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AD HOC COMMITTEES

The Grand Jury presently has four standing committees:

1. Law & Justice

2. Admin/Financial

3. Human Services/Economic Development
4. Public Support & Services

Each of these committees is responsible for handling assignments within the cities
and County, including special districts and redevelopment agencies.

For whatever reason, when it is felt that a standing committee is unable to absorb

an issue into its scope, an ad hoc committee is formed to examine that specific problem
or issue.

The 2009-2010 Grand Jury formed six ad hoc committees. Two of these
committees are providing the following information for this Final Report.
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BARSTOW CEMETERY DISTRICT
DBA MOUNTAIN VIEW MEMORIAL PARK

SUMMARY

The Barstow Cemetery District is one of the very few Independent Special
District Cemeteries in the County. The Cemetery was created in 1937. The County took
it over in 1947 as a Special District. The Barstow Cemetery District is a very small
operation. They have a Superintendent who manages the Cemetery, a part time office
assistant, and three groundskeepers. The governing board is made up of five members.
They do not have a bookkeeper and the County’s Auditor Controller/Recorder’s (ACR)
office pays all of their bills. Since they are an Independent Special District, the County’s
Special District Department has no oversight of this Cemetery and plays no ongoing role.
The Local Agency Formation Commission (LAFCO) for the County has the only
oversight on Independent Districts. They provide a “Sphere of Influence” review every 4
1/2 years and can recommend that an Independent Special District be dissolved. In the
fall of 2008, the Barstow Cemetery District’s Sphere of Influence review gave them a
score of ‘0’ and recommended their dissolution. As of this date, this action has not taken

place.

Government Code Section 56076 defines a sphere of influence as “a plan for the
probable physical boundaries and service area of a local agency as determined by the
commission.” In simple terms, a sphere of influence is a planning boundary within which
a city or district is expected to grow into over time. The purpose of a sphere of influence
is to encourage the “logical and orderly development and coordination of local
government agencies so as to advantageously provide for the present and future needs of

the county and its communities.”

51



2009-2010 San Bernardino County Grand Jury Final Report

The LAFCO “Sphere of Influence” review listed the following issues:

1. The District is non-responsive to LAFCO’s multiple Public Records Act
requests for Data to complete the mandatory Municipal Service
Review/Sphere of Influence update as well as written requests from the ACR
for submission of monthly financial statements, annual budgets and annual
Audits, as required by Health & Safety Code 9007 (Public Cemetery Law)
and Government Code 26909. As of November 18, 2008, the ACR indicated
that they had just received the Audit for FY 2004-05.

2. Large sums have been transferred from the endowment fund to the operating
fund. Pursuant to Public Cemetery District Law, only interest and gains may
be utilized from the Endowment Fund. Since the District only submitted
audits for FY 2003-04 and FY 2004-05, LAFCO was unable to determine

with certainty that principal was transferred.
3. Unusually high benefit payments for only two employees. LAFCO reported
that the benefit payments during FY 2006-07 were approximately 85% of

salaries.

4. Unusually high payments for retail water and fuel for motor vehicles charged

to the District.

METHODOLOGY

Grand Jury members conducted interviews with the following during the course

of this investigation:

1. Barstow Cemetery District personnel on Thursday, December 3, 2009.

2. LAFCO Executive Officer on Monday, March 29, 2010.
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3. Barstow Cemetery District personnel and Board Members on Thursday, April
8, 2010.

4. Director of Special Districts on Tuesday, April 20, 2010.

In addition to these interviews, Grand Jury members also reviewed various
publications regarding the workings and responsibilities of LAFCO, Special Districts and
California Association of Special Districts to become familiar with how they affect the
workings of a Special Cemetery District. They also reviewed the most recent Audit of
the Barstow Cemetery, the ACR’s Financial Accounting System (FAS) report, the
LAFCO meeting minutes discussing the Cemetery’s Sphere of Influence report and
Government Code Section 56425-56434.

FINDINGS

The Grand Jury’s investigation into this issue found the following.

1. The Cemetery management claims they have never been informed of the

requirements regarding submitting monthly financials and annual budgets.

2. The Cemetery does submit annual Audits, but their Audits are generally

received 2 years after the period of time for which they are done.

3. Since the ACR pays all of their bills, the Cemetery is of the opinion that the
ACR maintains their books. The ACR sends them a monthly report
(approximately 54 pages) titled “Report Distribution System” and referred to
by the County as a FAS report. The Barstow Cemetery people are of the

opinion that this is a financial statement.
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The Barstow Cemetery Superintendent states that they know nothing about
transfers from their Endowment Funds. They claim the ACR does that.

Regarding the high cost for employee benefits, there are actually five
employees, not two as LAFCO indicated. Also, because of their low salaries,
the Cemetery Board authorized a good health insurance plan for the
employees. And with only five employees, the cost for benefits is very high,
both for health insurance and worker’s compensation. They are not covered
in the County system where they could receive much lower premiums if they

were allowed to participate.

The high cost of water is due to the fact that they had three wells but they
have all gone dry. When they looked into re-digging a well, they were told
there was no water under their property and they had no choice but to use

retail water.

With agreement of the Barstow Cemetery District and the County, the County
Special Districts Department could transfer the Cemetery to a County

Controlled Special District.

RECOMMENDATIONS

10-32

10-33

LAFCO, Special Districts and the ACR’s office need to set up a meeting
with the Cemetery Supervisor and the Board of Directors and provide

them with understandable guidelines and rules they are to follow.

(Finding 1)

Special Districts needs to look into taking over the Cemetery and
determining what changes would have to be made in order for the

Cemetery to afford this change over. (Finding 7)
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10-34 The Barstow Cemetery needs to contact LAFCO, the ACR and Special
Districts and ask for help. (Findings 1, 2, 3)

10-35 The Barstow Cemetery needs to arrange for someone to become their
bookkeeper and keep monthly financial statements and do an annual
budget. (Findings 1, 2, 3)

10-36 The Barstow Cemetery needs to consider finding a new auditing firm.
There is no reason it should take two-plus years to do an audit on this
small of an operation. (Finding 2)

10-37 The Barstow Cemetery needs to start budgeting so they can operate the
cemetery without losing money. (Findings 2, 3, 4)

10-38 The Barstow Cemetery needs to again look into the possibility of drilling
its own well for water. (Finding 6)

10-39 The Barstow Cemetery needs to contact the California Association of
Special Districts and consider joining so they can obtain health insurance
and workers compensation at a considerable savings. (Finding 5)

RESPONDING AGENCY RECOMMENDATIONS DATE

LAFCO 10-32 09-30-2010

Special Districts 10-32 through 10-33 09-30-2010

Auditor Controller/Recorder 10-32 09-30-2010

Barstow Cemetery 10-34 through 10-39 09-30-2010
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CITY OF ADELANTO

BACKGROUND

Information was supplied to the 2009-2010 Grand Jury that the financial status of
the City of Adelanto was in very poor to severe condition. The main complaint stated that
the annual audit of the budget had not been conducted for several years which concerned

several governmental agencies and departments within the County of San Bernardino.

JURISDICTION

The Grand Jury has jurisdiction over the Cities within the County of San

Bernardino pursuant to Penal Code Section 925a.

INVESTIGATION

After preliminary information was obtained and the financial condition of the City
was found to be as reported, the Grand Jury agreed that a special committee should be
formed to continue the investigation. An Ad Hoc Adelanto Committee was formed and

the preliminary investigation of the financial status and general operation of the City was

started.
FINDINGS
1. Since the City of Adelanto was incorporated, until recently, they have not had
a professional Administrator to guide and direct the operations of the City.
2. The City Treasurer was a part time (two days a week) position, until recently,

when a full time Treasurer was employed.
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The present City Council has recently hired a qualified, professional
administrator with 30 years experience, to guide and direct the City

operations.

As additional information regarding the finances of the City was obtained, it
became very apparent that these problems covered a multitude of different
functions and levels within the operation of the City and had been manifested

over a long period of time.

Pursuant to State Penal Code Section 926, the Grand Jury may employ an
expert if in its judgment they find that the employment of an expert is
necessary. After the bidding process, the Grand Jury retained the services of

Harvey Rose and Associates.

The financial and budget analysis report completed by Harvey Rose and

Associates is incorporated herein as Attachment 1.

RECOMMENDATIONS

10-40

10-41

10-42

Direct the City Manager and staff to complete the comprehensive annual
financial audit reports for the fiscal years ending in June of 2008 and 2009
no later than July 31, 2010.

Direct the City Manager and staff to produce the completed annual
financial audit report of the year ending June 30, 2010 by September 30,
2010. This is contingent on the schedule of the independent auditor that
the City contracts with.

Request that the City Manager develop and present a comprehensive
financial projection and plan for resolving the City’s structural deficit in
the next five years, by using the audited numbers and expenditure trends

shown in the ending budget of June 30, 2010 as the base. This should be
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10-43

10-44

10-45

completed and committed to by the staff and Council by the end of the

year.

Immediately start discussions with the San Bernardino County Sheriff’s
Department and the San Bernardino County Fire Department in a
concerted effort to reduce the cost of services provided to the City by both
departments. This may involve the very difficult task of reducing selective
services provided by the departments for a period of time until the
financial situation begins to improve. This could include but is certainly
not limited to the reduction in the hours that patrol deputies are on duty or
the hours that fire stations are manned. There are other services that both
departments provide that could be limited depending on the work load or

specific requirements of the City.

It is strongly recommended that a series of public workshops be held to
discuss the financial condition of the City and to explore all possible
solutions to the deficit that faces the City. We understand that the
problems are many, very complex, and some very hard decisions will have
to be made. The more input and assistance that can be obtained from the
citizens would be of tremendous help to the Council and Staff. One
possibility would be requesting the citizens to approve a fire district to
assist in funding this function. Although we understand this is a very
unlikely possibility due to the present economic situation and the recent
failure to obtain the necessary support in local adjacent communities. This
is another reason that we recommend the Adelanto taxpayers be made
aware of the problems that are facing the city and the possible alternatives

if the situation is not dealt with in a timely fashion.

It is recommended that the City negotiate with the County to modify the
terms of the Redevelopment Agency (RDA) settlement agreement to
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permit a long term debt relief, which could possibly include the exchange

of property which is owned by the RDA.

RESPONDING AGENCY RECOMMENDATIONS DATE
City of Adelanto 10-40 through 10-45 09-30-2010
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Kent Fogleman, Foreman

Members of the 2009-10 San Bernardino County Grand Jury
351 North Arrowhead Avenue, Room 200

San Bernardino, CA 92415-0243

Dear Mr. Fogleman and members of the 2009-10 San Bernardino County Grand Jury:

Harvey M. Rose Associates, LLC is pleased to submit this report on the Financial and Budget
Analysis of the City of Adelanto. This report was prepared in accordance with the scope of work
described in our contract with the Grand Jury dated January 8, 2010. The intent of the analysis
was to examine the City of Adelanto’s overall financial condition and ascertain whether the City
has sufficient resources to fund the cost of its operations and service the debt incurred by the
City and its Redevelopment Agency (RDA).

The report concludes that the City is facing significant financial challenges that have been
exacerbated by the current recession and rising costs of public safety services provided by the
County of San Bernardino. At the end of FY 2009-10, the City will have a General Fund budget
deficit of approximately $4.2 million on base expenditures of approximately $13.7 million,
representing approximately 30 percent of its annual costs.

During the recession, the City has relied upon accelerated payments of debt owed by the
Adelanto Public Utility Agency (APUA) to the General Fund to close this deficit. However, this
source of funding will decline by $3.2 million beginning in FY 2010-11, due to decisions
surrounding a recent APUA bond issue. The City now intends to supplement its operating budget
with the proceeds from the sale of the Adelanto Community Corrections Facility in June 2010.
However, this one-time source of funds will be depleted within six years.

Similarly, the Adelanto Redevelopment Agency (RDA) is unable to service its debt with the
amount of property tax increment that it receives. As a result, it has been borrowing funds from
the County of San Bernardino under the terms of a 1996 settlement agreement to meet its debt
obligations. Since FY 2006-07, the amount of this debt has grown by $4.9 million, or 39.8
percent, increasing the City’s total debt by approximately 5.0 percent. Unless the City is able to
negotiate revisions to the settlement agreement, this debt will continue to grow into the
foreseeable future.



Kent Fogleman, Foreman

Members of the 2009-10 San Bernardino County Grand Jury
April 8, 2010

Page 2

The sale of the Adelanto Community Correctional Facility and other short-term solutions to the
City’s financial difficulties will provide only temporary deficit relief. Accordingly, the City is
pursuing a number of long-term strategies to strengthen its tax base and draw development to the
community. However, to accomplish these long-term strategies, City officials will need to
clearly communicate the severity of its financial difficulties to its citizens and investors, while
simultaneously increasing public confidence in the reasonableness of solutions that it pursues.

The report includes several recommendations that, if implemented, would aid the City in these
efforts. A response to these recommendations from the City Manager has been attached for the
Grand Jury’s consideration.

Thank you for this opportunity to serve the 2009-10 San Bernardino County Grand Jury. Please
don’t hesitate to call with any questions that the members may have.

Sincerely,

Stephen Foti
Principal/Partner



Introduction

The 2009-10 San Bernardino County Grand Jury requested that Harvey M. Rose Associates,
LLC conduct a financial and budget analysis of the City of Adelanto to evaluate the financial
condition of the City and to ascertain whether the City will have sufficient resources to fund its
operations and service debt obligations incurred by the City and its Redevelopment Agency
(RDA) in the foreseeable future.

The Grand Jury’s concerns were influenced by the conclusions reached in a 2009 San Bernardino
County Local Agency Formation Commission (LAFCO) Community Service Review of the City
of Adelanto. That review concluded:

As of September 3, 2009, the City had not yet produced audited financial statements for
fiscal years 2005-06, 2006-07, 2007-08 or 2008-09.

As of June 30, 2005, the City had substantial long-term debt obligations related to its capital
projects, redevelopment and enterprise fund activities. In addition, the General Fund had
advanced approximately $2.1 million to the RDA that was not expected to be repaid within
one-year.

As of June 30, 2005, fund balance deficits existed in the General Fund, Sanitation Special
Revenue Fund, Maverick Stadium Special Revenue Fund and RDA Project Area 3 Capital
Projects Fund. Although the City stated that these deficits would be eliminated with future
revenue growth, it is likely that recovery has been impacted by the economic downturn.

Approximately two-thirds of the City’s territory lies within redevelopment areas. As a result,
the City does not have access to property tax revenues that otherwise could have been used
for general operations, had development occurred outside of the redevelopment areas.

Due to the lack of audited financial statements and uncertainty regarding the validity of fund
balance estimates included in the adopted budgets, the overall financial condition of the City
could not be determined.

A dramatic decline in assessed valuation, evidenced by County Assessor records and
supported by high foreclosure rates and a drop in construction activity, indicate that the City
may have significant difficulty funding service levels and servicing its debt in future years.

In summary, LAFCO concluded that:

“the City has and continues to experience financial challenges. This is evidenced by the
challenges in reducing debt, the deferral of payments of certain debt, excess of expenditures over
appropriations in more than one fund, which includes the General Fund, and the lack of funding
to adequately provide non-enterprise services. In addition, the use of reserves generated during
the building boom of the past couple of years to balance the current budget, in staff view, signals
a continuing financial challenge for the City of Adelanto. LAFCO staff expresses concern that
with the downturn in the economy, the reduction in assessed valuation due to the high foreclosure
rate in Adelanto, and the sharp decline in construction activity, the use of reserves may not be
able to close future budget gaps due to their depletion in prior years.”

Harvey M. Rose Associates, LLC



Introduction

Our review generally supports the conclusions reached by LAFCO in its 2009 review. Most of
the conditions cited in LAFCO’s Community Service Review continue to exist and an evaluation
of budget and financial records, as well as information received from City officials during
interviews, suggest that the City will be depending on various strategies that include the sale of
its most valuable assets, negotiations with the County of San Bernardino for debt relief and
service reductions to the community. Although many of the solutions being sought by the City
are likely to provide temporary financial stability, the continuing recession, an imbalance
between available revenues and the cost of services that results in a severe structural deficit, as
well as other economic factors impacting the future of the community, make the long term
financial viability of the City uncertain.

The remainder of this report discusses these areas of concern in more detail and provides the
basis for our conclusions regarding the City’s overall financial condition and viability.

Acknowledgements

We would like to thank the Adelanto City Manager and Finance Director for their cooperation
and assistance throughout this review. It is clear that they are facing difficult challenges as they
move forward and have creatively pursued solutions that they believe will provide additional
time to resolve the problems that lie at the core of their financial difficulties.

Harvey M. Rose Associates, LLC



1. General Fund Financial Condition

e The Adelanto General Fund has a structural deficit that has been exacerbated
by the severity of the current recession. In the last three fiscal years, operating
revenues have declined by 27.5 percent. In addition, the City has relied very
heavily on accelerated wastewater and water utility purchase payments from the
Adelanto Public Utility Authority (APUA) to finance the cost of basic General
Fund services, amounting to approximately $5.4 million in FY 2009-10. It is
likely that the City will continue to use income from the sale of assets to fund its
operations in the foreseeable future.

The City of Adelanto provides a full range of services to the community that includes police,
fire, planning, building, street maintenance and other municipal services. These services are
funded from a variety of sources that include:

e Tax Revenue — consisting of motor vehicle in lieu tax', sales tax, franchise tax and property
tax. In FY 2009-10, the City projects that the General Fund will collect nearly $4.0 million
from these sources.

e Non-Tax Revenue — consisting of fees and charges to persons receiving services from the
City and to other City funds, licenses and permits, fines and forfeitures, investment income
and other miscellaneous revenues. In FY 2009-10, the City projects that the General Fund
will collect nearly $4.5 million from these sources.

e Interfund Revenue — consisting of fund transfers received by the General Fund from other
City funds for a variety of purposes, including loan repayments being made by the other
funds. In FY 2009-10, the City projects that the General Fund will collect approximately $5.4
million from these sources.

In total, the City projects that the General Fund will receive approximately $13.9 million from all
sources in FY 2009-10 to fund approximately $13.7 million in operating costs.

Operating and Non-Operating Revenues

The revenues collected by the General Fund can generally be grouped into two categories: (1)
Operating Revenues, and (2) Non-Operating Revenues. Operating Revenues include both tax and
non-tax revenue, and can generally be considered reoccurring resources that the City is entitled
to receive by law or collects as a result of its activities. Non-Operating Revenues do not result
from the City’s activities, and are typically either one-time in nature or have a defined end-date.
In Adelanto, the Interfund Revenue that the General Fund receives can be considered Non-
Operating Revenue, since it principally consists of income from the sale of assets.

! These tax revenues are provided to the City as an intergovernmental transfer from the State.

? February 24, 2010, Resolution: Approval of Resolution Adopting Mid-Year Budget Adjustments for FY 2009-10,
Exhibit A

Harvey M. Rose Associates, LLC



Section 1: General Fund Financial Condition

In FY 2009-10, the City projects that approximately 61.2 percent of total General Fund resources
will be derived from Operating Revenue and 38.8 percent will be derived from Non-Operating
Revenue. The distribution of these resources by major account category are displayed in the
table, below, for FY 2006-07 through FY 2009-10.°

FY 2006-07 through FY 2009-10

Table 1

Schedule of Adelanto General Fund Revenues

FY 2007 FY 2008 FY 2009 FY 2010 4-Year Percent Percent
Revenue Source Actual Actual Es timate Es timate Change Change Of Total
MVIL In Lieu 2,383,060 3,000,557 3,025,000 2,287,000 (96,060) -4.0% 16.5%
Sales Tax 1,718,761 1,451,544 1,375,000 850,000 (868,761) -50.5% 6.1%
Franchise Tax 247,006 325,429 286,500 390,000 142,994 57.9% 2.8%
Property Tax 324,638 352,230 453,500 330,000 5,362 1.7% 2.4%
Property Transfer 278,898 81,467 106,500 100,000 (178,898) -64.1% 0.7%
Other Taxes 25,675 26,055 30,000 30,000 4,325 16.8% 0.2%
Subtotal Taxes 4,978,038 5,237,282 5,276,500 3,987,000 (991,038) -19.9% 28.8%
Service Fees 718,135 1,980,130 1,317,248 1,317,248 599,113 83.4% 9.5%
Administrative Fees 528,641 - 426,752 526,752 (1,889) -0.4% 3.8%
Interest Income 1,565,050 1,477,453 1,500,000 1,234,310 (330,740) -21.1% 8.9%
Licenses & Permits 2,251,864 445,487 302,000 339,500  (1,912,364) -84.9% 2.5%
Charges for Services 1,350,872 628,693 244,100 258,500  (1,092,372) -80.9% 1.9%
Fines & Forfeitures 144,067 132,184 146,450 172,000 27,933 19.4% 1.2%
Other Revenue 142,100 403,416 167,600 634,800 492,700 346.7% 4.6%
Subtotal Non-Tax 6,700,729 5,067,363 4,104,150 4,483,110 (2,217,619) -33.1% 32.4%
Total Operating Revenue 11,678,767 10,304,645 9,380,650 8,470,110 (3,208,657) -27.5% 61.2%
Interfund Loan Repayments 1,923,051 2,721,022 3,585,000 4,165,691 2,242,640 116.6% 30.1%
Interfund Transfers In 1,280,000 1,440,000 1,345,000 1,215,000 (65,000) -5.1% 8.8%
Total Non-Operating Revenue 3,203,051 4,161,022 4,930,000 5,380,691 2,177,640 68.0% 38.8%
Grand Total Revenue 14,881,818 14,465,667 14,310,650 13,850,801 (1,031,017) -6.9% 100.0%

Source: City of Adelanto FY 2009-10 Proposed Budget, and February 24, 2010, Resolution: Approval of Resolution
Adopting Mid-Year Budget Adjustments for FY 2009-10, Exhibit A.

As shown, during the four year period FY 2006-07 through FY 2009-10, total Operating
Revenues will have declined by approximately $3.2 million, or 27.5 percent below levels
collected in the first year of the period reviewed. The greatest amount of this decline occurred in
the Non-Tax accounts, primarily in planning, building and community development service fees,
due to a dramatic drop in development activity within the City.

> FY 2008-09 and FY 2009-10 are estimated.

Harvey M. Rose Associates, LLC



Section 1: General Fund Financial Condition

During this same period, the City substantially increased the amount of Non-Operating revenue
that supports General Fund activities, principally from payments received from the APUA for the
purchase of the wastewater and water utilities. As shown in Table 1, Interfund Loan Repayments
increased from $1,923,051 in FY 2006-07 to $4,165,691 in FY 2009-10. This $2,242,640
annual increase in receipts, equaling a rate of growth of approximately 116.6 percent, reportedly
occurred after a decision by the City to accelerate payments on the approximately $31.0 million
debt balance owed by APUA at the start of the period. As shown in Table 1 and in Table 2,
below, these actions allowed the City to replace a significant portion of its lost operating revenue
while simultaneously funding a 7.6 percent increase in the General Fund cost of operations.

Table 2

Schedule of Adelanto General Fund Expenditures
FY 2006-07 through FY 2009-10

FY 2007 FY2008 FY2009 FY2010 4-Year Percent Percent

Department Expenditures Actual Actual Es timate Estimate Change Change Of Total
Police (County Sheriff) 4,121,197 4,827,106 4,965,550 4,597,632 476,435 11.6% 33.5%
Fire (County Fire) 1,767,900 2,753,517 3,092,000 3,187,486 1,419,586 80.3% 23.2%
Community Dev/Planning 1,412,019 890,390 513,885 493,411 (918,608) -65.1% 3.6%
Building/Code Enforcement 848,783 885,367 655,725 644,796 (203,987) -24.0% 4.7%
Streets 919,684 829,480 866,850 863,305 (56,379) -6.1% 6.3%
Human Reources/Technology - 310 608,170 576,034 576,034 N/A 4.2%
Non-Departmental 934,049 1,168,147 1,035,760 992,806 58,757 6.3% 7.2%
All Other City Activities 2,736,253 2,821,419 2,557,125 2,358,494 (377,759) -13.8% 17.2%
Total Expenditures 12,739,885 14,175,736 14,295,065 13,713,964 974,079 7.6% 100.0%

Had the City been unable to accelerate the APUA loan repayments, it would have been faced
with a FY 2009-10 operating deficit of approximately $2.2 million. Had no APUA payments
been available to the General Fund, the operating deficit would have been nearly $2.0 million
greater, amounting to $4.2 million, or over 30 percent of the City’s total operating budget. In
broad terms, this represents the City’s “structural deficit”, which will only be resolved by finding
additional stable sources of General Fund operating income or substantially reducing costs.

This latter remedy may prove difficult. As also shown in Table 2, the City has reduced the cost
of operations in virtually every service area except public safety. Much of this is appropriate,
given that a significant portion of the loss in income reflects slowing in local development
activities and, thus, cost reductions have been made in development-related budget areas.
However, the increases in police and fire services purchased from the County were significant
during the period reviewed. As shown, the cost of police services purchased from the Sheriff
increased by 11.6 percent, despite recent service reductions in FY 2009-10 that produced savings

* As will be discussed in the next section of this report, the actual payments received from wastewater and water
enterprise activities will be $5.4 million in FY 2009-10. This includes the $4,165,691 in Interfund Loan Payments
and $1,234,310 in interest income shown as Non-Tax Operating Revenue.

Harvey M. Rose Associates, LLC



Section 1: General Fund Financial Condition

of approximately $413,430.° Had the City’s contract not been modified, costs would have risen
21.6 percent over FY 2006-07 levels, equating to an average annual growth rate of 7.2 percent.
The Finance Director reports that the Sheriff recently notified the City that the contract cost will
increase by 7.0 percent again in FY 2010-11.

More significantly, the County’s charges for Fire services increased by approximately 80.3
percent during the period reviewed, from $1,767,900 in FY 2006-07 to $3,187,486 in FY 2009-
10. Most of this increase occurred in FY 2007-08 and FY 2008-09 as a result of a unilateral
decision by the County to replace pay-call firefighters with full-time firefighter-emergency
medical technicians (EMT), providing constant staffing at the facility with EMT trained
personnel. However, even after considering this dramatic rise in costs, since FY 2007-08, the
City’s cost of fire services has increased at rates surpassing those charged by the Sheriff for
police services, by an average of approximately 7.9 percent per year. At the time of this report,
the County Fire Department had not notified the City of contract cost increases for FY 2010-11.
Absent this information, but assuming that these expenses rise at the same average rates as in
prior years, the City could face additional costs of over $580,000 for basic police and fire
services next year.

Financial Outlook

The General Fund financial outlook for the City is not promising. The lingering effects of the
recession continue to adversely impact sales tax and other sources of local tax revenue, and
financial consequences arising from the State’s budget crisis make the reliability of certain tax
revenues uncertain. Further, building and development activity remains low. The City’s own
projections of operating revenues assume that income will remain stagnant or continue to decline
in the short term. Based on discussions with the City’s Finance Director and as noted in the
City’s most recent Interim Financial Report’, payments from APUA for the purchase of the
sewer and water systems will be reduced by $3.2 million in FY 2010-11. According to the
Finance Director, these reductions are necessary to conform with the underlying assumptions
contained in the $76.8 million in the 2009 Series A - Adelanto Public Utility Authority
Refunding Bonds issued earlier this fiscal year.

Stagnant revenues, the potential for substantial additional costs for police and fire services, and
the loss in income from the sale of the sewer and water utilities, present serious financial
difficulties for the City. To resolve these financial difficulties, City representatives state that they
are relying on the sale of the Adelanto Community Correctional Facility to a private correctional
services provider for approximately $28 million. Reported widely in the press, a final agreement
has been entered into with a closing date of June 4, 2010. The City has also taken steps to
terminate employees who currently operate the jail facility as of that date, as part of the transition
plan from City to private operation of the facility. These actions will provide such staff with a
severance package that will extend pay and benefits to August 4, 2010.

> November 17, 2009, Thirteenth Amendment to Contract with City of Adelanto for the Sheriff’s Department to
Provide Law Enforcement Services, Schedule A

% City of Adelanto Interim Financial Report, Fiscal Year 2009/10, 50% of the Fiscal Year Complete, July 1, 2009 —
December 31, 2009
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Section 1: General Fund Financial Condition

For the long-term, the City has discussed the possibility of asking the voters to create a fire
district that would be financed through an additional property tax levy or parcel tax. This may
provide a long-term, partial solution for addressing the structural budget deficit. However, the
experiences of a neighboring jurisdiction earlier this decade, to extend property taxes established
to support fire district operations’, failed to obtain approval from a 2/3 voter supermajority that
was necessary for passage. In Adelanto, voters may be even more reluctant to impose additional
taxes on themselves, given the City’s current economic environment and recent decisions by the
City to increase water service charges by 229 percent over the next five years.®

Lastly, the City should seriously consider long-term cost savings solutions to its structural
deficit. This could include reductions in the number of hours that fire stations are manned, based
on call volume and activity, as well as the number of hours that patrol deputies are on duty.
Although the review of such alternatives was outside of the scope of this analysis, the City
should immediately evaluate the impact they would have on the Adelanto community. Further,
the City Council should convene a public workshop to evaluate the current and long-term
financial condition of the City and to explore solutions to the structural deficit. This process
should be designed to obtain input directly from Adelanto taxpayers.

Lack of Reliable Financial Data

It should be noted that this analysis was conducted primarily from data reported in the City’s
various budget documents and interim financial reports. Audited financial statements were not
finalized for the year ending June 30, 2007 until just prior to the release of this report, although a
draft report was provided earlier; and, financial statements for the years ending June 30, 2008
and 2009 have not been prepared. This is a significant cause for concern, since the City cannot
expect confidence in its financial data without a thorough review by an independent auditor.

This deficiency was noted in the September 2009 LAFCO Community Service Review. At that
time, the Adelanto Finance Director stated in a letter to LAFCO that the final June 30, 2007
comprehensive annual financial report (CAFR) would be produced in September 2009, a draft
June 30, 2008 CAFR would be available in September 2009 and the audit of the June 30, 2009
financial statements would begin in October 2009. When we initially met with the City in early
February, we were told that the June 30, 2007 CAFR would be finalized within days, the June
30, 2008 CAFR would be complete within “one to two weeks” and that the June 30, 2009 CAFR
would be completed “within six months.” At the exit conference for this report, we were
provided with a copy of the final 2007 CAFR. However, the City also confirmed that work on
the 2008 and 2009 CAFRs had been suspended because the financial auditors needed to
complete work on the June 30, 2008 Adelanto Public Utility Authority financial statements and
June 30, 2009 Adelanto Redevelopment Agency financial statements. Work on these CAFRs has
now resumed with a goal of completing them as expeditiously as possible.

7 November, 2002, City of Hesperia, Measure B
¥ 2009 Series A - Adelanto Public Utility Authority Refunding Bond Issue, Page 55
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Section 1: General Fund Financial Condition

We understand the current challenges facing City staff. However, the successful completion of
the City’s financial statements is essential for increasing the public’s confidence in the reported
financial condition of the City. Unless this situation is resolved, it will become even more
difficult to convince voters of the need to approve additional local taxes. Given the inability of
the City to meet self-imposed deadlines to date, this continues to be an area of concern.

Harvey M. Rose Associates, LLC



2. APUA Asset Purchase Payments

e The Adelanto Public Utility Authority (APUA) has been making payments to the
General Fund for its 1996 purchase of the wastewater and water utilities. The
General Fund has relied heavily upon the income from this purchase to finance
its ongoing operations and supplement the General Fund balance, receiving
reported income of $5.4 million in FY 2009-10. It is unlikely that the APUA will
default on its debt obligations to the City due to recent substantial increases in
water utility rates. However, the payments to the General Fund will decline by
$3.2 million in FY 2010-11 and continue at a reduced level until the debt is fully
retired in FY 2022-23.

As discussed previously, the General Fund has been relying on payments from the Adelanto
Public Utility Authority (for the purchase of the wastewater and water utilities from the City in
1996) as an operating revenue during the period reviewed. These payments amounted to
$2,075,000 in FY 2005-06. However, beginning in FY 2006-07, the APUA began to accelerate
the payment of the debt held by the water utility, providing the General Fund with $6,802,470
more between FY 2006-07 and FY 2008-09 than would have otherwise been paid had the annual
amount remained at the FY 2005-06 level of $2,075,000.

Under the purchase agreement, payments to the City have consisted of two components: (1)
Scheduled Purchase Payments, equal to five percent of the outstanding principal balance; and,
(2) all remaining surplus revenues from operations. Combined, the total payments from the
APUA for the wastewater and water asset purchase will equal $5.4 million in FY 2009-10, of
which $4.2 million has been budgeted as an operating revenue with the balance of $1.2 million
being budgeted as interest income to the General Fund.

According to information contained in the 2009 Series A - Adelanto Public Utility Authority
Refunding Bond issue, the wastewater utility has been making interest-only payments to the
General Fund on its portion of the debt, amounting to $386,835 in FY 2009-10. According to
that document, the principal balance owed therefore remained at $6,431,169 between FY 2005-
06 and FY 2008-09 and will stay at this amount until FY 2019-20. Under the requirements of the
bond agreement, beginning in that year, payments are scheduled to increase substantially until
the wastewater utility debt is fully paid off in FY 2022-23.

Conversely, the water utility has been paying interest plus an increasing amount of the principal
balance during the past four years to retire its debt on an accelerated schedule. At the beginning
of FY 2005-06, the water utility owed the General Fund a balance of $26,485,464. By June 30,
2009, this balance had declined to $14,089,328. Although the water enterprise is paying the
General Fund $5,013,165 in FY 2009-10, as an underlying assumption made for the bond
agreement, this amount will be lowered to approximately $1,888,399 in FY 2010-11 and remain
at approximately that level each year until the debt is fully paid off in FY 2019-20.
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Section 2: APUA Asset Purchase Payments

Even after these reductions, however, these two sources of income will provide the General Fund
with a stable revenue stream of $2,230,000 each year until the debt is fully retired in FY 2022-
23. These funds are substantial. However, the bond agreement rate model assumes that the City
will no longer be able to accelerate payments from the Water Utility to resolve a General Fund
deficit, should one occur. Accordingly, beginning in FY 2010-11, the decision by the City to re-
fund APUA debt essentially contributed to a $3.2 million General Fund operating deficit from
FY 2009-10 levels. Because the payments to the General Fund will remain fixed through FY
2022-23, the impact from this decision will grow with inflationary cost increases, unless other
sources of income are identified by the City.

The basis for this analysis is provided in Table 3 and Table 4, below.

Table 3

Schedule of APUA Payments to the General Fund
FY 2005-06 through FY 2008-09

Beginning Scheduled Surplus Total Ending
Balance Payments Revenues Payments Balance

Wastewater
FY 05-06 6,431,169 321,558 (49,583) 271,975 6,431,169
FY 06-07 6,431,169 321,558 26,439 347,997 6,431,169
FY 07-08 6,431,169 321,558 37,613 359,171 6,431,169
FY 08-09 6,431,169 321,558 46,716 368,274 6,431,169
Total 1,286,232 61,185 1,347,417
Water
FY 05-06 26,485,464 1,324,273 478,752 1,803,025 24,562,413
FY 06-07 24,562,413 1,228,121 2,023,912 3,252,033 21,841,391
FY 07-08 21,841,391 1,092,070 2,848,759 3,940,829 18,255,019
FY 08-09 18,255,019 912,751 3,718,975 4,631,726 14,089,328
Total 4,557,215 9,070,398 13,627,613
Grand Total
FY 05-06 32,916,633 1,645,831 429,169 2,075,000 30,993,582
FY 06-07 30,993,582 1,549,679 2,050,351 3,600,030 28,272,560
FY 07-08 28,272,560 1,413,628 2,886,372 4,300,000 24,686,188
FY 08-09 24,686,188 1,234,309 3,765,691 5,000,000 20,520,497
Total 5,843,447 9,131,583 14,975,030

Note: Budgeted payments in FY 2009-10 were $5.4 million with a note that the transfer will decline to
approximately $2.2 million in FY 2010-11.

Harvey M. Rose Associates, LLC
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Section 2: APUA Asset Purchase Payments

Table 4

Schedule of Anticipated APUA Payments to the General Fund
FY 2009-10 through FY 2022-23

Fiscal Year | Wastewater = Water Total
FY 10 386,835 5,013,165 5,400,000
FY 11 341,601 1,888,399 2,230,000
FY 12 344,077 1,885,923 2,230,000
FY 13 347,079 1,882,921 2,230,000
FY 14 350,791 1,879,209 2,230,000
FY 15 355,492 1,874,508 2,230,000
FY 16 361,629 1,868,371 2,230,000
FY 17 369,966 1,860,034 2,230,000
FY 18 381,929 1,848,071 2,230,000
FY 19 1,365,711 864,289 2,230,000
FY 20 2,230,000 - 2,230,000
FY 21 2,230,000 - 2,230,000
FY 22 2,230,000 - 2,230,000
FY 23 1,424,507 - 1,424,507

It is important to note that the APUA increased both wastewater and water rates to finance
operations and pay its debt obligations in preparation for the 2009 Series A - Adelanto Public
Utility Authority Refunding Bond Issue. In August 2009, wastewater fees were increased to
levels that would cover operations plus the debt incurred with the 2009 refunding, including the
payment of outstanding principal and interest to the General Fund. Similarly, in that same month,
water rates were increased by approximately 229 percent through FY 2014-15 for the same
purposes. Therefore, it is highly unlikely that the APUA will default on its debt service
obligations, so the General Fund can rely on these payments as a stable source of income for the

next twelve to thirteen years.

11
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3. Redevelopment Debt Obligations

e The Redevelopment Agency (RDA) has long-term debt obligations that have
forced it to borrow from the County through mechanisms defined in a 1996
RDA settlement agreement. These borrowings have risen substantially in recent
years as property taxes have declined and the RDA has been unable to service its
debt through the Property Tax increment that it receives. Without debt relief or
substantial economic development within the redevelopment project areas, the
RDA will be faced with continued difficulties with the funding of its current debt
obligations and will likely not meet its low and moderate income housing set-
aside requirements. Further, it is highly unlikely that the RDA will be able to
repay a $2.5 million loan from the General Fund in the foreseeable future.

In its 2009 report, LAFCO made the observation that “. . . the inclusion of more than two-thirds
of the City’s territory within a redevelopment area will preclude the City from receiving the tax
increment above base year that otherwise would have gone to the City.” As a result, Property
Tax is not a significant revenue for the General Fund in Adelanto. In addition, although the
greatest share of property tax goes to the Redevelopment Agency, the RDA is unable to meet its
debt obligations without borrowing from the County of San Bernardino at high interest rates
against an accumulating principal balance.

As of June 30, 2009, the RDA had approximately $68.8 million in debt from a series of bond
issues, the 1996 settlement agreement with the County and a settlement agreement with the
Intermountain Power Agency from a 1993 property tax appeal. Also included was a long-term
advance from the General Fund of $2,524,243. This debt had increased by a net amount of over
$3.2 million since FY 2006-07, entirely as a result of the conditions of the settlement agreement
with the County, since bonded indebtedness was reduced by nearly $1.7 million during this
period. The change in liability by major category of debt is displayed in Table 5, below.

Table S5
Schedule of Redevelopment Agency Debt
As of June 30, 2009
Debt Category FY2006-07 FY2007-08 FY2008-09 3-Year Change Percent Change 2010 Pmts Due
County Debt 12,370,635 14,738,770 17,291,314 4,920,679 39.8%
Tax Allocation Refunding Bonds | 11,315,000 11,315,000 11,315,000 - 0.0% 622,325
Revenue Bonds 37,326,949 37,717,029 35,649,905 (1,677,044) -4.5% 3,270,983
Long Term Advances 2,524,243 2,524,243 2,524,243 - 0.0%
Settlement Agreement Payable 1,989,390 1,989,390 1,989,390 - 0.0%
Total 65,526,217 68,284,432 68,769,852 3,243,635 5.0% 3,393,308

Harvey M. Rose Associates, LLC
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Section 3: Redevelopment Debt Obligations

The County settlement agreement arose from a lawsuit filed against the RDA by the County for
the misuse of tax increment money related to the Victor Valley Economic Development Area. To
settle the dispute in 1996, the RDA agreed to “relinquish approximately 33% of incremental
property taxes to the County, of which approximately one half (16.26%) would be subordinate to
the Agency’s existing long-term debt. The County will loan to the Agency, at the rate of 7% per
annum, the amount of the deferred incremental property taxes needed to meet debt service
requirements on the refunding bonds, plus amounts needed to administer the Agency’s long term
debt.” In effect, this action required the RDA to pass 33 percent of its share of property tax
increment revenue to the County (along with other more minor “pass-throughs™), pay its required
debt service obligations, and borrow the balance of any deficiency from the County. The
agreement does not require the City to make payments on the principal balance owed to the
County on a regular or set schedule.

During the period of the economic downturn, this agreement has had devastating effects on the
Adelanto RDA. As shown in Table 5, the County debt increased by 39.8 percent in the two years
between FY 2006-07 and FY 2008-09, amounting to an additional obligation of $4,920,679.
During the same period, the principal owed on the Tax Allocation Refunding Bonds (1995 Series
A, B, C and D and the 2007 Tax Allocation Bonds) declined by $1,677,044. The net result of
these transactions resulted in increased debt obligations of approximately five percent over FY
2006-07 levels. In FY 2009-10, the City projects that the County loan principal will increase by
an additional $1.3 million, not including the 7 percent interest on the principal balance,
amounting to an estimated additional amount of $1.2 million. After factoring in reductions in the
principal on the bonded indebtedness, the RDA’s total debt obligation at the end of FY 2009-10
will likely increase by a net amount of $1.3 million.

Due to this situation, the RDA will very likely be unable to reduce its total debt obligation or
meet its mandatory 20 percent “set-aside” for low and moderate income housing without
substantial increases in the amount of property tax increment that it collects. Alternatively, the
City and the County are in active negotiations regarding the terms of the settlement agreement
that could involve the exchange of the RDA property in lieu of a cash payment from the City on
a portion of the loan principal balance. This property would be used for the construction of a
reentry facility for State prisoners, to be constructed by the State. Under scenarios developed by
the City, this proposal would permit the RDA to fully retire its debt to the County by FY 2020-
21. This proposal is pending and the outcome is uncertain.

The RDA’s financial situation has a direct impact on the General Fund. First, it is highly unlikely
that the RDA will be able to repay the $2,524,243 advance that it received from the General
Fund in prior years, since this obligation is subordinate to all other debt. Further, to the extent
RDA resources are needed to meet the terms of the County settlement agreement and retire
accumulating debt, the City will be hampered in its ability to develop and attract Sales Tax
generating retail business or other development that would benefit the General Fund.

° Adelanto Redevelopment Agency Basic Financial Statements, June 30, 2009, Notes to Basic Financial Statements,
Note 7H.
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4. Sale of Assets To Resolve Financial Difficulties

e The City has determined that the only way that it will be able to resolve its
immediate financial crisis will be to (1) sell the Adelanto Community
Correctional Facility to a private prison operator that is attempting to secure
contracts with the federal and/or State governments for the housing of
prisoners; and, (2) successfully negotiate with the County to exchange a parcel
owned by the RDA for a portion of the City’s debt obligation under the 1996
RDA settlement agreement. These proposals are in different stages of
negotiation between the parties, and outcome is uncertain.

Over the years, the City of Adelanto has been able to accumulate various assets that are now
being looked at to resolve its ongoing structural budget deficit. According to information
obtained for this analysis, the City has executed a contract with a private prison operator that has
purchased the Adelanto Community Correctional Facility to house federal and/or State prisoners.
The purchase price for the facility is $28 million.

The sale of this facility is critical to the City’s ability to forestall major reductions in services. As
shown in previous sections of this report, the City has:

e Experienced a 27.5 percent loss in operating revenue since FY 2005-06, amounting to
approximately $3.2 million annually;

e Seen average annual increases in costs for police and fire services purchased from the County
of approximately 7.2 percent and 7.9 percent, respectively (in FY 2010-11, the Sheriff has
reported that law enforcement service costs will increase by 7.0 percent and it is probable
that the cost of fire services will increase by a similar amount); and,

e Has lost its ability to flexibly fund its significant operating deficit with income generated
from the sale of the wastewater and water utilities to the Adelanto Public Utility Authority.

These circumstances have combined to create a situation whereby the City will either have to
reduce expenditures between $2.2 million and $4.2 million per year (representing between 16.0
percent and 30.7 percent of the FY 2009-10 operating budget), or identify additional resources
that will help to fill the budget gap. According to the Adelanto Finance Director, his projected
budget deficit for FY 2010-11 will be approximately $4.75 million, which is only slightly more
than the annual cost of the law enforcement services contract with the County after the increase
planned for FY 2010-11.

Sale of Adelanto Community Correctional Facility

At the time of this report, City representatives stated that the agreement with the private prison
operator is final. However, discussions with the City’s representatives suggest that, due to delays
in the purchaser’s negotiations with the federal government for the housing of prisoners, the
transition of City employees to private employment may not occur by the time of closing or

Harvey M. Rose Associates, LLC
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Section 4: Sale of Assets To Resolve Financial Difficulties

completion of the severance package. According to the Finance Director, in late January 2010,
the purchaser requested a six month extension on the execution of a final purchase agreement but
was granted only three months by the City Council to April 4, 2010. At a recent City Council
meeting, in response to a request by the City, the parties agreed to a second extension of two
months to June 4, 2010, so that there will be “a smoother transition” for the City workforce that
will be reemployed by the private operator when the City ceases operations.

Exchange of RDA Property for Debt Relief

As part of a second initiative to provide the Redevelopment Agency with an opportunity to
reduce debt that is owed to the County, City officials have stated that they are in active
negotiations with the County to restructure the 1996 RDA settlement agreement. Based upon
interviews with both City and County representatives, the exchange of RDA-owned property, in
lieu of a cash payment to the County on a portion of the settlement agreement loan principal, has
been made a part of those discussions .

Under one City proposal, the RDA would provide a parcel of land to the County in exchange for
reducing its debt obligation, In turn, the County would offer the parcel as a site for the
construction of a State-owned prisoner reentry facility for parolees, which conceptually would
have made the County eligible for a $100 million grant to renovate its jail in Adelanto.
According to worksheets provided by the City’s Finance Director, this action could substantially
reduce the City’s FY 2009-10 debt obligation and allow the RDA to retire the principal balance
owed to the County by FY 2020-21. However, without significant increases in the assessed
valuation for property within the redevelopment project area, there will be little left to fund
development projects that would stimulate Sales Tax and other General Fund revenue growth
during this period.

The proposal presented by the City appears optimistic. At the time of this report, there was no
clear indication of how much the County would be willing to offer to the RDA for the parcel.
Further, County representatives stated during interviews that a separate proposal to offer a
County-owned parcel near Apple Valley to the State for the reentry facility is in the final stages
of approval, and once approved, the County will not be required to offer additional sites to the
State to secure the $100 million grant. Therefore, the value of the RDA owned parcel to the
County has been diminished and the City’s ability to leverage the parcel’s value for significant
debt reduction is not as likely as may have previously been thought.

Nonetheless, these measures by the City demonstrate the seriousness of the financial situation
that has developed for Adelanto in the past several years. Other proposals to sell or lease the
Maverick Stadium have been made, which are akin to the two primary proposals discussed in
this report. Given the circumstances, we believe these efforts are appropriate. However, once the
City divests itself of interest in the major capital assets that it owns, it will have very little that it
can turn to during times of financial difficulty. For example, the City has suggested that the sale
of the correctional facility will provide sufficient funding to cover the General Fund deficit for
approximately six years. At the end of that period, the City will once again be faced with serious
difficulties, unless it can successfully obtain approval from the voters to create a fire district or
identifies other stable sources of income.

Harvey M. Rose Associates, LLC
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5. Summary of Conclusions and Recommendations

The Adelanto General Fund has a structural deficit of as much as $4.2 million that has been
exacerbated by the severity of the current recession. In the last three fiscal years, General Fund
operating revenues have declined by 27.5 percent and the City has had to make up this structural
deficit by using non-operating revenues received from other funds.

Scheduled Payments for Purchase of Wastewater and Water Utilities

Principally, the Adelanto Public Utility Authority (APUA) has been making payments to the
General Fund to pay the City for the Authority’s 1996 purchase of the wastewater and water
utilities. When General Fund operating deficits began to climb during the economic downturn,
the City reacted by accelerating the APUA purchase payment schedule to finance the cost of
basic General Fund services. In FY 2009-10, the General Fund will receive income of
$5,400,000 from this source, which is $3,325,000 more than the $2,075,000 received in FY
2005-06. Going forward, as an assumption underlying the 2009 Series A - Adelanto Public
Utility Authority Refunding Bond issue, payments to the General Fund will decline by $3.2
million to $2.3 million in FY 2010-11, and continue at that reduced level until the debt is fully
retired in FY 2022-23.

It is unlikely that the APUA will default on its debt obligations to the City. In August 2009,
wastewater fees were increased to levels that would cover operations plus the debt incurred with
the 2009 refunding, including the payment of outstanding principal and interest to the General
Fund for the asset purchase. Similarly, in that same month, water rates were increased by
approximately 229 percent through FY 2014-15 for the same purposes.

RDA Accumulating Debt From 1996 County Settlement Agreement

Similar to the General Fund, the Adelanto Redevelopment Agency (RDA) is also operating with
a structural deficit. Specifically, the RDA has long-term debt obligations that have forced it to
borrow from the County through mechanisms defined in a 1996 RDA settlement agreement
between the RDA and the County. These borrowings have risen substantially in recent years as
property taxes have declined and the RDA has been unable to service its debt through the
Property Tax increment that it receives. Without debt relief or substantial economic development
within the redevelopment project area, the RDA will be faced with continued difficulties funding
its current debt obligations and will be challenged to meet its low and moderate income housing
set-aside requirements.

Further, the RDA’s financial situation has a direct impact on the General Fund. First, it is highly
unlikely that the RDA will be able to repay the $2,524,243 advance that it received from the
General Fund in prior years, since this obligation is subordinate to all other debt. Further, to the
extent RDA resources are needed to meet the terms of the County settlement agreement and
retire accumulating County debt, the City will be hampered in its ability to develop and attract
Sales Tax generating retail businesses.

Harvey M. Rose Associates, LLC
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Section 5: Summary of Conclusions and Recommendations

Sale of Assets To Resolve Financial Difficulties

It is likely that the City will continue to use income from the sale of assets to fund operations in
the foreseeable future. Several proposals are in the final stages of negotiation or implementation
that would provide some temporary financial relief. Nonetheless, if the City wishes to obtain
voter approval of tax initiatives for long-term solutions to its financial difficulties, it must first
increase confidence in the perception of its financial difficulties by making the production of up-
to-date financial statements a priority.

Recommendations
The Adelanto City Council should:

1.1 Direct the City Manager to produce audited comprehensive annual financial reports for
the years ending June 30, 2008 and 2009 by no later than July 31, 2010.

1.2 Direct the City Manager to produce the audited comprehensive annual financial report for
the year ended June 30, 2010, by no later than September 30, 2010.

1.3 Direct the City Manager to develop and present a five-year financial projection and plan
for resolving the City’s structural deficit by no later than July 31, 2010.

1.4  Immediately enter into negotiations with the County Sheriff and the County Fire
Department to further reduce the cost of services that it purchases for public safety
purposes. This could include reductions in the number of hours that fire stations are
manned, based on call volume and activity, as well as the number of hours that patrol
deputies are on duty.

1.5  As soon as practical, convene a public workshop to evaluate the current and long-term
financial condition of the City and to explore solutions to the structural deficit. This
process should be designed to obtain input directly from Adelanto taxpayers.

1.6 Proceed with negotiations with the County to modify the terms of the RDA settlement

agreement to permit long-term debt relief, which could include the exchange of property
owned by the RDA.

Costs and Benefits

There would be no new costs to implement these recommendations. The City would be provided
with a clearer path toward financial solvency that includes input from Adelanto’s citizenry.
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