserve Fund 399,267
Total Debt Issuance $ 5,585,000
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The following is a bond retirement schedule after June 30, 2004:

Redevelopment Tax Allocation Bonds - Issued 2003

Principal Interest Total
Payments due in fiscal years ending June 30; '
2005 $ 50,000 $ 298,765 % 348,765
2006 75,000 297,078 372,078
2007 100,000 294,253 394,253
2008 105,000 290,610 395,610
2009 110,000 286,468 396,468
2010 115,000 281,824 396,824
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 150,000 245,030 395,030
2017 155,000 237,175 392,175
2018 165,000 228,772 393,772
2019 170,000 219,555 389,555
2020 180,000 209,580 389,580
2021 190,000 199,035 389,035
2022 205,000 187,798 392,798
2023 215,000 175,827 390,827
2024 225,000 163,267 388,267
2025 240,000 150,015 390,015
2026 255,000 135,844 390,844
2027 270,000 120,750 390,750
2028 285,000 104,794 389,794
2029 300 000 87,975 387075
2030 315,000 70,294 385,294
2031 335,000 51,606 386,606
2032 355,000 31,769 386,769
2033 375,000 10,781 385,781

$ 5,585,000 $5,704,015  $ 11,289,015
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The following is a debt retirement schedule on the loan from the City of Lafayette — Parking Fund:

Due at Year-end Annual Payments Due at June 30, Principal Balance
June 30, Interest (8%) Principal Total Remaining
2004 $ 53,713 $ 14,672 $ 68385 § 656,743
2005 52,539 15,846 68,385 640,897
2006 51,272 17,113 68,385 623,784
2007 49,903 18,482 68,385 605,302
2008 48,424 19,961 68,385 585,341
2009 46,827 21,558 68,385 563,783
2010 45,103 23,282 68,385 540,501
2011 43,240 25,145 68,385 515,356
2012 41,229 27,156 68,385 488,200
2013 39,056 29,329 68,385 458,871
2014 36,710 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 -

$ 696,285 § 671,415 $ 1,367,700

3.F. Interfund Transactions and Balances

As discussed in note 1.A. and 3.E., the Redevelopment Agency has borrowed $1,283,865 (at 8% per
annum) from the General Fund, which are to be repaid out of future ad valorem revenues. In addition,
the Redevelopment Fund had borrowed $671,415 (balance of $656,743 at June 30, 2004) from another
City fund to be repaid over a 21 year period at 8%, also to be paid out of future ad valorem revenues.
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Transfers are used to (a) 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 $ 400,299
Low/moderate income housing fund 1,153,200
Total $ 1,553,499

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 has established defined contribution retirement plans (Plans) for ali permanent full-time and part-
time (working 20 or more hours per week) employees. In a defined contribution plan, benefits depend
solely on amounts contributed to the plan plus investment earnings. The City contributes between $200
and $500 per month for full-time employees, depending on the individual employee's length of service.
Contributions for part-time employees are based on a pro rata share of the full-time contribution based on
hours worked. Employees are under no obligation to contribute to the Plans. Employees are fully vested
in the City's contributions (and interest allocated to the employee's account) after five years' continuous
service by the employee. City contributions and interest forfeited by employees who leave employment
 before five-year service are used to reduce the City's current-period contribution requirement.

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 unti 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 Internal 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.
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4.B. Risk Management
Insurance coverage

The City purchases its insurance through the Contra Costa Municipal Risk Management Insurance
Authority ("CCMRMIA").

The following is a summary of coverage:
Participating Cities'
Total Deductible
Coverage (City Portion)
All risk fire and property $ 1,000,000,000 $ 5,000
Boiler and machinery $ 100,000,000 $ 5,000
Liability $ 15,000,000 $ 5,000
Auto-physical damage 250,000 $ 2,000

$
Workers' compensatiorn $ 45,000,000 $ 0

The total coverage includes the City's deductible, the portion underwritten by CCMRMIA 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.

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.

4.D. Subsequent Events

Veteran’s Memorial HalV/City Library

The Redevelopment Agency (the “Agency”™) during the current fiscal year acquired the Veteran’s
Memorial Hall property in the City of Lafayette at a cost of $683,461 for the purpose of constructing a
new library. It is planned that a new Veteran’s Memorial Hall will be constructed on land presently owned
by the City. To facilitate the plan, on July 10, 2002 the City acquired adjacent land at a cost of $650,212.
The estimated total cost of the new Veteran’s Memorial Hall is estimated to approximate $5 million.
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Governmental Funds - Budget and Actual
For the Year Ended June 30, 2003

Capital Projects Funds
Budget
Original Revised Actual
Revenues
Tax increment revenue 3 489208 3 602,672 3§ 835,528
Investment income 1,700 28,000 70,183
Other revenue 5,000,000 - 3,591
Total revenues 5,490,908 630,672 909,302
Expenditures
Administrative costs 65,037 218,598 211,194
Planning and design 50,000 1,712,000 873,778
Real estate purchase 2,600,000 1,093,461 730,853
Improvement costs 2,800,000 5,173,749 339,628
Interest expense 125,929 98,672 231,801
Professional services 271,577 30,000 4,775
Community promotion 12,000 40,000 9,024
Subsidies - - -
Other expenses 260,000 - 19,674
Total disbursements 6,184,543 8,366,480 2,420,727
Excess (deficiency) of revenues
over expenditures (693,635} (7,735,808) {1,511,425)
Other financing sources {(uses):
Operating transfers in (out) 4,500,000 (27,330) -
Total cther financing sources (uses) 4,500,000 (27,330) -
Excess (deficiency) of revenues over
expenditures, net of other financing
sources 3,806,365 (7,763,138) (1,511,425
Beginning fund balances 3,138,458 3,138,458 3,138,458
Ending fund balances h) 6,944,823 § (4,624680) § 1,627,033

The notes fo the financial statements are an integral part of this statetnent
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Debt Service Fund Low/Moderate Income Housing Fund

t
_ Budget ' Actual _ Budge :
Original Revised Original Revised

Actual

297,328 297328 295,774 $ 290,000 $ 290,000 369,526
- 2,000 1,832 6,000 6,000 10,575

297,328 299,328 297,606 296,000 296,000 380,101

299,328 299,328 299,328

299,328 299,328 299,328

(2,000) (1,722) 294,060 285,836 304,447

(2,000) (1,722) 254,000 285,836 304,447

402,021 402,021 402,021 848,753 848,753 848,753
400,021 402,021 400,299 $ 1,142,753 § 1,134,589 1,153,200

The notes to the financial statements are an integral part of this statement
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Cropper Accountancy Corporation
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Exhibit 2
2977 Ygnacio Valley Road, #460

Walnut Creek, California 94598
Tel: (925)932-3860
Fax: (925) 932-3862

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH STATE GUIDELINES

The Honorable Mayor,

And Members of the Governing Board of the
City of Lafayette Redevelopment Agency
Lafayette, Califorma

We have audited the financial statements of the Lafayette Redevelopment Agency (the "Agency™) as of and for
the year ended June 30, 2004, and have issued our report thereon dated September 24, 2004. We conducted our
audit in accordance with generally accepted auditing standards and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the financial statements of the City of Lafayette
Redevelopment Agency are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. Such provisions include those provisions of laws and
regulations identified in the Guidelines for Compliance Audits of California Redevelopment Agencies, issued by
the State Controller. 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 that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of Lafayette Redevelopment Agency's internal
control over financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control over financial reporting.
Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the
internal control over financial reporting that might be material weaknesses. A material weakness is a condition in
which the design or operation of one or more misstatements in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely petiod by employees in the
normal course of performing their assigned functions

We noted no matters involving the internal control over financial reporting and its operation that we consider to
be material weaknesses.

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

é»(aﬂ‘ k‘oun*'anﬂ’ 0@{ Fel‘a‘f fa\

CROPPER ACCOUNTANCY CORPORATION
September 24, 2004
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