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California State Controller
June 15, 2015

Jim Steele, Finance Director

South San Francisco Redevelopment/Successor Agency
P.O. Box 711

South San Francisco, CA 94083

Dear Mr. Steele:

Pursuant to Health and Safety Code section 34167.5, the State Controller’s Office (SCO)
reviewed all asset transfers made by the South San Francisco Redevelopment Agency (RDA) to
the City of South San Francisco (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 to the City or
any other public agency have been reversed.

Our review found that the RDA transferred $216,208,113 in assets after January 1, 2011,
including unallowable transfers totaling $41,844,014, or 19.35% of transferred assets. The
unallowable transfers included $17,543,148 to the City and $24,300,866 to the Entity Assuming
the Housing Functions.

However, the following corrective actions have been taken:
e OnJune 30, 2012, the City turned over $8,750,821 in capital assets to the Successor Agency.

e On August 14, 2012, the Successor Agency effectuated the transfer of housing functions and
assets of $24,300,866 to the Entity Assuming the Housing Functions.

Therefore, the remaining unallowable asset transfers in the amount of $8,792,327 must be turned
over to the Successor Agency.



Jim Steele, Finance Director -2- June 15, 2015

If you have any questions, please contact Elizabeth Gonzalez, Chief, Local Government
Compliance Bureau, by telephone at (916) 324-0622 or by email at egonzalez@sco.ca.gov.

Sincerely,
Original signed by

JEFFREY V. BROWNFIELD, CPA
Chief, Division of Audits

JVB/Is

cc: Bob Adler, Controller
County of San Mateo
Neil Cullen, Oversight Board Chair
South San Francisco Redevelopment/Successor Agency
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
Daniel Tobia, Auditor-in-Charge
Division of Audits, State Controller’s Office



South San Francisco 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. ... 3
RESTFICTEA USE ...ttt bbb 3
Findings and Orders of the CONtroller ... 4
Schedule 1—Unallowable Asset Transfers to the City of South San Francisco............... 7

Schedule 2—Unallowable Asset Transfers to the
Entity Assuming the Housing FUNCLIONS ............cccocoeiieii i, 8

Attachment—City’s Response to Draft Review Report



South San Francisco Redevelopment Agency Asset Transfer Review

Asset Transfer Review Report

Summary

Background

The State Controller’s Office (SCO) reviewed the asset transfers made
by the South San Francisco 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 $216,208,113 in assets after
January 1, 2011, including unallowable transfers totaling $41,814,014, or
19.35% of transferred assets. The unallowable transfers included
$17,543,148 to the City of South San Francisco (City) and $24,300,866
to the Entity Assuming the Housing Functions.

However, the following corrective actions have been taken:

e On June 30, 2012, the City turned over $8,750,821 in capital assets
to the Successor Agency.

e On August 14, 2012, the Successor Agency effectuated the transfer
of housing functions and assets of $24,300,866 to the Entity
Assuming the Housing Functions.

Therefore, the remaining unallowable asset transfers in the amount of
$8,792,327 must be turned over to the Successor Agency.

In January of 2011, the Governor of the State of California proposed
statewide elimination of redevelopment agencies (RDASs) 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 and oversight boards 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 (H&S) Code beginning
with section 34161.

H&S Code section 34167.5 states in 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.”
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South San Francisco Redevelopment Agency Asset Transfer Review

Objective, Scope,
and Methodology

Conclusion

The SCO identified asset transfers that occurred after January 1, 2011,
between the RDA, the City and/or any other public agency. 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.

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:

¢ Interviewed Successor Agency personnel to gain an understanding of
the Successor Agency’s operations and procedures.

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

e 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.

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

Our review found that the South San Francisco Redevelopment Agency
transferred $216,208,113 in assets after January 1, 2011, including
unallowable transfers totaling $41,844,014, or 19.35% of transferred
assets. The unallowable transfers included $17,543,148 to the City of
South San Francisco (City) and $24,300,866 to the Entity Assuming the
Housing Functions.

However, the following corrective actions have been taken:

e On June 30, 2012, the City turned over $8,750,821 in capital assets
to the Successor Agency.

e On August 14, 2012, the Successor Agency effectuated the transfer
of housing functions and assets of $24,300,866 to the Entity
Assuming the Housing Functions.

Therefore, the remaining unallowable asset transfers in the amount of
$8,792,327 must be turned over to the Successor Agency.

Details of our findings are described in the Findings and Orders of the
Controller section of this report.

-2-



South San Francisco Redevelopment Agency Asset Transfer Review

Views of We issued a draft review report on October 10, 2014. Mike Futrell, City
Responsible Manager and Successor Agency Executive Director, responded by letter
. . dated November 3, 2014, partly agreeing with the review results. The
Officials City’s response is included in this final review report as an attachment.
Restricted Use This report is solely for the information and use of the City of South San

Francisco, the Successor Agency, the Oversight Board, the Entity
Assuming the Housing Functions, 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

June 15, 2015



South San Francisco Redevelopment Agency Asset Transfer Review

Findings and Orders of the Controller

FINDING 1—
Unallowable asset
transfers to the
City of South San
Francisco

The South San Francisco Redevelopment Agency (RDA) made
unallowable asset transfers of $17,543,148 to the City of South San
Francisco (City). The transfers occurred after January 1, 2011, and the
assets were not contractually committed to a third party prior to June 28,
2011.

Unallowable transfers were as follows:

e On March 10, 2011, the RDA forgave a loan with the City, resulting
in an $8,792,327 reduction in loans receivable assets. This transfer
was accomplished in accordance with RDA Resolution No. 08-2011.

e On September 2, 2011, the City purchased properties on behalf of the
RDA. On January 30, 2012, the RDA transferred $8,750,821 in cash
to reimburse the City for this purchase. The City retained the
properties.

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. The assets must be turned over to
the Successor Agency for disposition in accordance with H&S Code
section 34177(d) and (e).

Order of the Controller

Pursuant to H&S Code section 34167.5, the City is ordered to reverse the
transfer of the assets in the amount of $17,543,148 and turn over the
assets to the Successor Agency. However, on June 30, 2012, the City
turned over $8,750,821 in capital assets to the Successor Agency.
Therefore, the remaining $8,792,327 in unallowable transfers must be
turned over to the Successor Agency.

City’s Response
November 3, 2014 letter:

With regards to the “loan forgiven” in the amount of $8,792,327, the
City does not agree that the “loan” must be returned to the Successor
Agency. The City provided additional documents to support their
position and stated the following:

e The transfer was a legitimate RDA expenditure, not a loan. The
most pertinent budgetary documents characterize the Miller
Avenue Parking Structure expenditure as an allocation, and not a
loan...

e Subsequent characterization of loan forgiveness was unnecessary
and was based on the City’s understanding at that time of its
obligations under Dissolution Law.
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FINDING 2—
Unallowable asset
transfers to the
Entity Assuming
the Housing
Functions

e Any documentation referring to a loan points to the Parking
District Enterprise Fund as having the obligation to repay the loan
specifically through parking permit and parking meter revenues.
An order to repay the Successor Agency, if sustained, should be
directed to the Parking District Enterprise Fund exclusively.

See Attachment for the City’s complete response.

SCO’s Comment

Based on our review of additional documents provided by the City, the
SCO acknowledged that the RDA may have appropriated $10,000,000
for the Miller Avenue Parking Structure through the budgetary
documents; however, various documents and subsequent actions taken
by the City Council and the RDA refer to the existence and forgiveness
of a loan related to the Miller Avenue Parking Structure. Despite the
absence of a legal agreement between the RDA and the City, the RDA’s
Financial Statements for fiscal year (FY) 2008-09, FY 2009-10, and FY
2010-11, recognized that the City Parking District Enterprise Fund owed
the Merged Redevelopment Project Area for the construction of the
Downtown Parking Garage (Miller Avenue Parking Structure). The
advances to the City referenced on the RDA’s Financial Statements are
also supported by a schedule that was prepared by the City for Miller
Parking, which demonstrated that effective June 30, 2009, the RDA
made multiple advances to the Parking District Enterprise Fund, and it
shows an accumulated balance of $8,792,327 (loan forgiveness amount);
therefore, the SCO maintains that the assets were advances to the City;
therefore, the City Parking District Enterprise Fund must turn over the
assets to the Successor Agency.

The RDA made unallowable asset transfers of $24,300,866 to the Entity
Assuming the Housing Functions. The transfers occurred after January 1,
2011, and the assets were not contractually committed to a third party
prior to June 28, 2011.

Unallowable transfers were as follows:

e On March 11, 2011, the RDA transferred $5,163,916 in capital assets
in order to preserve and continue redevelopment projects.

e On January 31, 2012, the RDA transferred a total of $19,136,950 in
cash and capital assets directly to the Entity Assuming the Housing
Functions as part of the RDA dissolution. The assets consisted of
property, loans receivable, and allowance for uncollectables.

Pursuant to 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. The assets must be turned over to the Successor Agency
for disposition in accordance with H&S Code section 34177(d) and (e).
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Order of the Controller

Pursuant to H&S Code section 34167.5, the Entity Assuming the
Housing Functions is ordered to reverse the transfer of the assets in the
amount of $24,300,866, and turn over the assets to the Successor
Agency. However, on August14, 2012, the Successor Agency
effectuated the transfer of housing functions and assets of $24,300,866 to
the Entity Assuming the Housing Functions in accordance with H&S
Code section 34176(b) and 34177(g) and under Resolution OB 04-2012.
Therefore, no further action is necessary.

City’s Response

The City does not dispute that $23,370,296 in assets were
prematurely transferred to the Entity Assuming the Housing
Functions. However, the City provided additional documentation and
noted some changes and corrections on this document, and stated
that the total book value of housing property assets should be
adjusted to the correct book values. Also, the City requested that the
Draft Report be revised to acknowledge that all the assets now
correctly reside in the Successor Housing Agency’s books.

See Attachment for the City’s complete response.

SCO’s Comment

The SCO has adjusted the finding from $23,370,296 to $24,300,866 to
properly reflect the correct book values.

Based on our review of additional documents provided by the City, the
SCO revised the report to acknowledge that on August 14, 2012, the
Successor Agency effectuated the transfer of housing functions and
assets of $24,300,866 to the City of South San Francisco, as the Housing
Successor, under Resolution OB 04-2012, and that these assets correctly
reside in the Successor Housing Agency’s accounting records. No further
action is necessary regarding this finding.
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Schedule 1—
Unallowable Asset Transfers to
the City of South San Francisco
January 1, 2011, through January 31, 2012

Unallowable asset transfers to the City of South San Francisco:

Loan forgiven (March 10, 2011) $ 8,792,327
Cash transfer to purchase properties (January 30, 2012) 8,750,821
Total unallowable transfers 17,543,148
Properties turned over to the Successor Agency (June 30, 2012) (8,750,821)
Total assets subject to H&S Code section 34167.5 $ 8,792,327
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Schedule 2—
Unallowable Asset Transfers to
the Entity Assuming the Housing Functions
January 1, 2011, through January 31, 2012

Unallowable asset transfers to the Entity Assuming the Housing Functions:

339-341 Commercial Avenue (March 11, 2011) $ 804,086
312 Miller (March 11, 2011) 717,183
310 Miller/311 Tannarack 586,309
630 Baden (March 11, 2011) 948,244
380 Alta Vista (March 11, 2011) 683,080
314 Miller — land and building (March 11, 2011) 669,896
714-718 Linden — building only (March 11, 2011) 755,118
636 El Camino (January 31, 2012) 4,470,000
Allowance for Uncollectables (January 31, 2012) (9,973,728)
Loans Receivable (January 31, 2012) 24,621,688
Commercial Rehab Loans (January 31, 2012) 18,990
Total asset transfers 24,300,866
Assets that effectuated to the Entity Assuming the Housing Functions

(August 14, 2012) (24,300,866)
Total transfers subject to H&S Code section 34167.5 $ —
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Attachment—
City’s Response to
Draft Review Report




CITY COUNCIL 2014

KARYL MATSUMOTO, MAYOR

RICHARD A. GARBARINO, VICE MAYOR
MARK ADDIEGO, COUNCILMEMBER
PRADEEP GUPTA, PH.D., COUNCILMEMBER
LIZA NORMANDY, COUNCILMEMBER

MIKE FUTRELL, CITY MANAGER
OFFICE OF THE CITY MANAGER

November 3, 2014

Elizabeth Gonzalez, Chief

Local Government Compliance Bureau
State Controller’s Office

Division of Audits

Post Office Box 942850

Sacramento, California 94250-5874

Dear Ms. Gonzalez:

This letter is provided in response to the draft State Controller Office (“SCO”) Report (“Draft
Repott”) on the Asset Transfer Review for the former Redevelopment Agency of the City of
South San Francisco (“RDA”) and the cover letter thereto (signed by Jeffrey Brownfield, Chief,
Division of Audits) dated October 10, 2014. We appreciate the SCO’s grant of an extension of
time, to and including November 3, 2014, in which to tespond to the Draft Report.

The Draft Report and cover letter find that the RDA made unallowable transfers to the City of
South San Francisco (“City”) and to the Entity Assuming the Housing Functions. Specifically,
the Draft Report states that the outstanding amounts that must be turned over to the Successor
Agency include $8,750,821 in capital assets from the City, and $23,370,296 in assets from the
Entity Assuming the Housing Functions. The Successor Agency and the City agree with two of
the findings, but request the final Report reflect the City’s cotrective actions, and dispute the
findings as they pertain to the Miller Avenue Parking Structure. The Successor Agency and City
are providing the following information in support of our position.

I Transfers to the Entity Assuming the Housing Functions

Finding 2 of the Draft Report identifies two transfers that were unallowable due to timing and

must be turned over to the Successor Agency. Specifically, one transfer of $4,233,346 in capital
assets and another transfer of $19,136,950 in cash and capital assets, totaling $23,370,296. The
City does not dispute that these assets were prematurely transferred to the Entity Assuming the
Housing Functions.

Howevet, the City would like the Draft Report to be revised to reflect the corrective actions that
have already occurred with respect to these asset transfers. Pursuant to Resolution 08-2012,
adopted on January 25, 2012, the City Council of the City of South San Francisco elected to act
as the Entity Assuming the Housing Functions (Successor Housing Agency) to manage former
RDA housing assets. On August 31, 2014 the California Department of Finance (DOF)
approved the Successor Housing Agency’s Housing Asset Transfer Form, whereby it authotized
the transfer of the $23,370,296 to the Successor Housing Agency. Accordingly, the City

1
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acknowledges it transferred these assets prematurely, but requests that the Draft Report
recognize that the asset transfer is now in compliance due to the DOF’s ptior approval. Further,
the City requests that the Draft Repott be revised to acknowledge that the assets now correctly
reside in the Successor Housing Agency’s books and that no further action is tequired by the
City or Successor Housing Agency.

Additionally, from a phone conversation with the SCO’s Audit Manager Scott Freesmeier on or
about October 29, 2014, the City’s Finance Directot, Jim Steele, understood that by providing
documentation to the SCO that shows that the Successor Housing Agency assets were correctly
reflected on the City’s accounting records as of February 1, 2012, the SCO would note that the
housing assets were now in compliance with applicable State requirements, notwithstanding any
timing issues that may have existed. That documentation is attached hereto as Attachment A.
Attachment A is a spreadsheet that shows the addresses of the housing assets and their book
values on the City’s books as of March 11, 2011, which is consistent with the asset values listed
in Schedule 2 of the Draft Report. Attachment A shows that those propetties are correctly still
showing on the City’s Successor Housing Fund fixed asset listing as of February 1, 2012. There
are some changes/cotrections noted on the footnotes of Attachment A to reconcile the two sets
of numbers. The Draft Report listed a property value matched with the wrong housing address.
Note 1 on Attachment A correctly shows that the $586,309 book value matches the property at
311 Miller/311 Tamarack (not 630 Baden). Note 2 shows that the correct book value for 630
Baden is $948,244. With those two corrections, and reflecting the accounting depreciation of
$17,674.23 (teflecting building deprecation between 3/1/11 and 2/1/12), the total book value
of all housing propetty assets should reflect $9,633,915.77 as shown on Attachment A.

The City believes that Attachment A demonstrates that all former RDA housing fixed assets
(land and buildings) ate now correctly showing on the Successor Housing Agency’s accounting
records in compliance with applicable law.

I1. Transfers to the City of South San Francisco

Finding 1 of the Draft Report identifies two transfers that were unallowable and must be turned
over to the Successor Agency. Specifically, one cash transfer of $8,750,821 and another a “loan
forgiven” in the amount of $8,792,327. The City notes that the Draft Report cotrrectly reflects
that the cash transfer of $8,750,821 has already been turned over to the Successor Agency via
the asset transfer of the former Ford propetties. However, the City does not agtee that the
“loan” as charactetized in the Draft Report must be returned to the Successor Agency, for the
reasons stated below.

A. The transfer was a legitimate RDA expenditure. not aloan

The RDA expenditure for the Miller Avenue Parking Structure was neither an advance nor a
loan to the Parking District Enterprise Fund. Careful review of the City’s past Capital
Improvement Program (“CIP”) budgets demonstrates that the RDA funding for the design and
construction of Miller Parking Garage was in fact a RDA expenditure. In the 2007-08 CIP,
adopted on June 13, 2007, CIP Item No. 19, Miller Avenue Parking Structure, received a
$10,000,000 appropriation from the RDA. (see attachment B) Because those funds were



effectively spent by the RDA at that point, that should control the charactetization of this
expenditure. Further, this 2007-08 CIP expenditure does not charactetize the Miller Avenue
Parking Structure funding allocation as being funded by bonds or loans. Instead, the budget
records the $10,000,000 transfer strictly as a RDA funded approptiation. The CIP budget
contains a legend with a separate category for bonds/loans (B/L), and the entry for the Miller
Avenue Parking Structure funding project does not contain a reference to bond/loan funding.
Other entries, however, do contain the bond/loan demarcation. This demonstrates, that at the
time of the allocation, the RDA transfer to the Miller Avenue Patking Structure project was
merely an expenditure, not a loan or advance.

Other City documents confirm that the RDA did not loan or advance the funds, Within the
RDA budget page of the City’s 2007-08 Operating Budget, which was also adopted on June 13,
2007, there is no record of an advance to the Parking District Enterprise Fund for the Miller
Avenue Parking Structure. (see attachment C) However, the adopted 2007-08 Operating Budget
does explicitly state that the RDA “will advance $3.2 million to the Sewer Fund in 2007/08” for
a specified project. This demonstrates that the Operating Budget could and did identify sources
that in fact received loans or advances from the RDA. Because the 2007-08 Operating Budget
did not identify the Parking District Enterprise Fund as receiving a loan or advance from the
RDA, the budget action that occurred, approptiating funds for the Miller Avenue Parking
Structure project, should be characterized as a RDA expenditure and not a loan or advance.

Despite the fact that the Parking District’s balance sheet in the 2008-09 Operating Budget
contains a reference to an advance and a loan between the Parking District and RDA, this
inclusion was an inadvertent charactetization of the ptior year’s expenditure. When looking at
the 2008-09 Operating Budget, it is appropriate to refer back to the ptior budget documents to
determine the correct charactetization of the funds at the time they were actually allocated, and
as discussed above, the 2007-08 CIP budget and Operating Budget cleatly state that the
expenditure was not a loan. Moreover, the 2008-09 Capital Improvement Program budget
identifies the $10 million expenditure as funded by the RDA, not as a loan. (see attachment D)

Furthermore, the RDA subsequently referred to the transfer to the CIP budget as an allocation,
not as a loan or an advance. For example, several RDA Staff Reports from 2008, specifically:
March 12; March 26; April 9; and May 14; all state: “The 2007-2008 Capital Improvement
Budget includes an appropriation of $10,000,000 for design and construction of the Miller Avenue
Parking Structure, from Redevelopment Funds.” (see attachment E (emphasis added)) The RDA
was in the best position to characterize its funding as a loan or an allocation, and it cleatly
described it as an allocation. Moteover, RDA Resolution No. 11-2008 states that that the City
Council “has appropriated $10,000,000 in the 2007-2008 Capital Improvement Budget for the
design and construction of the Miller Avenue Patking Structure.” (see attachment F) These
documents demonstrate that the RDA intended to, and the City Council consented to, the
appropriation as an expenditure, and did not intend for the transfer to be a loan.

Further, the absence of loan documents between the RDA and the City or Parking District
demonstrates that the transfer was in fact merely an expenditure effectuated through a budgetaty
action. No documents exist that evidence that a loan between the RDA and the Parking District
was executed. As stated above, the RDA merely made a budgetary transfer in 2007 into the
Miller Avenue Parking Structure capital project, and at that time it did not intend to be repaid



for that expenditure. Despite a prior RDA Staff Report from Februaty 14, 2007 and related
minutes that show the RDA approved a conceptual financing plan that included a loan to the
Parking District, there were never any documents prepated or executed effectuating such a loan
or advance. Furthermore, the City never provided any security for the loan. Thus, evidence of
the loan’s existence is based solely off a conceptual financing plan and subsequent overall
references to that financing plan. The absence of a legal agreement or statement of obligation
specifying the actual amount of the loan and terms of tepayment between the RDA and the City
demonstrates that there is no loan, and therefore no asset to return to the Successor Agency.

Because the most pertinent budgetary documents characterize the Miller Avenue Parking
Structure expenditure as an allocation, and not a loan, the SCO should revise its Draft Repott
and find that there was never a loan or advance between the Parking District and the RDA, and
therefore no asset to return to the Successor Agency.

B. Subsequent characterization of loan forgiveness was unnecessary and was based on the
City’s understanding at that time of its obligations under Dissolution Law

As the project was funded in the 2007-08 budgets, the RDA’s subsequent references to the
loan/advance in 2011 were a mischaractetization of the character of the asset. The March 2,
2011 RDA Staff Report regarding forgiveness of the advance to the Parking Enterprise Fund
wrongly stated that funding was advanced pursuant to the CIP budget approved on July 28,
2010. As explained above, this transfer actually occurred in the 2007-08 budget, not in 2010.
Accordingly, Resolution No. 08-2011, which forgave the purported loan, was unnecessary.
Further, the 2012 RDA Resolution (Resolution No. 01-2012) approving the loan forgiveness
was also legally unnecessary — the RDA only took this action because it believed that it was
obligated to do so at the time pursuant to AB 936.

G The RDA substantially complied with Health and Safety Code Section 33445(a)

Notwithstanding the City’s positions stated above, the SCO should revise its finding relating to
the Miller Avenue Parking Structure funding because the City achieved substantial compliance
with section 33445(a), thereby barring invalidation by ABx1-26 ot AB 1484. Section 33445(a)
authorizes an RDA to pay for projects of cities and other public entities upon certain
determinations. The doctrine of substantial compliance allows substance to prevail over form
provided that the policy behind a statute has been satisfied. (Friends of Shingle Springs Interchange,
Inc. v. Cnty. of El Dorado (2011) 200 Cal. App. 4th 1470, 1489; Malkk v. Blue Cross of Calsfornia
(2004) 121 Cal. App. 4th 44, 72-73.) Further, the doctrine of substantial compliance has been
applied to determine that that a legislative body satisfied statutory findings requirements.
(Sanguinetti v. City Council of Stockton (1965) 231 Cal App. 2d 813.)

In Sanguinetti v. Ciity of Stockson, the court upheld a redevelopment plan, rejecting challenges that
Stockton failed to make required findings. There, the court discussed that, in making findings, a
city council hearing is held to a lower standard than a judicial proceeding. (I4. at 817.) As such,
findings and determinations do not have to be “in exact accord with the legislative language.”
(/d. at 818.) “Substantial compliance with the legislative requitements is sufficient.” (Ibid.) 'The
court emphasized the significance of whether a city council fully considered the applicable

issues, complied with the law, and acted to benefit the affected community. (I4id.) Therefore,



compliance with legislative requirements and full consideration of applicable issues is of greater
significance than precisely following legislative mandate.

The analysis in Sanguinett; demonstrates that here the City substantially complied with the
requirements of section 33445(a). The City considered the substantive issues presented by
section 33445(a) because when it authotized the design and construction of the Miller Avenue
Parking Structute it addressed the elimination of blight, means of financing, and consistency
with the implementation plan, as is further outlined below.

First, section 33445(a)(1) requires a determination that the land purchase, construction, or
improvement will benefit the project area by helping to eliminate blight. Blight is caused in part
by depreciating or stagnant property values, high crime rates, and vacant businesses. (See Cal.
Health & Saf. Code § 33031.) City Council and RDA meetings demonstrate that the City
intended to improve property values and reduce vandalism through construction of the Miller
Avenue Parking Structure. During the February 14, 2007 RDA Meeting, Boardmembers
discussed the need for a patking garage to revitalize the downtown’s economy. Further, the June
4, 2007 City Council Staff Report stated the garage could function as a catalyst for future
commercial development in the downtown, and further, would enhance the matketability of that
development. The Dec. 12, 2007 City Council Staff Report anticipated that the Miller Parking
Garage with ground floor commercial uses would reduce vandalism and trespass issues. Thus,
the City Council fully determined that the Miller Avenue Parking Structure would reduce blight
by improving economic conditions and reducing vandalism and trespass rates.

Furthermore, the RDA’s 2005 and 2010 Implementation Plans directly link the need for a
Downtown/Central public parking lot to the obligation to reduce blight. First, the 2005
Implementation Plan notes that the Downtown/Central Area suffered from “[s]tagnant sales tax
revenue and business decline.” It then focused on parking as a key factor deterring revitalization
in the Project Areas and, therefore, a necessaty project to cotrect this deficiency. Similarly, the
2010 Implementation Plan found the following blighted conditions within the
Downtown/Central Area: stagnant and declining businesses and inadequate infrastructure and
public facilities. The 2010 Implementation Plan then explains that the parking projects, which
included Miller Avenue Parking Structure, would “eliminate the tremaining blighting influences”
by improving patking facilities to “ameliorate parking and circulation problems throughout the
Project Areas that deter revitalization.” Therefore, Miller Avenue Parking Structure was not only
found to help eliminate blight but was designed and constructed with section 33445(a)(1)’s goal
specifically in mind.

Next, section 33445(a)(2) requires a finding that no other reasonable means of financing is
available. In 2001, an analysis regarding a potential new parking structure for the Downtown
Parking District stated that no reasonable funding source was identified at that time. (RDA Staff
Report, Feb. 14, 2007.) This statement meets the requitements of section 33445(a)(1) because it
assetts that no other reasonable means of financing existed to fund construction of the Miller
Parking Garage. Pursuant to a 2006 update of the study, the RDA determined RDA funds
would be necessaty to subsidize the garage, further indicating absence of alternative funding.
The RDA adopted the financial plan for the garage, incorporating the studies, at the February
14, 2007 meeting.



Last, section 33445(a)(3) requites that the payment be consistent with the implementation plan.
The Implementation Plan in effect at the time of approptiations sought to revitalize the
downtown, encourage customers to shop, and make the area more pedestrian friendly. On June
4, 2007, a City Council Staff Repott stated that the inclusion of commercial space in the garage
was consistent with the General Plan and was considered “an urban design ‘best practice’ for
downtown parking structures.” It further noted that the project could spur future commercial
development and create a “mote pleasant pedestrian experience.” Thus, before the 2007-08 CIP
Budget was adopted, the proposed garage was desctibed by the City Council in terms that were
consistent with the goals of the implementation plan, which indicates substantial compliance
with section 33445(a)(3). Further, on December 12, 2007, the City Council adopted a resolution
stating that the project is consistent with the Downtown/Central Redeveloprnent Plan.

The 2005 and 2010 Implementation Plans themselves establish that Miller Parking Garage in
fact consistent with the Implementation Plans. The 2005 Implementation Plan addressed the
need to construct additional surface public patking and allocated $1 million for the
identification, study, and design of new surface public parking lots. The 2005 Implementation
Plan also notes that goals and expenditures must serve to eliminate blight and then discusses
that the lack of parking deters revitalization in certain Project Areas.

The RDA’s expenditures for the design and construction of Miller Avenue Parking Garage are
explicitly consistent with the 2010 Implementation Plan because that plan specifically includes
projected expenditures for the Miller Avenue Parking Garage in the amount of $10 million.
Furthermore, the 2010 Implementation Plan discusses that improving public parking in the
Downtown/Central Area is a specific goal of the 2010 plan. Therefore, the Miller Avenue
Parking Garage was consistent with existing Implementation Plans as the 2005 Implementation
Plan recognized the need for additional patking and the 2010 Implementation Plan explicitly
included the Miller Avenue Parking Structure.

Thus, the evidence demonstrates that the City Council and RDA substantially complied with
section 33445(a) before 2008. Both entities expected the garage to help eliminate blight,
recognized the lack of alternative financing, and discussed that the project was consistent with
the implementation plan. This shows both entities fully considered the issues presented by
section 33445(a). Moreover, some of these determinations occurred before the adoption of the
2007-08 CIP Budget, in which the RDA funds were appropriated to the Miller Parking Structure
project.

It is also noteworthy in establishing substantial compliance that the City Council and RDA’s
actions regarding Miller Parking Garage satisfied the policy behind section 33445(a). One coutt
has found that the statutoty intent behind section 33445 is “to effectively limit potential abuses
In tax increment financing.” (Meaney v. Sacramento Hous. & Redevelopment Agency (1993) 13 Cal.
App. 4th 566, 581.) Construction of the Miller Parking Garage was consistent with the goals of
Redevelopment Law in existence during its design and construction. From the outset, the RDA
and City Council recognized that a parking structure was “a valid Agency expense” and
considered it to be “a proper use of Agency dollars.” (RDA Staff Report, Feb. 14, 2007.) The
structure was integral to the Downtown/Central Improvement Plan and was specifically
anticipated to reduce blight in the area. Further, RDA funds wete the only available means of



finance, which demonstrates that the City was not abusing tax increment financing in seeking
RDA funds for the garage’s design and construction.

Thus, the City achieved substantial compliance with section 33445(a). As discussed above, the
City Council and RDA fully considered the issues presented in section 33445(a) and made
determinations that complied with these legislative requirements. Exact accord with legislative
language was not necessary. Moreover, the City satisfied the policy goals behind section 33445(a)
because the parking structure was a valid use of RDA funds. :

II.  If SCO determines an expenditure to be a “loan,” the Parking District should be
ordered to return the assets to the Successor Agency

A. If SCO determines an expenditure to be a “loan,” the obligation to repay should be

limited to net revenue from Parking District Enterprise Fund

In the event the SCO’s Final Repott concludes that there was a loan between the RDA and the
Parking Enterptise Fund, the SCO should order the asset to be tepaid from the Parking District
Enterprise Fund, exclusively. The Parking District received the benefit of the funds, and any
references to a “loan” or “advance, ” although inaccurate, for the reasons discussed above, cite
the Parking District’s responsibility to repay the loan. Also, the Parking District Enterprise Fund
was the subject of the purported loan forgiveness action in 2011 and 2012. At no time did
another City fund or agency bear any responsibility for, or receive any benefit from, the assets.
The Parking District is an Enterprise Fund, meaning its expenses are funded solely from the
operations of the enterprise itself (patking revenues). Thus, the Parking District Enterprise Fund
is not a part of the City of South San Francisco’s General Fund, and has consistently been
shown as a separate fund on the City’s financial records.

The RDA expenditure benefitted the Parking District alone because the Miller Avenue Parking
Structure is part of the South San Francisco Parking District #1. Initial City documents illustrate
that the Parking District revenues would bear primaty responsibility to tepay the obligation. The
gatage’s financing plan stated: “Funds from the Redevelopment Agency will be loaned to the
Parking District to fund design and construction.” (RDA Staff Report, Feb. 14, 2007.)

The City’s 2008-09 and 2009-10 Operating Budgets state that all parking revenue would go to
repayment of the “loan.” Specifically, a footnote to the Parking District Enterprise Fund budget
page in those budgets states that the Parking District borrowed funds from the RDA and that
the funds will be paid back from parking permit and parking meter revenues over the span of 20
years.

Lastly, when the RDA forgave the purported advance on March 2, 2011, it specifically forgave
the “City of South San Francisco’s Downtown Parking Enterprise Fund.” (RDA Resolution No.
08-2011.) The accompanying March 2, 2011 RDA Staff Report further demonstrates that the
funds were solely directed to Parking District use and benefit. The repott stated the advances
wete made due to insufficient Parking District funds to pay for construction costs. Moteover,
the RDA forgave the loan so that the Parking District could attend to downtown parking needs
instead of dedicating parking permit sales and parking meter revenues for 15-20 yeats to loan
repayment. In fact, the 2012 RDA Resolution approving the loan forgiveness discussed the



e

positive benefit to the Parking District and noted that it could use its annual revenue for
maintenance and operations instead of repaying the advance. (RDA Resolution No. 01-2012)

Thus, any documentation referring to a loan points to the Parking District Enterprise Fund as
having the obligation to repay the loan specifically through parking permit and patking meter
revenues. This suppotts the argument that the Parking District Enterprise Fund is ultimately
tesponsible for receiving the funds and is the entity responsible for repaying them.

Therefore, because the Parking District Enterprise Fund received the assets and bore
tesponsibility to repay the RDA under the conceptual financing plan, an order to repay the
Successor Agency, if sustained, should be directed to the Parking District Enterprise Fund
exclusively.

Finally, the City does not have sufficient funds on hand to pay the amount directed by the SCO.
Any order that is finalized would need to accommodate installment payments following a
further review of the City’s outstanding obligations and anticipated revenue.

IV. Conclusion

For all of the reasons stated above, including Community Redevelopment Law as supplemented
by ABx1-26 and AB 1484, the Successor Agency and the City submit that the SCO’s proposed
asset transfer order cannot be sustained, and we respectfully request that the SCO revise the
Draft Repott accordingly. In addition, please note that the Successor Agency and the City
teserve all rights to raise such other and further legal arguments with respect to the Draft Repott
as we deem necessary and appropriate.

Should you have any questions regarding this letter or our position, please contact Jim Steele ,
Finance Director, at (650) 877-8507.

Sincerely.

%&é«:n :

City Managér and
Successor Agency Executive Director

Attachments

c: Steve Mattas, City Attorney

2351066.7



Attachment A

Housing Successor Agency Capital Assets as of February 1, 2012
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Attachment B

2007-2008 Capital Improvement Program Budget
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Attachment C

2007-2008 Operating Budget, pages 61-62
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Attachment D

2008-2009 Capital Improvement Program Budget
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Attachment E

RDA Staff Report, regarding Resolution No. 11-2008 to approve the final design of the
Miller Avenue Parking Structure and authotize contract for design
May 14, 2008, page 3



Staff Report
RE: Watry Design Contract — Miller Ave. Parking Structure
Date: May 15,2008

Page 3 of 3

FUNDING

The 2007-2008 Capital Improvement Budget includes an appropriation of $10,000,000 for design
and construction of the Miller Avenue Parking Structure, from Redevelopment Agency Funds,

CONCLUSION

Staff recommends that the Redevelopment Agency Board adopt the attached resolution approving
the final design for the Miller Avenue Parking Garage and authorizing the Executive Director to
execute a contract with Watry Design, Inc. to complete the construction documents and competitive
bid packages for the Miller Avenue Parking Structure.

By: Approved:
Marty Van Duyn

Barry M. Nagel
Assistant Executive Director i

Executive D

ATTACHMENTS

Resolution

Exhibit A - Watry Design, Inc. Scope of Services
December 12, 2007 City Council Minutes

Plans

BMN:MVD:SK

S$AStaff Reports\2008\05-1408 CORDASR - Watry cantract $14-08.doc



Attachment F

RDA Resolution No. 11-2008




RESOLUTION NO. 11-2008

REDEVELOPMENT AGENCY OF THE CITY OF SOUTH SAN FRANCISCO,
STATE OF CALIFORNIA

A RESOLUTION APPROVING THE FINAL DESIGN OF THE
MILLER AVENUE PARKING STRUCTURE AND
AUTHORIZING THE EXECUTION OF A CONTRACT WITH
WATRY DESIGN, INC. FOR CONSTRUCTION DESIGN OF
THE MILLER AVENUE PARKING STRUCTURE

WHEREAS, the Redevelopment Agency of the City of South San Francisco (“Agency”)
is a redevelopment agency existing pursuant to the Community Redevelopment Law, California
Health and Safety Code Section 33000, et seq. (the “CRL"), and pursuant to the authority
granted thereunder, has the responsibility to carry out the Redevelopment Plan ("Redevelopment
Plan") for the Downtown/Central Redevelopment Project Area ("Project Area "); and

WHEREAS, the City Council of the City of South San Francisco has appropriated
$10,000,000 in the 2007-2008 Capital Improvement Budget for the design and construction of
the Miller Avenue Parking Structure; and

WHEREAS, Watry Design, Inc. and Group 4 Architecture/Walker Parking Consultants
submitted proposals for the design and construction administration of the Miller Avenue Parking
Structure, though Watry Design, Inc. was able to provide a full scope of services and complete
delivery of the project seven months earlier than Group 4 Architecture/Walker Parking
Consultants; and

WHEREAS, Watry Design, Inc. has completed schematic designs of the Miller Avenue
‘Parking Structure, and is prepared to proceed with construction drawings, bid packages, and
construction administration services for an amount not to exceed $1,101,232, as detailed in their
proposal, attached to this Resolution and incorporated herein by refererice; and

- WHEREAS, a Mitigated Negative Declaration has been completed in accordance with
the California Environmental Quality Act, analyzing the proposed project’s effects on the
environment and concluding that after mitigation, the project will not have any significant
environmental impacts.

- NOW THEREFORE, BE IT RESOLVED, that thie Redevelopient Agency of the City of
South San Francisco does hereby approve the. final design’ of the Miller Avenue Parking
Structure and authorize the Executive Director or his designes; to exccate a cofitract with Watry.
Désign, Inc., not to exceed $1,101,232, to complete the construction design and docuinetits and"
competitive bid packages for the Miller Avenue Parking Structure. : :



I hereby certify that the foregoing Resolution was regularly introduced and adopted by
the Redevelopment Agency of the City of South San Francisco at a regular meeting held on
the 14" day of May 2008 by the following vote:

AYES:

NOES:
ABSTAIN:

ABSENT:

Boardmembers Mark N. Addiego Richard A. Garbarino, Kevin Mullin,

Vice Chair Karyl Matsumoto and Chair Pedro Gonzalez,

None

None

None




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