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INTRODUCTORY REMARKS 

The City of Victorville ("City") would like to thank the Grand Jury for publishing the 2011-12 
Grand Jury Final Report ("Final Report"). When the 2010-2011 Grand Jury failed to produce a 
report on Victorville, the public and the City were left with no information as to the reasons why. 
Although the City does not agree with some aspects of the Final Report and believes it unfairly 
ignores a significant amount of work that has been completed in the last three years, the City 
greatly appreciates the 2011-12 Grand Jury's commitment to producing a report so that the City 
can address any outstanding issues properly and continue to move forward in a positive way. 

It should be noted that the Final Report focuses on several transactions that were undertaken or 
entered into over five years ago under a different City Manager. These are issues that the City is 
well aware of and have been previously addressed in several of the City's prior audits undertaken 
by the City's certified public accountant auditing firms. Accordingly, this response will indicate 
that several policies and procedures have been adopted and practices implemented which already 
address some of the concerns raised in the Final Report. 

Prior to providing the responses to the Final Report as required by Penal Code sections 933 and 
933.5, the City of Victorville would also like to take the opportunity to point out that some of the 
areas of disagreement were appropriately shared with the Grand Jury and its consultant Harvey 
M. Rose Associates ("HMR") by the City Manager and City Attorney on April 20, 2012 during 
an exit interview that included a review of a partial draft report. This response specifically cites 
areas of disagreement that were pointed out during the exit interview that for unknown reasons 
were not addressed in the Final Report issued over two months later. A copy of the written 
responses provided by the City at the exit interview, which addressed the requested corrections 
of the draft report prepared by HMR, are attached hereto as Attachment #1. 

As instructed by the Grand Jury Legal Advisor since the Report as it peltains to Victorville, 
unlike the Report as it pertains to other agencies, does not delineate "Findings", the City is 
substituting the "Conclusions" paragraphs that appear near the end of each Final Report section 
as findings. These Conclusions and the Recommendations of the Grand Jury are repeated below, 
each followed by the City's response in accordance with the options afforded in Penal Code 
933.05 which specifies the following: 

933.05. (a) For purposes of subdivision (b) of Section 933, as to each grand jury finding, the 
responding person or entity shall indicate one of the following: 

(1) The respondent agrees with the finding. 
(2) The respondent disagrees wholly or partially with the finding, in which case the response 

shall specify the portion of the finding that is disputed and shall include an explanation of the 
reasons therefor. 

(b) For purposes of subdivision (b) of Section 933, as to each grandjury recommendation, the 
responding person or entity shall report one of the following actions: 

(1) The recommendation has been implemented, with a summary 
regarding the implemented action. 

(2) The recommendation has not yet been implemented, but will be implemented in the future, 
with a time frame for implementation. 



(3) The recommendation requires further analysis, with an explanation and the scope and 
parameters of an analysis or study, and a timeframe for the matter to be preparedfor discussion 
by the officer or head of the agency or department being investigated or reviewed, including the 
governing body of the public agency when applicable. This timeframe shall not exceed six 
months from the date ofpublication of the grand jury report. 

(4) The recommendation will not be implemented because it is not warranted or is not 
reasonable, with an explanation therefor. 

Section 1: Financial Condition 

Conclusions (Paragraph 1, Page 1-19) 

An analysis of the City financial statements, as well as those of the agencies for which the City 
has fiduciary responsibility, reveal that the City's solvency, capacity to provide current services, 
and ability to repay large debt obligations is a growing concern. As of June 30,2011, the General 
Fund balance was $3,103,630, which was $4,978,874 or 61.6 percent less than the Government 
Finance Officers Association's target reserve level of $8,082,504, or two months reserve based 
on annual expenditures in FY 2010-11. A General Fund balance of that level exposes the General 
Fund to the risk of not being able to meet cash flow requirements, economic uncertainties, or 
other financial hardships. 

City Response: 

The City agrees with this Conclusion and has a reserve policy that uses the 5%-15% of revenue 
model which was consistent with GFOA recommendations when adopted. 

Conclusions (Paragraph 2.1 Page 1-19) 

The General Fund balance has been depleted over the years as the result of several fiscal years 
when expenditures have exceeded revenues, leading to an operating deficit and a need to use 
reserves to meet expenditure obligations. Additionally, the General Fund has loaned or 
transferred money to other City funds, in the form of subsidies, to support the operations of other 
entities that receive the majority of funding from restricted sources. 

City Response: 

The City agrees with this Conclusion, but would add that the decision to use reserves rather than 
cutting public safety or further cutting other essential City services was a calculated decision as 
part of priority budget discussions with the City Council in public meetings. The measured use of 
reserves was one of severa} options presented and ultimately approved by the City Council. This 
Conclusion is incomplete without the recognition that the use of reserves was part of those 
budgets, not an unforeseen revenue shortfall at year end. This information was shared with the 
Grand Jury and HMR during the exit interview. It is unknown why they chose not to include it in 
their Final Report to the public. 
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Conclusions (Paragraph 3, Page 1-19) 

The financial conditions of the Southern California Logistics Airport Authority, Victorville 
Municipal Utility Services, and City Golf Course are similarly weakened by operating deficits. 
More importantly, the financial conditions of SCLAA and VMUS are threatened by excessive 
debt and an inability to make debt service payments due to insufficient revenue and fund balance 
reserves. The General Fund's risk exposure is increased due to a potential need to absorb VMUS 
liabilities and obligations. Additionally, SCLAA, has already defaulted on a debt payment. 
While the General Fund is not obligated to pay SCLAA's bond indebtedness, the General Fund 
has supported SCLAA through advances to cover year-end negative cash balances. The City 
Manager has indicated that additional short term borrowing may be necessary at the end of the 
current fiscal year to again cover negative cash balances. The repeated use of advances on annual 
financial statements points to a serious cash flow problem. Further, a cycle of borrowing and 
repaying these short-term advances can also be interpreted as a mechanism for creating longer
term debt, while complying with the technical requirements of repaying the advances within the 
shorter one-year timeframe. 

City Response: 

The City agrees with this Conclusion. As noted on Page 1-10 of the Final Report, the debt 
payment default has been resolved with payment in March, 2012. 

Conclusions (Paragraph 4, Page 1-19) 

With the dissolution of the Victorville Redevelopment Agency and the City's assumption of 
VVRDA's assets and liabilities as the Successor Agency, the City's General Fund is further 
exposed to additional risk of having to absorb, but not being able to meet VVRDA's financial 
obligations . These obligations include bond indebtedness, payments to third party contractors, 
inter-fund loans and administrative costs associated with operating as the Successor Agency. 
Although the City will receive some amount of tax increment funds to meet these obligations, 
historical analysis suggest ongoing risk exposure, since the General Fund will likely be required 
to absorb obligations not being met by the tax increment. 

City's Response: 

The City disagrees with this Conclusion. Section 33644 of the California Health & Safety Code 
states that a former Redevelopment Agency's ("RDA") obligations, including bond 
indebtedness, are not liabilities of a City. This section states: 

"The bonds and other obligations of any agency are not a debt of the community, 
the State, or any of its political subdivisions and neither the community, the State, 
nor any of its political subdivisions is liable on them, nor in any event shall the 
bonds or obligations be payable out of the funds or properties other than those of 
the agency [the RDA}; and such bonds and other obligations shall so state on 
t elr ace . ... "h 'fi 
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Therefore, obligations from the City of Victorville ' s former RDA bonds, or otherwise, will not 
affect the City's General Fund. Moreover, Assembly BiB 1484 ("AB 1484"), which was passed 
subsequent to Assembly Bill 1 x 26 in order to make amendments to the same, and which was 
adopted subsequent to the release of the Final Report, clarifies and confirms that Successor 
Agencies are separate legal entities from cities that formed them. Health & Safety Code Section 
34173(g) states: 

(g ) A successor agency is a separate public entity from the public agency that provides 
for its governance and the nvo entities shall 11 0 1 m.erge. The liabilities of the f anner 
redevelopment agency shall not be tral1.~ferred to the 5jJollsoring enti~y and the assets 
sha1ll1.ot become assets 0/ the spollsoring entity. 

Thus, both the law in effect when the Final Report was released, and that enacted after its release 
indicate that the Report's conclusion regarding the City's General Fund being at risk due to the 
Dissolution of RDAs is incorrect. The City acknowledges that if the Successor Agency fails to 
timely meet certain deadlines, AB 1484 imposes civil penalties on the City. (e.g.,. Health & 
Safety Code sections 34183.5(b)(2) and 34177(m)(2).) However, the Final Report could not 
have been recognizing these civil penalties since AB 1484 was enacted after the Final Report 
was released. Moreover, the Successor Agency has met and/or intends to meet the relevant 
deadlines of AB 1484. 

Recommendations 

The Victorville City Council should: 

1.1 	 Develop a plan to replenish the General Fund reserves to the Government Finance 
Officers Association's recommended level of two months annual revenue or 
expenditures. This plan should include further reductions in expenditures, identification 
of additional sources of revenue, earmarking income from major sources of revenues as 
the economy improves, and avoiding additional inter-fund loans and transfers from the 
General Fund to other City funds. 

City Response: 

This Recommendation was implemented with the approval of an extension of a Letter of 
Credit agreement with BNP Paribas that specifically outlines the use of funds, upon receipt 
of judgment proceeds from the Carter Burgess lawsuit cun-ently on appeal, which will fully 
replenish the General Fund reserves to adopted levels. Affirmation of the judgment award to 
the City and receipt of the funds is expected to occur during this fi scal year. This information 
was shared with the Grand Jury and HMR during the exit interview. A copy of the 
agreement was transmitted to HMR on April 23, 2012, the first business day following the 
exit interview. It is unknown why the Grand Jury and HMR chose not to include this vital . 
information in thi s section of the Final Report to the public. Additionally, the FY 2012-2013 
budget is revenue positive. The small surplus has been directed by City Council action 
toward reserve replenishment. 
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1.2. 	 Direct the Southern California Logistics Airport Authority and Victorville Municipal 
Utility Services to further reduce expenditures and increase revenues in order to begin 
building its fund reserve, reduce the need for inter-fund loans, and have an additional 
source of revenue to make debt service payments. 

City Response: 

This Recommendation was implemented in 2009 and Airport Operations have been balanced 
with a surplus since then. Deficits in revenues of the Southern California Logistics Airport 
Authority ("SCLAA") as a whole have been due to state SERAF subventions which cost the 
Authority over $13 million in reserves. Absent that, SCLAA would have been able to rely on 
reserves to make bond payments when tax increment dipped below 100% coverage of debt 
service. The current economic recession and the resulting unforeseen catastrophic drop in 
property values within the redevelopment project area which has been experienced by 
redevelopment agencies throughout California, have been a major factor in the decrease of 
revenues. 

Since 2009, operationally, Victorville Municipal Utility Services ("VMUS") has gone from a 
deficit of $8.2 million deficit to nearly break even in 2012. Operations have been revenue 
positive, absent the debt service payment for the Foxborough bonds. Receipt of lawsuit 
proceeds will guarantee this positive trend for the next five years and give the utility the 
opportunity to continue positive growth to fu lly fund the remaining debt service. 

1.3. 	 Direct the Victorville Municipal Utility Services to closely monitor its programs for 
utility services and avoid any further attempts to self-generate power. 

City Response: 

This Recommendation was implemented in 2009 as shown in the previous City Response. 
There is no intere t on the part of the City Council or staff to resume attempts to self
generate power. 

1.4. 	 Direct the City Manager to further reduce expenditures and increase revenues for the golf 
course enterprise to reverse its operating deficit and eliminate its need for inter-fund 
loans and transfers. The City Council should also consider various alternatives to the 
continued operation or disposition of the Green Tree golf course. 

City Response: 

This Recommendation was implemented in 2010. Following a public Request for Proposal 
process, the City Council selected Billy Casper Golf ("BCG") to manage the Green Tree golf 
course. The contract is heavily incentivized for BCG to get the course profitable (20% share 
of profit). A failed attempt to reopen the Westwinds golf course accounted for a one-time 
skewing of the deficit in 20 II. Knowing Westwinds had been closed as a result , the Final 
Report should have focused more on the performance of the Green Tree golf course which 
has steadily made progress toward becoming profitable under the management of BCG. 
Overall golf COUL e deficits have been reduced from $1.8 million annually to an estimated 
$300,000 for FY 201 2-201 3. 
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Section 2: Inter-fund Loans and Use of Restricted Funds 

Conclusions (Paragraph 1, Page 2-15) 

Although the City of Victorville finally adopted an Inter-fund Loan Policy on May 3, 2011, after 
repeated recommendations from independent auditors and City management dating back to 2009, 
the policy contains significant weaknesses . These weaknesses include a lack of guidelines and 
required analysis to determine: (1) the borrowing or lending funds' solvency, or ability to pay 
obligations; (2) timeframes for analysis and approval of the loan prior to June 30 of each fiscal 
year to prevent backdating of inter-fund loans; and, (3) financial planning or monitoring of the 
repayment of inter-fund loans. Therefore, the Inter-fund Loan Policy as it currently exists, does 
not ensure that inter-fund loans do not: (a) significantly weaken the financial condition of a 
lending fund and its ability to pay obligations; (b) become a permanent contribution from the 
lending fund to the borrowing fund; or, (c) complicate or misrepresent the financial condition of 
all funds involved. 

City Response: 

The City agrees with these Conclusions, but notes that the Final Report fails to accurately portray 
or consider the events occurring at the time it suggests the City should have adopted a more 
stringent policy. Please see Attachment #1 for more detailed information that was shared with 
the Grand Jury and HMR during the exit interview. The City's existing Inter-fund Loan Policy 
("Policy") was adopted after polling other cities to develop such a policy, a common practice 
among municipalities when drafting a new policy. Although the City currently prefers to avoid 
engaging in any additional inter-fund loans, the City Council will consider an update to the 
Policy to add the recommended language. 

Conclusions (Paragraph 2, Page 2-15) 

Analysis of existiI!K inter-fun~ loans revealed that the City had $69.7 million in outstanding 
inter-fund loans as of June 30, 2011, which includes the original loan amount and accrued 
interest. Though each of the loans has a five year ~rm, a majority of the loans have not had any 
payments made toward the outstanding balance and internal controls are not formalized to ensure 
timely repayment. Further, the repayment of $38.1 million, or 54.7 percent of the $69.7 million 
in outstanding inter-fund loans is highly questionable. This is because these loans were made to 
the SCLAA and VMUS, two entities with significant debt obligations, structural cash flow 
difficulties and revenue concern. However, the City Manager has asserted that the City 
anticipates that approximately $45 million will be repaid upon receipt of approximately $52 
million in judgment proceeds in FY 2012-13, resulting from a suit against a former contractor 
that was responsible for engineering work on the failed Foxborough Power Plant project. The 
suit is currently under appeal. 
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City Response: 

The City partially disagrees with this Conclusion. Specifically, the City' s ability to repay $38 .1 
million of the inter-fund loans in no~j:lAgblY..9.uestio~able." By unanimous decision, the juryin 
the Carter & Burgess lawsultamrci;d, the City $S2,i"16,367--every penny the City asked for--on 
each of five causes of action independently. All twelve jurors (although only nine votes are 
needed for consensus in civil suits) voted in favor of each award. The trial judge also awarded 
th~Cit ne,arl~ $2 million in attorney'sJees, and because the judgment earns 10% interest from 
the date originally entered (December 16, 2010), the total proceeds currently expected are 
approximately $64 million. The amount of the judgment cannot be reduced by the appellate .::c 
court. The decisive victory on all causes of action by a unanimous civil jury makes the 
repayment of VMUS debts highly likely upon final disposition of the appeal later this fiscal year. 

- Conclusions (paragraph 3, Page 2-15) 

Finally, a review of the inter-fund loans made from the Victorville Water District (VWD) to 
VMUS and the transfer of funds from the Sanitary District to the General Fund suggest that the 
City may have violated State laws and local resolutions restricting the use of revenue collected 
for the delivery of property-related utility services. In particular, water fees and charges collected 
by the VWD were loaned to VMUS to support capital improvement and operation of electrical 
and power utility services. While the California Constitution does not prohibit investments or 
short-term loans, the financial state of VMUS and its inability to pay obligations may result in 
the inter-fund loan becoming a permanent contribution to VMUS, exposing the City to the risk of 
violating the Constitution. Similarly, restricted propelty tax revenue was transferred to the 
General Fund, without assurance that the revenue would be used for Sanitary District purposes. 

City Response: 

The City partially disagrees with this Conclusion. 

This Conclusion first suggests interfund loans may violate the law, then acknowledges that Sh011
term loans are not constitutionally prohibited. This Conclusion goes on to state that if such loans 

" -.J become permanent contributions, the loans may violate the constitution. The City agrees that if 
loans of restricted funds become permanent contributions they may violate the law. However, to 
infer that the law may have already been violated as a result of interfund borrowing is a 
premature judgment that assumes inaction in the future. 

City Management and the City Council have been advised and are well aware of the need to 

repay interfund loans and have no intention of allowing the borrowing to become a permanent 

transfer. This knowledge was shared in great detail with the Grand Jury and HMR during the exit 

interview. It is unknown why the Grand Jury and HMR chose to ignore those comments in its 

Final Report to the public. Please see Attachment # 1. . 


Conclusions (Paragraph t, Page 2-16) 

Further, the transfer of Sanitary District funds to the General Fund violates the LAFCO 

resolution which states that all Sanitary District assets should remain in a separate enterprise 

account. 
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City Response: 

The City disagrees with this Conclusion. Please refer to Attachment #1 for documentation. This 
information was previously shared with the Grand Jury and HMR during the exit interview 
including relevant attachments. The transfer of Sanitary District funds to the General Fund does 
not violate the LAFCO resolution and in fact was done in strict compliance with it. Condition 5 
states, "All property tax revenue attributable to the District prior to the calculations required by 
Section 98.6 of the Revenue and Taxation Code, ... shall accrue and be transferred to the 
successor agency;". The Successor Agency to the Victorville Sanitary District is the City of 
Victorville. 
The Final Report points to the LAFCO resolution that collapsed the Sanitary District into the 
City. Condition of Approval No. 8 provides as follows: 

.. Condition No.8. The City of Victorville, as Successor Agency, shall accept all 
system facilities transferred from the Victorville Sanitary District in "as is" 
condition, without any payment or repair obligation from the assets of the District 
[Government Code Section 56886(hJ}. All incidental liabilities, such as accounts 
payables, contract obligations and customer deposits, shall be transferred to the 
City of Victorville as the Successor Agency. All assets including, but not limited 
to, cash reserves, buildings and other real property, water production equipment 
(pumps, storage tanks, etc.), transmission lines and rights-of-way, rolling stock, 
tools, and office furniture, fixtures and equipment, all lands, buildings, real and 
personal property, and appurtenances held by the Victorville Sanitary shall be 
transferred to the City of Victorville, as Successor Agency as of the effective date 
of this dissolution [Government Code Section 56886(h)} and shall be maintained 
and accounted for separately as an enterprise activity. 

Upon the dissolution of the Sanitary District, the City transferred $15,000,000 from the Sanitary 
District Fund to the General Fund. The Final Report claims that such transfer should not have 
been to the general fund but to the specific enterprise fund. Conveniently, the Final Report does 
not analyze whether such transfer was authorized by the LAFCO resolution pursuant to 
Conditions No.5, 7 and 9. When LAFCO considered the item, the Condition 8 subject matter 
was not deemed important enough by LAFCO staff to include in the staff recommendations, but 
Conditions 5 and 9 were included as recommendations 2 (b) and (e). Those items define the 
different handling of property tax revenue and funds collected for capital purposes. A copy of 
the full recommendations is part of Attachment #1 and below are the relevant excerpts. 

Recommendation 2.b. : All property tax revenue attributable to the District prior 
to the calculations required by Section 98.6 of the Revenue and Taxation Code, 
including delinquent taxes and any and all other collections or assets of the 
District to be dissolved shall accrue and be transferred to the successor agency, 
the City of Victorville; and, 

Recommendation 2.e.: Upon the effective date of this dissolution, any funds 
currently deposited for the benefit of the Victorville Sanitary District which has 
been impressed with a public trust, use or purpose, including but not limited to, 
Capital Reserve Accounts, Capital Improvement Accounts, Sewer Connection 
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Fees, etc. on June 30, 2008 shall be transferred to the City as the successor 
agency and the successor agency shall separately maintain such funds in 
accordance with the provisions ofGovernment Code Section 57462; 

Condition No.5. All property tax revenue attributable to the District prior to 
the calculations required by Section 98.6 of the Revenue and Taxation Code, 
including delinquent taxes and any and all other collections or assets of the 
District to be dissolved shall accrue and be transferred to the successor agency; 

Condition No.7. The Appropriation Limit of the City of Victorville shall be 
adjusted based on property tax revenues that will be shifted to the City as a result 
of this dissolution, estimated to be $1,500,000 in Fiscal year 07-08; 

Condition No.9. Upon the effective date of this dissolution, any funds currently 
deposited for the benefit of the Victorville Sanitary District which has been 
impressed with a public trust, use or purpose, including but not limited to Sewer 
Connection Fees, charges for service, etc. shall be transferred to the City as the 
successor agency and the successor agency shall separately maintain such funds 
in accordance with the provision ofGovernment Code Section 57462; 

The above Recommendations of approval for the LAFCO Resolution were unanimously adopted 
by the LAFCO Commission in their entirety. The phrase "any funds currently deposited for the 
benefit of the Victorville Sanitary District which has been impressed with a public trust, use or 
purpose, including but not limited to Sewer Connection Fees, charges for service," (emphasis 
added) specifically refers to capital reserves. Property taxes by definition are general in nature 
and not restricted. The City has received no notice of inquiry into this issue from LAFCO, let 
alone a notice of violation. The City maintains that the transfer of those particular taxes to the 
City was permissible and contained no requirement to place those taxes in a specific enterprise 
fund. 

Recommendations 

The Victorville City Council should: 

2.1. 	 Revise and improve the Inter-fund Loan Policy to include the following requirements, 
which should also be applied to existing inter-fund loans, to the extent possible: 

a. 	 Analysis of the financial condition of each fund involved in the inter-fund loan prior 
to approval, including a review of revenues, expenditures, assets, liabilities, and 
potential sources of revenue. The analysis should be used to determine the funds' 
ability to pay obligations such as ongoing operations, principal and interest payments 
for long-term debt, and agreements or contracts with third parties. To the extent 
possible, only funds with an ability to still meet all expenditure and debt obligations 
should be induded in an inter-fund loan. 
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b. 	 A clear ~nd reasonable timeframe for the financial analysis to be conducted prior to 
approval of an inter-fund loan, which should ideally be approved before June 30 of 
each fiscal year. 

c. 	 Financial planning and monitoring of repayment for each inter-fund loan. A financial 
plan could include a repayment schedule, targeted payment amounts based on a 
percentage of surplus revenues at the end of each fiscal year, and identification of 
potential revenue sources. Internal controls for monitoring repayment of inter-fund 
loans should be developed, approved, and formally documented. 

City Response: 

~ 	 The City will implement the above Recommendations at a future City Council meeting later 
this fiscal year. 

2.2. 	 The City should accurately reflect inter-fund loans in its financial statements and internal 
documents to fully represent the financial condition of funds. 

City Response: 

The City believes it has reflected inter-fund loans accurately. Specific treatment of inter-fund 
loans has been determined by city staff after discussions with independent auditors. Each 
year, the City's independent auditors, who are recognized certified public accounting firms, 
review and address the City's outstanding interfund loans. 

2.3. Evaluate the appropriateness of existing water fees and charges to ensure that revenues 
do not exceed funds required to provide water delivery services. 

City Response: 

This Recommendation was implemented in 2011 and 2012 by the Board of the Victorville 
Water District ("VWD") when it suspended rate increases upon review of existing fees and 
charges. Unfortunately, in raising concerns on page 2-12 of the Final Report, the Grand Jury 
and HMR failed to adequately research this issue to learn that the funds borrowed were 
accumulated by the former Victor Valley Water District and were not accumulated as a result 
of increases in fees by the VWD or the City Council sitting ex officio as the VWD Board. 

2.4. 	 Develop and implement a plan to return restricted funds from water fees and charges to 
the Victorville Water District, which were loaned to the Victorville Municipal Utility 
Services, but are at risk of becoming permanent contributions to the borrowing fund. This 
should be done as soon as possible in order to comply with State laws and regulat.ions 
regarding the use of such property-related fees . 
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City Response: 

This Recommendation was implemented in 2012 with the approval of an extension of a 
Letter of Credit agreement with BNP Pari bas that specifically outlines the use of funds from 
lawsuit proceeds. The City Responses to Recommendation 1.1 and Conclusions (Paragraph 
2, Page 2-15), on pages 4 and 6 of this Response Letter respectively, provide details on the 
expected Carter Burgess lawsuit proceeds and how the Letter of Credit agreement contains a 
plan for returning the funds to the VWD. 

2.5. 	 Continue to maintain any revenues and assets associated with the Sanitary District in a 
separate enterprise fund in order to comply with the Local Agency Formation 
Commission (LAFCO) Resolution dissolving the District and designating the City of 
Victorville as the Successor Agency, as well as ensure compliance with State laws and 
regulations regarding the use of such property-related fees. 

City Response: 

This Recommendation was implemented upon dissolution of the Sanitary District in 2008. 
Accounting records from the last 40 years did not separate capital funds from operating funds 
for the time the Sanitary District was a subsidiary of the City of Victorville. Staff estimated 
this split and reviewed it for accuracy against the property tax receipts received by the 
Sanitary District. Page 2-]3 of the Final Report indicates, "the estimate appears to be 
reasonable. " 

2.6. 	 Develop and implement a plan to return $15 million in restricted funds from property tax 
~ 	 revenue to the Sanitary District, which were inappropriately transferred to the General 

Fund. This should be done as soon as possible in order to comply with the LAFCO 
Resolution dissolving the District. 

City Response: 

This Recommendation will not be implemented because it is not warranted and is not 
reasonable. Specific reasons it is not wan"anted are outlined in the above Responses and in 
Attachment #1. Additionally, as the successor agency to the Sanitary District, the City is 
responsible for any shortfall in the operating or capital needs of the former Sanitary District 
and its customers. Should the $2,768,648 segregated in the capital account pursuant to the 
requirements of the LAFCO action not be enough for the capital needs, the City is required to 
carry out those obligations. The City would appropriately do so using the General Fund 
where the accumulated $15 million in property taxes of those customers, all Victorville 
residents, was transferred in accordance with and at the direction of the LAFCO resolution. 

Furthermore, the City is confident that the customers of the former Sanitary District, all 
Victorville residents, would prefer that their paid property taxes be used to fund vital public 
safety priorities, such as police and fire, rather than have the money sit in an account as capital 
reserves for an enterprise for which sufficient reserves already exist. This funding priority is 
shared by the City's residents and was expressed in the priority discussions and determinations in 
the annual budget by the City Council. 
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Section 3: Power Plant Developments 

Conclusions (Paragraph I . Page 3-18) 

The City of Victorville and the Southern California Logistics Airport Authority (SCLAA) 
initiated large, high risk electrical generation-related capital projects in the mid 2000' s without 
proper pre-project risk assessments or project controls. The analysis supporting such decision 
making has been based on recommendations from contractors who have had an interest in the 
projects. Further, this decision making has not been transparently presented to the public. The 
subsequent failure of these projects has resulted in substantial losses and contributed to a heavy 
long-term debt burden for the City and the Airport. 

City Response: 

The City partially agrees and partially disagrees with this Conclusion. The City agrees that the 
City initiated high risk electrical generation related to capital projects and the projects have 
contributed to the heavy long-term debt burden of the City and the Airport - but the City 
disagrees that the projects were not analyzed or presented with adequate transparency. Inland 
Energy has requested additional independent information regarding this project also be included 
in this Response. Please see Attachment #2. 

Conclusions (Paragraph 2, Page 3-18) 

In September 2005, the City, acting as the governance board for the SCLAA, initiated a project 
to develop a 500 megawatt power plant, known as Victorville 2. The Victorville 2 project was 
never completed and ultimately cost the Southern California Logistics Airport over $50 million 
in losses with over $76 million invested to date. City management did not conduct proper due 
diligence before initiating the project, entering into an onerous and open-ended agreement with 
Inland Energy Inc., or entering into a high risk $182 million agreement to purchase power 
generation equipment from General Electric. Further, City management did not enforce all 
contract terms and has not formally managed the use of an open-ended provision in the 
agreement. In addition, the agreement with General Electric was adopted without proper 
transparency in closed session, likely violating the Brown Act. 

City Response: 

The City agrees in large part, especially as related to the costs and risks of the Project to the City, 
but partially disagrees with this Conclusion. With respect to the alleged Brown Act violation 
associated with the General Electric ("GE") agreement approval. The City has reviewed the 
record which indicates that there was Brown Act compliance. Moreover, any alleged non
substantive violation was cured by action taken by the City on its own initiative by subsequently 
placing items on the open session agendas for the December 4 and December 18, 2007 meetings 
to ratify the GE agreement. While the action taken at the November 20,2007 meeting approving 
the GE agreement was not challenged at the time, given its importance, the items were placed on 
two subsequent open session agendas to ensure that the full membership of the City Council had 
the 0ppol1unity to weigh in. As a result, the GE agreement was ratified in open session by a 
unanimous vote at the December 18, 2007 meeting. Although the entire GE agreement was 
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apparently not attached to the agenda items for the above meetings, a copy was, and continues to 
remain, available to be provided to the public upon request. 

Conclusions (Paragraph 1. Pa ge 3·19) 

In June 2004, the City began procuring no-bid professional services from Carter and Burgess, an 
architecture and engineering firm, to design, develop, and construct, a cogeneration power plant 
to service the energy needs of certain tenants at the Foxborough Indu strial Park. The project was 
undertaken by the City without a thorough assessment of risks, a formal business plan or budget, 
or sufficient controls in place. Through a series of mishaps the project was never completed, 
resulting in the loss of tens of millions of dollars in public funds. Ultimately, the City was 
awarded $52 million as a result of civil trial litigation against Carter and Burgess and its parent 
company, but this award, even if fully paid, would still leave the City with approximately $40 
million in losses. 

City Response: 

The City partially disagrees with this conclusion. The City rightfully relied on Carter & Burgess 
to perform a risk analyses, business plans, and budgeting. The failure of Calter & Burgess to 
perform was the basis for the lawsuit and a key factor in the City being awarded over $52 
million. Some of the conclusions in this section of the Final Report inappropriately affix blame 
on the City, contrary to the unanimous decision of the jury who found Carter & Burgess at fault 
and subsequently awarded the City $52 million after a seven week trial with mountains of data. 
The Grand Jury and HMR should have relied more on the conclusions of the in-depth analysis 
required of the jurors than on its own analysis, which it has performed with limited data. 

Recommendations 

The Victorville City Council should: 

3.1. 	 Draft and implement planning policies and procedures for all City and SCLAA capital 
projects. Such policies should incorporate best practices, including an independent 
evaluation of risks and fiscal impact. 

City Response: 

The City will implement the above recommendation at a future City Council meeting later 
this fiscal year for any projects not included in existing master planning efforts. 

3.2. 	 Draft and implement capital project controls, policies and procedures for all City and 
SCLAA capital projects . Such policies should incorporate best practices such as: 

a. 	 Establishment of a project plan, including a project budget, which is periodically 
revisited and formally approved by the City Council and/or SCLAA Board of 
Directors in open sessions. The policies should also include requirements for 
implementing performance measures that are regularly reported to the Council 
during the life of a project. 
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City Response: 

The City will implement the above recommendation at a future City Council meeting later 
this fiscal year. 

b. 	 Establishment of procurement controls, including requirements for competitive 
bidding, increasing levels of control over approval of professional service 
contracts based on cost to the City, and standard documentation requirements for 
the payment of invoices. 

City Response: 

Procurement controls were adopted as part of the revisions to the City's Municipal Code 
("Code") on April 7, 2009. See Code Chapter 2.28 (Purchasing System) in general and Code 
section 2.28.280 (setting forth the rules goveming procurement of professional/consulting 
services). Although Code section 2.28.280 does not specify the documentation requirements, 
the City's current standard form agreements for ConsultantlProfessional Services, which an 
City consultants and other professional services providers must sign, do require specific 
documentation prior to payment as specified in the form agreement excerpts below: 

Section 3. COMPENSATION 

The City shall pay to Consultant a sum not to exceed 
DOLLARS ($ ) for faithful performance of the services to be rendered 
under this Agreement, subject to the Payment Schedule provisions of Section 4, below 
(as may be applicabJe). No expense reimbursements, including, but not limited to, 
reimbursements for travel, parking, lodging, and/or meals shall be paid to Consultant 
unless such expense reimbursements: (i) are specifically provided for and described by 
nature and type in Exhibit "B", below; (ii) appear on Consultant's monthly invoices to 
City; (iii) are supported by the appropriate receipts and other such documentation as City 
shall require; and (iv) are directly related to the Scope of Services to be performed under 
this Agreement. In addition, any and all reimbursements shall be made in accordance 
with any City policy goveming same. 

Section 4. PAYMENT SCHEDULE 

The City shall pay Consultant as provided in the Payment Schedule, attached hereto as 
Exhibit "B," (as may be applicable), and incorporated as part of this Agreement by this 
reference. The provisions of Exhibit "E" notwithstanding, in order to receive payments, 
Consultant shall be required to submit to the City detailed monthly invoices which 
include, if applicable, a description of all services/tasks performed, the number of hours 
expended on each service/task, the name of the person performing the service/task, and 
expense reimbursement information, if any, as required by Section 3, above. Provided 
that services have been satisfactorily rendered, invoices shall be paid by the City 
approximately thirty (30) working days following receipt of Consultant's invoice. 
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The City will review options to determine if additional c1arification is needed. 

3.3. 	 Schedule a workshop on transparency in municipal government, including an information 
session on the requirements of the Brown Act. Following the workshop, the City Council 
should establish policies to ensure that its operations are consistent with the requirements 
of the State Government Code relating to open meetings and best practices, as they relate 
to government transparency. 

City Response: 

While the City disagrees with assertions made elsewhere in the Final Report that the City 
Council may have violated the Brown Act, a workshop is warranted for the public good. On 
August 21,2012, the City Council was provided an update on the Brown Act and a User's 
Guide on Brown Act compliance. In addition, the City Council discussed the implications of 
the suspension of the Brown Act by the Legislature on June 27,2012. Thereafter, the City 
Council adopted Resolution No. 12-048_ indicating its commitment to continue compliance 
with the Brown Act even though Assembly Bill 1464 and Senate Bill 1006 suspend certain 
provisions of the Brown Act though FY 2014-15. 

Section 4: SCLA Hangar Development 

Conclusions (Paragraph 1, Page 4-11) 

In September 2005 the City Council, in its role as the Southern California Logistics Airport 
Authority (SCLAA) Board of Directors, entered into a no-bid agreement with CBS Aviation 
Development, LLC for the construction of hangar facilities at Southern California Logistics 
Airport. The development agreement was based on a proposal put forward by the manager/owner 
of CBS Aviation Development, an individual with no prior relationship to the City and whose 
background and competency was not fully known. Further, there is no evidence that sufficient 
background research was conducted on CBS Aviation Development or its owner until two 
months after the SCLAA entered into a ground lease agreement with the contractor. 

Board Response: 

The SCLAA Board partially disagrees with this Conclusion. Due diligence was initiated 
immediately upon the first contacts with CBS Aviation Development ("CBS"), through, among 
other things, telephone conversations with representatives of other airpolts where CBS (at that 
time known as ABS) had previously undertaken similar projects. The Final Report only 
references the actual documentation that was provided supporting the ongoing due diligence 
undertaken by the Agency's Counsel's office and ignores representations that certain forms of 
due diligence were initiated much earlier. Further, although the due diligence conducted by the 
Agency Counsel's office indicated CBS was involved in litigation, such litigation did not raise 
any red flags when selecting CBS as the developer. The subject matter of the litigation in which 
CBS was involved did not appear germane to the services CBS was to provide to the SCLAA. 
Further, the litigation (several of which were mechanics' lien claims) involved several 
defendants or cross-defendants with William Graven, or CBS, being named as one of several 
defendants. 
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Conclusions (Paragraph 1, Page 4-12) 

Although the original hangar development agreement called for the construction to be 
completely funded by CBS Aviation Development, the SCLAA spent approximately $54 million 
for CBS Aviation Development work on the hangar development project and nearly an 
additional $50 million for a second firm, KND Affiliates, LLC, to complete the project after City 
management lost confidence in the abilities of CBS Aviation Development. The hangar 
development project may have ultimately cost SCLAA approximately $103 million to complete 
four aircraft hangars. 

Board Response: 

The SCLAA Board partially disagrees with this Conclusion. Accounting records show the bond 
funds spent on the hangars was $92,917,295.86. The Report fails to acknowledge that a 
significant portion of the funds allocated to the hangar transaction went to fund related and 
required infrastructure improvements such as runway and ramp improvements, storm drain, 
sewer and utility improvements. 

Conclusions (Paragraph 2, Page 4-12) 
~ ~ 

The hangar development project at the Southern California Logistics Airport was undertaken 
without proper controls to prevent cost overruns, the misuse or loss of public funds, or fraud. 
Specifically, there is no evidence that City management clearly estimated costs or presented the 
SCLAA Board (City Counci1) with a clear project budget or development plan before disbursing 
funds to CBS Aviation Development. Further, City and SCLAA management did not put proper 
controls in place during the project to ensure that outside contractors: (1) properly performed 
their duties; (2) used public funds efficiently; or, (3) were prevented from misusing public funds. 
The lack of controls is evidenced by the inability of City management to account for the entirety 
of public funds, including nearly $13 million provided to CBS Aviation Development. 

Board Response: 

The SCLAA Board agrees with this Conclusion. It should be noted that some portion of the 
unaccounted funds was spent on the hangars and associated infrastructure for which no record of 
payment to a vendor or subcontractor exists due to the lack of controls by the original contractor. 
Initially, the hangars were being developed as a private developer project. Because of a lack of 
documentation by the contractor, there is no way to calculate how much of the unaccounted 
funds were or were not actually expended on the project. 

Recommendations 

The SCLAA Board of Directors should: 

4.1. 	 Adopt and implement procurement procedures for the management and operation of the 
Southern California Logistics Airport that incorporates competitive bidding for the 
design, development, and construction of airport facilities . 
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Board Response: 

This was implemented with the adoption of the reVISIons to the City's Municipal Code 
(Chapter 2.28 - Purchasing System) on April 7, 2009, and is specifically covered under 
section 2.28.280, Award of ConsultantIProfessional Services Contracts based on competence. 
Pursuant to the SCLAA Joint Powers Agreement and California's Joint Exercise of Powers 
Act (Government Code section 6500 et seq.), the City is the Government Code section 6509 
agency, and therefore the City's procurement procedures apply to the SCLAA. 

4.2. 	 Adopt and implement SCLAA policies and procedures that institute sufficient financial 
controls for airport capital projects . Such controls should be con is tent with best practices 
for public sector capital projects. 

Board Response: 

This Recommendation item will be incorporated into the actions to be undertaken in response 
to Recommendation 3.1, to include a review of policies and procedures for projects where the 
City or SCLAA assist private developers with financing. No such projects are envisioned at 
this time. 

Section 5: SCLAA Bond Expenditures 

Conclusions (page 5·11, Paragraph 1) 

The VVEDA JPA stipulates the uses of tax increment raised on parcels of the former GAFB as 
well as tax increment froxn the member jurisdictions' territories. The VVEDA JPA specifically 
requires that tax increment revenues which are to be allocated to GAFB should only be used for 
purposes that directly benefit the redevelopment of GAFB. The VVEDA JPA also delegates the 
authority of the management and operation of the GAFB parcels, including budgeting authority, 
redevelopment authority, and all management and operational authority to the Victorville City 
Council, "which shall act on behalf of the [VVEDA] Commission on all such matters." 

Board Response: 

The City of Victorville di sagrees with this Conclusion as it doesn't consider all of the relevant 
provisions of the VVEDA JPA regarding how tax increment generated for SCLA shall be spent. 
Specifically, the VVEDA JPA contains the following sections that must all be considered in 
order to determine the appropriate use of tax increment revenues for GAFB: 

(i) Section 8, Page 19, Paragraph 2 identifies that "All tax increment revenues 
attributable solely to the GAFB parcels" ..... ,"shall be disbursed and used at the 
discretion of the Victorville City Council or the Board of the SCLAA, provided, 
however, that all such revenues can only be expended on the GAFB parcels or for 
improvements adjacent to and directly benefitting the GAFB parcels and must be 
expended for the purposes of causing the acquisition, reuse and redevelopment of 
GAFB in a manner consistent with the Redevelopment Plan". 
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(ii) Section 34, Page 39, Paragraph 2 & 4 identifies that "Participating Jurisdiction 
Tax Increment will be di vided and allocated as follows: I) twenty percent (20%) of 
the Participating Jurisdiction Tax Increment Revenues shall be set aside for low and 
moderate income housing purposes and will be allocated to each Member for use by 
each Member in its own portion of the Project Area"; 2.) "Forty percent (40%) of the 
Net Revenues attributable to any Original Member's Territory, exclusive of the 
GAFE parcels, shall be allocated for use in such Original Member's Territory; and 3.) 

forty percent (40%) attributable to such Original Member's Territory shall be 
allocated solely for use on the GAFB Parcels". 

(iii) Section 38- Financing, Page 45, Paragraph 1 identifies that "the SCLAA may 
pledge that portion of Participating Member's Tax Increment Revenues which, 
pursuant to Section 34 of this Agreement, is to be allocated to GAFB, along with any 
GAFB Tax Increment Revenues, to secure the issuance of tax increment bonds or 
similar indebtedness, provided, however, that the proceeds of any such debt issuance 
shall only be used for the purposes of causing the redevelopment and development of 
GAFB". 

AU of these particular sections of the VVEDA JPA must be considered since they distinguish the 
difference in how GAFB Tax Increment Revenues and Tax Increment Revenues generated from 
Member Jurisdictions shall be spent. Said differently, the aforementioned sections provide 
flexibility to the SCLAA Board in spending its tax increment as either tax increment or as 
bonded proceeds. The restriction cited by the Grand Jury that suggests that SCLAA Tax 
Increment must be spent only for purposes that directly benefit GAFB is the wrong citation as 
SCLAA's tax increment revenues have all been pledged to satisfy debt service. Section 38 is the 
appropriate provision dictating the expenditure of SCLAA Tax Increment revenues as bond 
proceeds, which provides that they may be spent for the purpose of causing (emphasis added) the 
redevelopment and development of the former GAFB. In determining what constitutes "causing 
the redevelopment and development of the former GAFB", one must refer to the Redevelopment 
Plan and the documents adopted in connection therewith. 

The Redevelopment Plan and the Final 33352 Report approved in connection with the adoption 
of the Redevelopment Plan address the expenditure of tax increment revenues and the types of 
projects that can be undertaken throughout the Project Area. The Final Report fails to 
understand the relevance of the ability of Victorville to pledge fifty percent (50%) of the 
revenues generated in the Victorville portion of the Project Area for projects outside SCLA, but 
within the City of Victorville. 

Conclusions (Page 5-11, Paragraph 2) 

The Victorville City Council, acting as the SCLAA Board of Directors, appears to have 
repeatedly mishandled SCLAA bond expenditures. In at least three instances the SCLAA Board 
and City management mishandled SCLAA bond funds by either: (1) poorly justifying 
expenditures; (2) failing to properly identify funding sources and accounting for Victorville's 
pledged amount to SCLAA; or, (3) potentially expending funds allocated to GAFB on parcels 
outside of GAFE and not primarily or directly for the purpose for the redevelopment of GAFB. 
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City Response: 

The conclusions above are misleading and ignore important provisions of the VVEDA JPA 
discussed immediately above, and as importantly, the critical underlying document that is 
relevant throughout each bond document, the VVEDA Redevelopment Plan. To support the 
Grand Jury's conclusion that SCLAA poorly justified expenditures of its bond funds, the body of 
the Final Report identifies $3.3 million of SCLAA bond funds being used to purchase land for 
the I-15lNisqualli Road Interchange. The body of the Final Report also speaks to property 
acquired for a library and references the expenditures associated with the VV2 power plant as 
poorly justified expenditures. 

In addition to being identified in an official statement for an SCLAA bond, the VVEDA 
Redevelopment Plan, which serves as a VVEDA approved document dating back to 1993, 
identifies the following to help satisfy the eligibility of the interchange as being an acceptable 
project: 

Exhibit C from the original 1993 Redevelopment Plan identifies by name, 1-15 
NisquaJli Road Interchange land acquisition as an intended project. Exhibit C from 
the original 1993 Redevelopment Plan has been attached hereto for reference as 
Attachment #3. 

With respect to the property acquired for a library, the Grand Jury should have considered the 
following sections from the VVEDA Redevelopment Plan: 

Section 400 (3) identifies the intent of the Redevelopment Plan to assist the 
Participating Jurisdictions in pursuing programs for economic development and 
economic diversification. 
Section 400 (9) identifies the intent of the Redevelopment Plan to provide needed 
improvements to the community's education, cultural and other community facilities 
to better serve the Project Area 
Section 400 (12) identifies the intent of the Redevelopment Plan to remove 
impediments of land assembly and development through acquisition and re
parcelization of land into reasonably sized and shaped parcels served by an improved 
street system and improved public facilities. 

With respect to property acquired for the VV2 Power Plant, Section 38 of the VVEDA JPA cited 
above is applicable in this particular case. Additionally, the Grand Jury report doesn' t consider 
provisions of the Redevelopment Plan where: 

Attachment #3 of this document which IS Exhibit C of the VVEDA 1993 
Redevelopment Plan identifies Air Base Improvements to include Land Acquisition 
of 2,000 acres North, East and South of the former GAFB . 
Section 400 (1) identifies the ability to pursue the successful reuse and development 
of the Air Base and its facilities. 
Section 400 (3) identifies the ability to assist the Participating Jurisdictions In 
pursuing programs for economic development and economic diversification. 
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Despite the challenges experienced by Victorville in pursuing power ventures, Victorville can 
point to particular achievements where companies like Dr. Pepper Snapple and Plastipak 
Packaging would not have located to SCLA had Victorville/SCLA not positioned itself to 
provide an alternative and more cost effective electrical source. 

Notwithstanding the above, Chart 5-1 has been developed to help identify for comparison 
purposes, the expenditures associated with the library parcel and the amounts generated by 
Victorville that are not required to be spent on GAFB Parcels but instead can be spent in its 
portion of the VVEDA Project Area (as described above). The amount identified in the Grand 
Jury report of $1,903,000 for the assemblage of what was to become a Victorville library project 
is substantially less than 50% of Victorville 's 100% used to size the various bond issues. The 
$1,903,000 should be compared to $86,264,983 in bond proceeds (see Chart 5-2 below and 
calculate 50% of the Victorville 100%) that pursuant to the VVEDA JPA, could have 
legitimately been used to fund projects outside of GAFB but within Victorville 's portion of the 
VVEDA Project Area. Taking this analysis one step further, Attachment #4 has been attached 
hereto to serve as summary of the actual expenditures from each of the respective bonds made on 
or at SCLA. Upon review of Attachment #4, it should become easy to conclude that the amount 
spent directly on SCLA more than exceeds that $30,847,782 contributed by the remaining 
Members Jurisdiction when considering the amount of bond proceeds their respective pledge 
security helped generate (Chart 5-1). 

Chart 5-1 
S hare of Pledged Revenue 

Bond 
~e-

Net 
--Proceeds-

S C LA VV---
100 % 

A.V. Co.SB.- -
50% 

--- -
% 
~~ 

50% 

Adel. -
% 

--
100% % % 50 % % % 50% 

2005 37,046,215 2 ,937,383 40 % 3,676,488 50% 55 6,131 8% 59,501 1% $151,629 2 % - 0% 

2006 (Ref.) 59 ,904,039 2 ,899,387 25 % 7,5 6 1,350 64% 953,405 8% 74,514 1% 2 6 8 ,679 2% - 0 % 

2006 (2) 68 ,22 1,939 2 ,899.387 25 % 7.5 6 1,350 64% 953,405 8% 74,5 14 1% 2 6 8 ,679 2 % - 0 % 

2006 (Sub) 5 6 ,327,73 1 2 ,872,571 18 % 11 ,077,479 70% 1,361,045 9 % 120 ,360 1% 370,400 2% 102,779 1% 

2007 (Sub) 37 ,44 6,63 2 4 .220 ,624 i 9% 15,544,984 69 % 1,672,6 88 7 % 587 .9 19 3% 454 ,363 2% 170,811 1% 

2008 (Sub) 9 ,6 86,044 4 ,335 ,596 18% 16,574 ,080 70% 1,671,65 6 7 % 5 87 ,836 2 % 4 5 3 ,9 82 2 % 170,749 1% 

26 8,632 ,600 

Chart 5-2 
Bond SCLA VV A.V. - Co.SB.----- ..,..

I 50% 
Hesp. Adel.----

50% 
Total 

- - - ----
Issue 100% 

-. 
100% 

... 
50% 

--
50% 

2005 14,742,850 18,452,449 2,791,245 298,638 761,032 - 37,046,215 
2006 (Ref.) 14..772,480 38,525,347 4,857,632 379,651 1,368,929 - 59,904,039 
2006 (2) 16,823,694 43,874,735 I 5,532,133 432,368 1,559,010 - 68,221,939 
2006(Sub) 10,173,476 39,231,916 4,820,267 426,266 1,311 ,806 364,001 56,327,731 
2007 (Sub) I 6,977,415 25,698,525 2,765,240 971 ,931 751 ,] 40 282,380 37,446,632 

9,686,044,2008 (Sub) 1,764,939 6,746,993 ,I 680,499 239,297 184,807 69,509 

$ 65,254,853 I $ 172,529,965 $ 21,447,016 $2,748,151 $5,936,725 $715,890 $ 268,632,600 

The purpose for Chart 5-2 above is to identify of the amount pledged by the respective 
jurisdictions, how their share of pledged revenue could be accounted for relating to the sizing of 
a particular bond issue of the SCLAA. 
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In addition to the VVEDA JPA and the VVEDA Redevelopment Plan discussed above, the 
conclusion in the Final Report also fails to take into account that bond expenditures are also 
governed by the Health and Safety Code Section 33352 Report adopted in connection with the 
Redevelopment Plan, the bond offering documents approved and adopted with each bond issue, 
and the Fiscal Consultant's Reports that support the bond offerings. 

Each expenditure of bond proceeds must be made in a manner consistent with all of the 
foregoing documents. Fiscal consultants, underwriters and bond counsel aU review the proposed 
projects to be funded with the bond proceeds and place numerous controls in the bond 
documents as to how proceeds are spent. The Final Report seems to ignore these documents. 
The Final Report only focuses on one document and tries to interpret specific provisions of that 
document in a manner that is inconsistent with the intent of the original members and the 
subsequent actions and direction of the VVEDA body. 

The Final Report also fails to comprehend the basic intent of the Redevelopment Plan which was 
to allow for the development of infrastructure and related projects throughout the Project Area, 
all of which could be deemed to alleviate the economic impacts caused by the loss of jobs and 
revenues associated with the closure of the military base. The impacts of that closure were all 
fully considered by the VVEDA Board in adopting the original Redevelopment Plan. Projects 
such as the Nisqualli interchange (which was specifically delineated in the Redevelopment Plan) 
and the VV II Power Plant clearly fall within the type of projects contemplated by the governing 
bodies of each of the Participating Jurisdictions when they approved the adoption of the 
Redevelopment Plan. 

Recommendations 

The City Council should: 

5.1. 	 Revise the loan agreement between SCLAA and the City so that it incorporates back 
interest that should have accrued between 2005 and 2010 based on the State Pooled 
Money Investment Account average annual yields for the Local Agency Investment 
Fund. 

City Response: 

This recommendation will be implemented prior to the close of this fiscal year. 

5.2. 	 Review and amend the City's financial statements so that the loan agreement between the 
City and SCLAA for the purchase of library parcels reflects the terms of the agreement. 
Specifically, that the loan is placed in the City's Development Impact Fee fund. 

City Response: 

This Recommendation will be implemented as a prior year adjustment in the financial statements 
year ending 6-30-2012. 
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5.3. 	 Direct the City Manager to conduct an evaluation of the use of SCLAA bond funds for 
the Victorville 2 Power Plant project including an analysis of the amount of funds 
specifically allocated to SCLAA (less the Victorville pledge) that were used for the 
project. At the completion of such anaJysis, establish a loan agreement between the City 
and SCLAA for the repayment of the amount of SCLAA bond funds expended on the 
Victorville 2 Power Plant Project less the net amount pledged by Victorville for 
repayment of the bonds. 

City Response: 

As a result of this Recommendation (5.3), staff did conduct a detailed analysis to help determine 
more clearly, the appropriateness in spending bonded expendi tures to be consistent with 
provisions of the VVEDA IPA. Charts 5-1 and 5-2 have been prepared resulting from 
Recommendation 5.3 and Exhibit 5-2 has been used to extract those bonded expenditures that 
more than clearly represent expenditures directly made to SCLA. The conclusion drawn from 
that analysis shows that of the $30,847,782 contributed in the form of leveraged funds 
generating bond proceeds from Member Jurisdictions (excluding Victorville), $152,448,806 was 
spent directly on SCLA (or the fonner GAFB grounds). The difference between the two numbers 
shows that an amount much greater than what has been contributed by the Member Jurisdiction's 
(excluding Victorville) has been spent directly on SCLA. 

Accordingly, the recommendation provided for here suggesting that a loan agreement be 
established requiring repayment of the bonded expenditures, net those amounts pledged by 
Victorville, which effectively is said to represent a perceived share from the remaining Member 
Jurisdictions, is not appropriate since it has been determined that the remaining Member 
Jurisdiction contribution of $30,847,782 has been spent to directly support SCLA. Victorville 
also believes that resulting from this Grand Jury report along with the Member Jurisdiction 
inquisition of SCLAA bonded expenditures dating back to January of 20] 1 through VVEDA, 
Victorville has more than adequately dedicated time and resource to determine the 
appropriateness of bonded expenditures. The VV2 Power Plant is an acceptable use of funds 
according to the plan documents as discussed above. 

The SCLAA Board should: 

5.4. 	 Direct the City Manager to establish an accounting system for all expenditures of 
SCLAA bond funds. Such a system should include an estimate of the amount of 
expenditures that are unrelated to the redevelopment of the former GAFB and would 
therefore require use of the Victorville pledge of funds from its own territory. 

Board Response: 
An accounting system exists today with detail as to expenditures by bond issuance. It does not 
currently separate the Victorville portion due to the level of expenditures being nominal in 
relation to the total funds available for such purposes. However, this recommendation will be 
implemented during this fiscal year and has been completed preliminarily as part of this 
response, please see above. No additional bond funds exist or are anticipated pending outcome of 
the lawsuit against the state. If successful and additional bonds are available, a new accounting 
system will be utilized to clearly differentiate SCLAA from Victorville share. 
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5.5. 	 Direct the City Manager to establish a policy requiring the SCLAA Board of Directors to 
justify the use of SCLAA bond funds when used for projects outside of GAFB parcels. 
Such a policy should require a detailed justification for how the expenditures directly 
benefit the redevelopment of the former GAFB before the issuance and expenditure of 
future tax increment bonds. 

Board Response: 

This recommendation will be reevaluated after disposition of the VVEDA lawsuit against the 

State. If VVEDA is unsuccessful there will be no additional funding to obtain bonds. 


5.6. 	 Review current contracts for potential conflicts of interest. This would help ensure that 
the SCLAA Board of Directors makes decisions in the interest of the SCLAA. 

Board Response: 

The City Council and the SCLAA have reviewed the provisions of the VVEDA JPA. This 
Recommendation fails to take into account the history related to the delegation of authority 
and the fact that such delegation was at the specific request of the Town of Apple Valley and 
the City of Hesperia. The recommendation also fails to recognize the extent of the 
obligations and liabilities assumed by Victorville in agreeing to the delegation and the clear 
provisions of the VVEDA JPA that provide for indemnification to all other VVEDA 
members for any liability arising out of such delegation. 

The VVEDA Commission should: 

5.7. 	 Consider a review of the delegated authority provided to the City of Victorville for 
governance and administration of the SCLAA to ensure representation of each individual 
jurisdiction's interests in the governance and administration of redevelopment acti vities. 

City Response: 
While not authorized to speak on behalf of VVEDA, the City points out that the delegation of 
authority to the City of Victorville was accomplished in 1997 at the request of the Town of 
Apple Valley and the City of Hesperia. As noted below, the history surrounding such delegation 
is important to understand. Before agreeing to such delegation, the City of Victorville had to 
consider the extent of the liabilities and obligations that it was to assume, especially given that it 
had been funding a significant pOltion of VVEDA's obligations up unti] such date. Accordingly, 
and in order to provide assurances to the City of Victorville that the delegation was going to 
provide the possibility of some long-term benefit if Victorville was willing to assume the risk, all 
of the VVEDA Members agreed to the delegation of authority by way of a binding contract. The 
Grand Jury Report fails to acknowledge the binding effect of this contract and other provisions 
of such contract which also provide for indemnification by Victorville to the VVEDA Members 
to the extent there is any liability associated with such delegation. The Grand Jury Report 
appears to question policy decisions made by the well-informed legislative bodies of several 
public agencies some fifteen years ago, while ignoring the reasoning, rationale and justification 
for such decisions . 
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As the largest financial contributing member to the VVEDA organization, Victorville finds it 
important for the Grand Jury to be familiar with the history surrounding the delegation of 
authority for SCLA to the City of Victorville. It is because of this history, notwithstanding the 
meaningful contractual provisions of the VVEDA JPA, that each Member Jurisdictions interest 
in the governance and administration of SCLA is fairly limited. 

Dating back to the summer of 1996, members of VVEDA, particularly the City of Hesperia and 
the Town of Apple Valley, introduced and began discussing the a realignment of the governance 
structure for the former GAFB. The purpose for realigning the governance structure was three
fold. First, VVEDA members wanted to get reimbursed for amounts it contributed to help lead 
the transition of OAFB to VVEDA control. Second, VVEDA members wanted to shift away 
from VVEDA, development responsibilities that VVEDA had established through the adoption 
of its original redevelopment plan and provide more autonomy to the Member Jurisdictions with 
respect to developments that were envisioned to occur within each respective Member 
Jurisdiction's portion of the VVEDA Project Area. Third, VVEDA members sought a more 
efficient method of implementing the redevelopment plan for GAFB including the operations, 
maintenance and business development responsibilities at GAPB. 

Due to either the inability or the lack of desire of certain Member Jurisdictions to continue to 
make financial contributions from its own funds to operate the former GAFB and due to the fact 
that Victorville had already began disproportionately shouldering the financial costs associated 
with maintaining the former GAFB, the 3fd Amendment to the VVEDA JPA was agreed upon by 
VVEDA and its individual Member Jurisdictions. Important to SCLA today is that the 3rd 

Amendment is the foundational document allowing Victorville to fulfill the reuse and 
redevelopment responsibilities envisioned from the delegation of authority provisions contained 
in the JPA (Section 8). This delegation of authority more specifically provides for the transfer of 
the former GAFB including all liabilities, obligations along with any benefits to be derived from 
the airport. Additionally, Victorville agreed to indemnify VVEDA from any liability realized in 
connection with this delegation of authority which is still provided for today. A thorough review 
of the VVEDA JPA will cause the reader to find that Victorville's contractual responsibility to 
VVEDA can be summarized with the following: 

1. 	 The governing board of SCLAA shall be comprised of the same persons who sit as 
the Victorville City Council (Section 8). 

2. 	 The meetings of SCLAA shall be held in accordance with the provisions of the 
Brown Act (Section 8). 

3. 	 Subject to Section 34, 38 and 45 of the JPA, VVEDA reserves to itself, the authority 
and power to make decisions relating to its redevelopment powers which concern all 
portions of the Project area, except for land contained within the GAFB Parcels 
(Section 8). 

4. 	 SCLAA will exercise its powers in accordance with the provisions of the VVEDA 
Redevelopment Plan (Section 8). 

5. 	 Victorville agrees to act in good faith and use prudent business techniques in 
connection with the development of the GAFB Parcels (Section 8). 
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6. 	 The SCLAA shall adopt a budget pertaining to the properties comprising the GAFB 
Parcels and it shall distribute the budget to VVEDA for its information and non
binding recommendations, if any (Section 28). 

7. 	 The same provisions provided for in paragraph (ii) above. 
8. 	 The same provisions provided for in paragraph (iii) above. 

Among the aforementioned interests, the most compelling of interest appears to be with respect 
to whether or not Victorville has administered the GAFB/SCLA share of tax increment in accord 
with Sections 34 and 38 of the JPA. To help further illustrate that Victorville has acted in accord 
with provisions of the JPA, Attachment #4 attached hereto provides the detail of expenditures 
from bond proceeds. As summarized in Chart 5-2 above, the Member Jurisdiction contribution 
toward SCLA has amounted to $117,112,765 in bond proceeds. Excluding Victorville's 
contribution to SCLA, the remaining Member Jurisdiction contribution towards the bond 
proceeds amounted to $30,847,782. The VVEDA Member Jurisdiction concern, excluding 
Victorville's contribution, can easily be satisfied by the expenditures extracted from Attachment 
#5 and provided for in Attachment #4. 

Finally, it is important to recognize that this concern raised in the Grand Jury Final Report is 
identical in nature to the concern raised by certain VVEDA Member Jurisdictions in January 
2011. Attachment #6 shall serve as summary as to the information requested and reviewed by 
each of those Member Jurisdictions. Resulting from those Member Jurisdiction inquisitions, 
none of the VVEDA Member Jurisdictions were able to identify Victorville as having violated 
provisions comprising the VVEDA JPA 
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Attachment No. 1 

760.955.5029CITY OF FAX 760.269-0015 
vville@ci.victorville.ca.us 

http://ci.victorville.ca.usVICTORVILLE 
14343. Civic Drive 

P.O. Box 5001 
Victorville, California 92393~5001 

April 19, 2012 

Grand Jury Foreman 
Mem.b"ers ofthe'tJrand Jwy 
Harvey M. ROS,J Associates, ILC via: 
San Bem&Idino County Grand Jury 
351 N. Arrowhead Ave. Room 200 
San Bernardino, CA 92415-0243 

Re: 	 Limited Scope of Performance Audit ofthe Finances of the 

City ofVictorville - Draft Report Dated April 13, 2012 


Thank you for the opportunity to review the draft report JIom Harvey M. Rose Associates, ILC 
(HMR). After being notified of the request for an exit interview and opportunity to review and 
comment, the City Attorney and I decided to be the only ones present and reviewing the report 
believing we could adequately respond based on our combined knowledge oftbe subject areaS. In 
compliance with the confidentiality requirements I have not copied nor shared the content ofthe 
report with anyone, including verbally. I have asked a few specific questions of key staff 
members to adequately document my below responses without revealing the content ofthe 
report. 

Below I attempt to document errors or misleading statements in the draft report that I believe 
need correction before a final report is published. Due to the content, I respectfully request these 
e.rrors be fully researched and addressed where appropriate prior to publication. This letter is 
intended to facilitate the discussion during the exit interview, not be the final word on these 
issues. Upon discussion, some comments may no longer be accurate or applicable. 

One overarching comment I must make is the vague references to "City management" throughout 
the document. Although regularly preceded by a date that someone knowledgeable may 
understand refers to Jon Roberts, given the routine use ofthat phrase to describe actions in the 
past and present, most persons reading the final draft will associate the actions with me 
personally as the current City M anager. I have spent the last three years of my life attempting to 
prevent the financial disaster which this report rightfully warns is at risk and cleaning up 
problems I inherited as a result of actions and decisions ofJon Roberts. If the final report does 
not clearly point out the changes in City Management, it will be a disservice to me both 
personally and professionally, and one I will not be able to simply ignore. 

http:http://ci.victorville.ca.us
mailto:vville@ci.victorville.ca.us


Page ii 	 Paragraph I - There are no long tenn loans from the General Fund to SCLAA. At 
year end, a short term advance was used to address negative balances in SCLAA. That 
amount bas since been repaid and some amount will likely exist again at the end of 
this fiscal year, although annually this amount has been reducing. It is not a foregone 
conclusion that the General Fund will be used again for coverage. 

Paragraph 2 - liabilities of the former RDA and SCLAA are to be funded only by 
tax increment and do not put the General Fund at risk. 

Paragraph 3 - Independent auditors' recommendations were to ''Formally approve 
and document interfund long-term advances", not to adopt a policy regarding 
interfund borrowing. The City had previously relied on state law governing the 
structwe of such borrowing and the policy that was adopted follows that law. 

Page iii 	 Paragraph I - A majority of the interfund loans will be repaid upon receipt ofthe 
Carter & Burgess lawsuit which is anticipated to be completed during FY 2012-2013, 
approximately $45 million. 

Paragraph 2 - This paragraph is salacious and presumptuous. City Management is 
well aware that the use ofrestricted funds for purposes other than they were collected 
could constitute a violation ofstate law. The very comment further in the paragraph, 
" ...may result in the inter-fund loan becoming a permanent contribution to VMUS, 
exposing the City to the risk of violating the Constitution", shows that the HMR is 
aware that the actions taken thus far are not a violation of law and could only become 
so if not repaid. While a welcome reminder, current City management is well aware 
ofthe need to repay the loans rather than allowing them to become permanent 
transfers. 

Further, the transfer ofSanitary District funds to the General F~d does not violate 
the LAFCO resolution and in fact was done in strict compliance with same. Condition 
5 states, "All property tax revenue attributable to the District prior to the calculations 
required by Section 98.6 of the Revenue and Taxation Code, ... shall accrue and be 
transferred to the successor agency;". 

Condition 8, which the HMR report relies on, can only be interpreted in the manner 
HMR. does by ignoring Condition 5. When LAFCO considered the item, the 
Condition 8 subject matter was not deemed important enough by LAFCO staff to 
include in the recommendations but the subject matter of Conditions 5 and 9 were 
included. Those items define the different handling ofproperty tax revenue and funds 
collected for capital pwposes. A copy ofthe full recommendations is attached and 
below are the relevant excerpts: 

b.: All property tax revenue attributable to the District prior to the 
calculations required by Section 98.6 of the Revenue and Taxation Code, 
including delinquent taxes and any and all other collections or assets ofthe 



District to be dissolved shall accrue and be transferred to the successor 
agency, the City ofVictorville; and, 

e.: Upon the effective date oftbis dissolution, any funds currently 
deposited for the benefit of the Victorville Sanitary District which has 
been impressed with a public trust, use or pwpose, including but not 
limited to, Capital Reserve Accounts, Capital Improvement Accounts, 
Sewer Connection Fees, etc. on June 30, 2008 shall be transferred to the 
City as the successor agency and the successor agency shall separately 
maintain such funds in accordance with the provisions ofGovernment 
Code Section 57462; 

These recommendations were unanimously adopted by the Commission in their 
entirety. The phrase "any funds cu.rrcntly deposited for the benefit ofthe Victorville 
Sanitary District which has been impressed with a public trust, use or purpose, 
including but not limited to Sewer Connection Fees, charges for service," (emphasis 
added) specifically refers to capital reserves. Property taxes by definition are general 
in nature and not restricted. The Cityhas received no notice of inquiry into this issue 
from LAFCO, let alone a notice ofviolation. 

Page iv 	 Paragraph 2 - The City rightfully relied on Carter & Burgess to perform a risk 
analyses, business plans, and budgeting. The failure on Carter & Burgess' part was 
the basis for the lawsuit and a key factor in the City being awarded over $52 million. 

Page 1-3 	 Paragraph 1 - The City ofVictorville was incorporated as a General Law city, 
however, it became a Charter city when the voters approved Measure P, effective July 
18, 2008. 

Page 1-4 	 Since the commission of this report, there has been a small reorganization which 
combined the Engineering Department and Public Works Department and moved 
some divisions from Public Works to other departments in the process. Specifically, 
direct customer service functions such as Animal Control, Solid Waste, and Water 
Conservation were moved to Community Services and Utilities Administration was 
moved to the City Manager Department. These are not errors as the report is accurate 
as of the time it was prepared. 1 provide this as informational only. 

Page 1-1 	 Paragraph 3 (end) - There are no long term loans from the General Fund to SCLAA. 
At year end, a short tenn advance was used to address negative balances in SCLAA. 
That amount has since been repaid and may exist again at the end ofthis fiscal year, 
although annually this amount has been reducing. It is not a foregone conclusion that 
the General Fund will be used again for coverage. 

Paragraph 4 - The Successor Agency obligations are NOT a General Fund obligation. 
Those obligations are to be paid using tax increment only. It seems inappropriate to 



discuss the ramifications ofAB IX 26 as part ofthis report. Not only is it not a part of 
the stated purpose and scope but the law is vague and contradictory and will likely 
have several clean up actions before actual implementation is complete. Opining so 
definitively regarding the General Fund being required to absorb obligations not met 
by the tax increment is misleading according to our understanding of the law. 

Page 1-2 	 Three years ago, the City put in place a plan of action to judiciously use reserves in 
order to maintain a high level ofservice. This was done at the recommendation of 
current management pursuant to priorities ofthe City Council and upon their 
approval. This document gives no deference to the merits oftbese actions and only 
focuses on the declining fund balances. Had the declining balances happened 
unintentionally I could agree with the opinions. The use of reserves were calculated 
decisions following discussions and direction as part ofbudget workshops. Other 
cities have maintained higher levels ofreserves while cutting public safety. Choosing 
to fully fund public safety rather than a reserve is a policy decision, not a failure to 
properly manage the cash flow. 1bis comment applies to this entire section as it 
references declining reserves. HMR's comments seek to replace its judgment for that 
ofthe City Council which, unlike HMR, was elected to make such difficult policy 
decisions. 

Page 1-3 	 Paragraph 3 - There are no long tenn loans from the General Fund to SCLAA. At 
year end, a short term advance was used to address negative balances in SCLAA That 
amount bas since been repaid and may exist again at the end of this fiscal year, 
although annually this amount bas been reducing. It is not a foregone conclusion that 
the General Fund will be used again for coverage. 

Page 1-6 	 Paragraph 4 - It is misleading to refer to the $100,116,522 as a Negative Fund 
Balance. Because SCLAA is accounted in a fund, readers would believe these to be 
operational losses which should be covered by interfund loans. It would be more 
appropriate to show the distinction by referring to these losses as Negative Net 
Assets. 

Page 1-7 	 Paragraph 2 - We expect to break even for the third year in Airport Operations, not 
SCLAA on the whole. The overwhelming financial obligations of the SCLAA are 
based on tax increment financing and long term debt. These funds are accounted for 
separately but rolled up as part ofthe annual financial statements. 

Page 1-9 	 Paragraph 1 - At year end, a short term advance was used to address negative balances 
in SCLAA. That amount has since been repaid and may exist again at the end ofthis 
fiscal year, although annually this amount has been reducing. It is not a foregone 
conclusion that the General Fund will be used again for coverage. 

Footn()te 4 - The FY 2007-08 financial statements AND the first round of fonnal 
documentation of interfund borrowing were presented to City Council at the same 
meeting on September 15, 2009. The items were handled back to back so the Council 



could inquire of staffand/or the independent auditors immediately after the issue was 
explained. The tone of this footnote suggests a prej udgment ofwrong doing by the 
author rather than letting the facts speak. 

Page 1-10 Paragraph 2 - The City is not responsible for the debt obligations ofthe SCLAA. Tax 
increment was received in March 2012 and the obligation has been met, curing the 
defaults. 

Page 1-12 Paragraph 2 - It is misleading to refer to the $75,987,951 as a Negative Fund Balance. 
Because VMUS is accounted in a fund, readers would believe these to be operational 
losses. It would be more appropriate to show the distinction by referring to these 
losses as Negative Net Assets. 

Page 1-13 Paragraph 4 - Victorville 2 and the costs associated are not carried as assets or 
liabilities ofVMUS. Financed with SCLAA bonds. any recovery of investment 
through the sale ofdevelopment rights would be for the benefit of SCLAA, not 
VMUS. 

Page 1-16 Paragraph 4 - Liabilities of the fonner RDA are to be funded only by tax increment 
and do not put the General Fund at risk. 

Page 1-17 	Paragraph 1 - The City has not loaned funds to the SCLAA for debt service. 

Paragraph 2 - We do not believe the City General Fund is obligated to pay obligations 
ofthe SCLAA or former VVRDA, however. Mr. de Bortnowsky can better address 
this issue. 

Page 1-18 	Paragraph 1 - While we may disagree in the appropriate gauge, the reduction in the 
use of General Fund reserves on an annual basis diminishes concern. We believe next 
year will have little or no use of reserves. We agree the GFOA's targets are good 
measures for cities in general and for Victorville, but they do not factor in other funds 
which are regularly used by many municipalities in pooled accounts. IfVictorville 
had only the General Fund, the reserve level of that individual fund would be more 
critical. Because of the variety of funds available in a pooled cash scenario, they can 
and have relied on each at different times ofeconomic upturn and downturn. 

Paragraph 2 - Three years ago, the City put in place a plan of action to judiciously use 
reserves in order to maintain a high level ofservice. This was done at the 
recommendation of current management pursuant to priorities of the City Council and 
upon their approval. This document gives no deference to the merits ofthese actions 
and only focuses on the declining fund balances. Had the declining balances happened 
unintentionally I could agree with the opinions. The use of reserves were calculated 
decisions following discussions and direction as part ofbudget workshops. Other 
cities have maintained higher levels ofreserves while cutting public safety. Choosing 



to fully fund public safety rather than a reserve is a policy decision, not a failure to 
properly manage the cash flow. 

Paragraph 3 - Oddly, this paragraph recognizes the General Fund is not obligated to 
pay SCLAA's bonded indebtedness. Short term borrowing bas been repaid as noted 
above. It is not a foregone conclusion that the General Fund will be used again for 
coverage. 

Paragraph 4 - Liabilities of the former RDA are to be funded only by tax increment 
and do not put the General Fund at risk. This seems in conflict with Paragraph 3 in 
this regard. 

Section 2 	 The overwhelming majority ofthe interfund loans were inherited by current 
management as informal negative balances. Our work has been to attempt to clean 
these up with formal documentation and not enter into new loans. Unfortunately, at 
this time many of the funds do not have the ability to repay based on regular monthly 
or annual incremental payments. We believe action in the future will allow the swift 
repayment ofthe majority of the loans within the five year time frame. 

Page 2-1 	 Paragraph 1 - The interfund loan policy submitted by the fonner Finance Director 
was one ofover 200 policies he and his contract staffmember were working on. In 
the face ofsignificant budget deficits and threats from General Electric with regard to 
the power equipment discussed in Section 3 an interfund loan policy was not high on 
the priority list. State law is instructive with regard to interfund loans and we relied on 
existing legislation rather than spending energy trying to create something locally. As 
a Director, it would have been a nonna! and routine practice to submit items for the 
Council agenda by simply attaching a cover sheet. He regularly did this so it is unclear 
why he would have sought to have others do this work in his stead. 

During his tenure, which included 14 months ofwork directly with Capporicci & 
Larson the former Finance Director did nothing to address the actual interfund 
borrowing which was originally cited by Capporicci & Larson as problematic. 
referenced in the HMR report. Rather than spending time drafting policies, he could 
have better spent his time actually addressing the issue raised by brlnging formal loan 
dOcuments to the City Council. And yet, the HMR report gives deference to his 
prioritizing implying it is superior. 

In the spring/summer of 2009, the same time the report suggests we should have been 
concentrating on an interfund loan policy, we negotiated with General Electric and 
ultimately eliminated a $100+ million liability and reduced a projected $13+ million 
budget deficit by approximately $10 million in part by laying off 64 employees and 
demoting 29 others in order to keep the city afloat while maintaming service levels. 
Incidentally. due to the professional manner in which the layoffs and demotions were 
handled, not one has filed a claim or lawsuit as a result. While we recognize and have 



addressed the past habits of overspending, it is important to understand the context in 
relation to other issues we were facing at the time. 

Paragraph 3· - I would agree were it not for the judgment awarded in the Carter & 
Burgess lawsuit Based. on the definitive nature of the jwy award, awarding over $52 
million for each of five causes of action, it is highly likely we will prevail at the 
appellate level. Ifwe do not, we are well aware of the need to ensure repayment of 
those funds in order to avoid the potential violations you cite. 

Paragraph 4 - The City has shared the documentation used to determine the best fair 
estimate of unused property tax revenues. This report misinterprets the conditions in 
the LAFCO resolution as discussed earlier in this response. 

Page 2-2 	 The interfund loan policy submitted by the former Finance Director was one ofover 
200 policies he and his contract staffmember were working on. In the face of 
significant budget deficits and threats from General Electric with regard to the power 
equipment discussed in Section 3 an interfimd loan policy was not high on the priority 
list. State law is instructive with regard to interfund loans and we relied on existing 
legislation rather than spending energy trying to create something locally. M. a 
Director, it would have been a normal and routine practice to submit items for the 
Council agenda b y simply attaching a cover sheet. He regularly did this so it is unclear 
why he would have sought to have others do this work in his stead. 

During his tenure, which included 14 months ofwork directly with Capporicci & 
Larson the fonner Finance Director did nothing to address the actual interfund 
borrowing which was originally cited by Capporicci & Larson as problematic, 
referenced in the HMR report. Rather than spending time drafting policies, he could 
have better spent his time actually addressing the issue raised bybringing fonnal loan 
documents to the City Council. And yet, the HMR report gives deference to his 
prioritizing implying it is superior. 

In the spring/summer of 2009, the same time the report suggests we should have been 
concentrating on an interfund loan policy, we negotiated with General Electric and 
ultimately eliminated a $100+ million liability and reduced a projected $13+ million 
budget deficit by approximately $ 10 million in part by laying off 64 employees and 
demoting 29 others in order to keep the city afloat while maintaining service levels. 
Incidentally, due to the professional manner in which the layoffs and demotions were 
handled. not one has filed a claim or lawsuit as a result. While we recognize and have 
addressed the past habits ofoverspending, it is important to understand the context in 
relation to other issues we were facing at the time. 

Page 2-8 	 There are no long term loans from the General Fund to SCLAA. At year end, a short 
term advance was used to address negative balances in SCLAA. That amount has 
since been repaid and may exist again at the end of this fiscal year, although. annually 



this amount bas been reducing. It is not a foregone conclusion that the General Fund 
will be used again for coverage. 

Page 2-9 	 The statement, ''the City essentially misrepresented the financial state and condition" 

is exaggerated and not accurate. The documentation of a formal loan at the amount 

needed at the time the loan is approved is intended to accurately reflect the current 

status ofthe borrowing. 


Page 2-10 	Paragraph 1 - A majority of the interfund loans will be repaid upon receipt ofthe 
Carter & Burgess lawsuit which is anticipated to be completed during FY 2012-2013, 
approximately $45 million. Long term SCLAA tax increment would suggest the 
ability for SCLAA to repay loans in the future. 

Paragraph 3 - The City has analyzed the use ofrestricted funds and determined 
borrowing ofthese funds is allowable. The City is aware that converting that 
borrowing to a permanent subsidy through action or inaction would likely violate state 
law and has no intention ofdoing so. 

Page 2-11 This section is unnecessarily presumptuous. City Management is well aware that the 
use of restricted funds for pwposes other than they were collected could constitute a 
violation of state law. The comment, ''if the borrowed funds are repaid", shows that 
the HMR is aware that the actions taken thus far are not a violation of law and could 
only become so if not repaid. While a welcome reminder, current City management is 

. well aware of the need to repay the loans rather than allowing them to become 
permanent transfers. 

Further, the transfer ofSanitary District funds to the General Fund does not violate 
the LAFCO resolution and in fact was done in strict compliance with same. cOndition 
5 states, "All property tax revenue attributable to the District prior to the calculations 
required by Section 98.6 of the Revenue and Taxation Code, ... shall accrue and be 
transferred to the successor agency;". 

Condition 8, which the HMR report relies on, can only be interpreted in the manner 
HMR does by ignoring Condition 5. When LAFCO considered the item, the 
Condition 8 subject matter was not deemed important enough by LAFCO staff to 
include in the recommendations but Conditions 5 and 9 were included. Those items 
define the different handling ofproperty tax revenue and funds collected for capital 
purposes. A copy ofthe full recommendations is attached and below are the relevant 
excerpts: 

b .: All property tax revenue attributable to the District prior to the 
calculations required by Section 98.6 ofthe Revenue and Taxation Code, 
including delinquent taxes and any and all other collections or assets of the . 
District to be dissolved shall accrue and be transferred to the successor 
agency, the City ofVictorville; and, 



e.: Upon the effective date ofthis dissolution, any funds currently 
deposited for the benefit ofthe Victorville Sanitary District which has 
been impressed with a public trust, use or purpose, including but not 
limited to, Capital Reserve Accounts, Capital Improvement Accounts, 
Sewer Connection Fees, etc. on June 30, 2008 shall be transferred to the 
City as the successor agency and the successor agency shall separately 
maintain such funds in accordance with the provisions of Government 
Code Section 57462; 

These recommendations were unanimously adopted by the Commission in their 
entirety. The phrase "any funds currently deposited for the benefit of the Victorville 
Sanitary District which has been impressed with a public trust, use or purpose, 
including but not limited to Sewer Connection Fees, charges for service," (emphasis 
added) specifically refers to capital reserves. Property taxes by definition are general 
in nature and not restricted. The City has received no notice of inquiry into this issue 
from LAFCO, let alone a notice of violation. 

Paragraph 5 - The funds used for this loan were from reserves of the former VVWD, 
not as a result ofany action taken by the City or the subsidiary district. nwould be 
inappropriate to consider these capital fees when setting operational rates whether 
they had been loaned or not. 

Page 2-12 Paragraph 1 - Stating that taxpayer groups "could argue" the loans "may never be 
repaid" is presumptuous. If the five year term of the loan had expired without 
repayment, this may be an accurate statement. To make it now is misleading and 
unnecessarily encourages taxpayer action against Victorville. 

Paragraph 6 - It is unfortunate that past accounting records did not clearly 
differentiate property tax from user fees and that they did not specifically callout 
property taxes in some 14 instances. It is inappropriate at best to criticize current staff 
for the lack ofdetail that occurred between 1970 and 1998, prior to their employment 
with the City. 

Page 2-13 Paragraph 2 - The $2,768,648 was a best estimate the amount of cash on hand that 
represented capital fees collected from staffgiven an impossible assignment of trying 
to separate the property tax from other operating and capital reserves. Your comment 
in the previous paragraph suggests it was reasonable yet the rest of this section seems 
to criticize the work. 

The remaining section inaccurately reflects the action of LAFCO, see comments 
above. The application of Condition 8 would come only at the expense of Condition 
5. If the intent were as the report suggests, there would be no need for Condition 5 or 
Recommendation "a." from the LAFCO staff report. 



Page 2-14 These conclusions should be revised following revisions of the detailed sections listed 
above. They contain unnecessarily presumptuous and misleading comments. 

Section 3 	 In general, I will not be addressing the comments regarding the Victorville 2 Power 

Plant as I was not involved with that project until February 2009. 


Page 3-1 	 The City rightfully relied on Carter & Burgess to perform a risk analyses, business 

p lans, and bUdgeting. The failure on Carter & Burgess' part was the basis for the 

lawsuit and a key factor in the City being awarded over $52 million. 


Page 3-2 	 Paragraph 2 - With regard to the Foxborough Power Plant, the Citypla.ced its trust in 
experts at Carter & Burgess for the risks, plans, and controls referenced. 'The violation 
of that trust was the basis for the lawsuit which awarded the City over $52 million in 
additional to attorneys' fees. 

Page 3-6 	 Paragraph 3 - Inland Energy is aware that their bills will only be paid as a result of 
the ultimate financing ofthe pIant following sale of the development rights to a third 
party. To use the phrase, "is unlikely to occur until the City is in a healthier fiscal 
condition" is misleading as they will only be paid out ofproceeds from the sale of the 
development rights if and when that occurs. Please see the attached email string 
reaffimring and clarifying this issue (please read back-to-front). Since that time, 
Inland has indicated it has reached agreement with QGen on this issue and it will not 
result in a change to the compensation due the City in the purchase and sale 
agreement. 

HMR bas not been provided with documentation showing the amount that has been 
billed during that time because they have not asked for it. The request we received 
was for invoices paid to Inland, not unpaid invoices. IfHMR. would still like this 
documentation we can provide it. You will find them just as poorly documented as 
previous invoices. 

Page 3-8 	 Paragraph 4 - 'The beginning of this paragraph seems to insinuate my defense of the 
profit clause. Ifthis sentence ifreferring to statements made by me, I clearly indicated 
I was told it mirrored the previous agreement but had no knowledge of the actual 
terms of that agreement. 

Page 3-14 	The City rightfully relied on Carter & Burgess to perform a risk analyses. business 
plans, and budgeting. The failure on Carter & Burgess' part was the basis for the 
lawsuit and a key factor in the City being awarded over $52 million. Some ofthese 
comments may be inappropriately affixing blame on the City converse to the 
unanimous decision of the jury following a seven week trial with mountains of data. 
HMR should rely more on the conclusions ofthe much more in depth analysis 
required of the jurors than it has performed itselfwith limited data. 



Page 3-17 These conclusions should be revised following revisions of the detailed sections listed 
above. 

Sections 4&5 will be reviewed by City Attorney Andre de Bortnowsky as he is better equipped 

to respond in those areas. I was not involved with those projects and issues. My only 

comment is the vague reference to "City manager or city management" as discussed 

on the narrative portion ofthis memorandum. 


Page 4-7 	 Chart - The chart states, "Total Amount Loaned According to City Manager's 
Office." This chart was not prepared by the City Manager's Office. I believe it was 
compiled based on loan documents received. 

Once again, thank you for the opportunity to review the draft audit. I hope that working together 
to correct these issues will result in an accurate final report that will be infonnative for the people 
ofVictorville. It is much anticipated. Thank: you also for your commitment to issuing a report. 
Regardless ofwhether we agree or disagree on every issue raised, the pUblication is an important 
first step to rebuilding the City. 

Sincerely, 

</F5Z3
Douglas B. Robertson 
City Manager 



LOCAL AGENCY FORMATION COMMIISSION 

COUNTY OF SAN BERINARDINO 


215 North D S1reet, Suite 204 

San Bernardino, CA 92415-0490 • (909) 383-9900 • Fax (909) 383-99011 


E-MAIL: lafco@lafuo.sbcounty.gov 

www.sbclafco.org 


DATE: JULY 9,2008 

FROM: KATHLEEN ROLLINGS-McDONALD, Executive Officer 

TO: LOCAL AGENCY FORMATION COMMISSION 

SUBJECT: AGENDA ITEM '12: LAFCO 3073 - Dissolution of the Victorville Sanitary 
District 

INIJIAIED BY: 

Council Resolution of the City of Victorville 

RECOMMENDATION: 

Staff recommends that the Commission approve LAFCO 3073 by taking the following 
actions: 

1. 	 Determine that LAFCO 3073 is statutorily exempt from environmental review, and 
direct the Clerk of the Commission to file a Notice of Exemption within five (5) days; 

2. 	 Approve LAFCO 3073, Dissolution of the Victorville Sanitary District, subject to the 
following terms and conditions: 

a. 	 The City of Victorville shall be designated as the successor agency to all rights, 
responsibilities, properties, eqUipment, contracts, assets and liabilities, 
obligations, and functions of the Victorville Sanitary District; and, 

b. 	 All property tax revenue attributable to the District priOr to the calculations 
required by Section 98.6 of the Revenue and Taxation Code, including 
delinquent taxes and any and all other collections or assets of the District to be 
dissolved shan accrue and be transferred to the successor agency, the City of 
Victorvilfe; and, 

c. 	 All previously authorized charges, assessments, and/or taxes of the VictOrville 
Sanitary District shall be continued by the City of Victorville; and, 

d. 	 The Appropriation Limit of the City of Victorville shall be adjusted based on the 
amount of property tax revenues that will be shifted to the City as a result of this 

http:www.sbclafco.org
mailto:lafco@lafuo.sbcounty.gov


LAFCO 3073 -DISSOLUTION OF THE 
VICTORVILLE SANITARY DISTRICT 

JULY 9. 2008 

dissolution, estimated to be $1',500,000 for Fiscal Year 2007-{)8; and. 

e. 	 Upon the effective date of this dissolution, any funds currently deposited for the 
benefit of the Victorville Sanitary District which has been impressed with a public 
trust, use or purpose, induding but not limited to, Capital Reserve Accounts, 
Capital Improvement Accounts, Sewer Connection Fees, etc. on June 30, 2008 
shall be transferred to the City as the successor agency and the successor 
agency shall separately maintain such funds in accordance with the provisions of 
Govemment Code Section 57462; and, 

f. 	 The City of Victorville shall defend, indemnify, and hold harmless the San 
Bemardino Local Agency Fonnation Commission in making these 
determinations; and, 

g. 	 Authorize the completion of these proceedings pursuant to Government Code 
Section 56854, without an election, unless at least 25% of the registered voters 
or 25% of the landowners within the District submit written protest to this 
proposal at the protest hearing. 

3. 	 Adopt LAFCO Resolution #3013 setting forth the Commission findings and 
detenninations for the proposal. 

BACKGRQUND; 

The Victorville Sanitary District (hereafter Victorville SO) was originally fonned on 
November 13, 1923 as an independent Special District. In January of 1981 the City of 
Victorville and the Board of Directors of the Victorville Sanitary District submitted a joint 
application requesting that the district be established as a subsidiary district of the City. 
The proposal, LAFCO 2081, was determined to be abandoned in February 1982 following 
numerous continuances to allow for decisions to be made related to the operation of the 
Victor Valley Wastewater Reclamation Authority Treatment Plant. These detenninaJions 
were necessary in order for the District to take off-line its existing treatment facility. The 
proposal was re-lnitiated by the City and District in March of 1982 and the District officially 
became a subsidiary District of the City of Victorville on August 10, 1982. 

On April 19, 2005, the City Council of the City of Victorville initiated the dissolution of its 
three subsidiary districts - Fire, Park and Recreation and Sanitary - by a single resolution, 
Resolution No. 05-70 and submitted the proposals for Commission consideration in August 
2006. Review of the Plan for Service by LAFCO staff and interested and affected agencies 
required the submission of supplemental information and a revised Plan for Service 
prepared by the City of Victorville's consultants was accepted in February 2008. 
Attachment #1 to the staff report provides an illustrative map of the area of the Victorville 
SD proposed for dissolution and Attachment #2 provides a copy of the City's initiating 
resolution, Plan for Service and Application Forms. The boundaries of the Victorville SO 
are shown below. 
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LOCAL AGENCY FORMATION COMMISSION 
COUNTY OF SAN BERNARDINO 

216 NaFth "0" Street. SUI8 204, SIn 8Irra"dhl, CA 92415-0490 
(808) J8MIOO • Fax CD)--1

E-maIl: ..... 'wAbcounty.p 
www Ib; We " .afV . 

CER11FICATE OF COMPLETION 

I. Anna M. Raef. Clerk to the local Agency Formation Cot:nmIssJon for the COunty of San. 
Bernardino. hereby D8J1Ify that the LOCIII Apnc.y fannatlan CommI8sIon has completed a change 
of organization. 

The short title d the action Is: LAFCO 3073 - DI_oIutIon of Victorville Sanrlary Dlatrtct 
(SUbsidiary Dlatrtct of the City Of VIctorville) 

The name of each city and/or district Involved In this c:hange d organization or reorvanization and 
the Idnd or type of d'ange of organization ordered for each city aIld/or dJstr1ct ani as follows: 

City or PIstrtct TYPe of Charg of OmBll!zation 

V1dorY11Ja Sanitary DIstrict Dissavad 

The abova-Usted d1atrIct Is located within the following county: County of San Bernardino. 

The mange of organtzatfon was ordered without an election. Resolution No. 3021 ordering the 
change of org.,lzatIon. II copy Of wtidl ls attached as LAFCO Exhblt -A-. was adopted by the 
Exea.ItMt Otftoer of the Local Agency Formation Commission on September 11. 2008. TIle terms 
and conditions d the change of organization. as set forth In the LO.FCO resolutton approving the 
change, are oonIained In the attached resolution. A. map of the dissolution area Is set forth In exhibit 
~. to Resolution No. 3021. 

KATHLEEN ROWNGs-McDONALD 
ExecutIw OffIcer 

By.~li~
Clerk to the Comma.. 

DIII8d: Septamber 16, 2008 

THE EFFECTIVE DATE OF THIS ACTION IS SEPTEMBER 18. 2008 




LAFCOEXHIBIT A 

LOCAL AGENCY FORNATION COMMISSION 
COUNTY OF SAN BERNARDINO 

PROPOSAL NO.: LAFCO 3073 

HEARING DATE: Sept8mber11,2008 

RESOlunoN NO. 3021 

A RESOLUTION OF THE EXECumIE OFPICER OF THE LOCAL AGENCY FORMATION 
COMMISSION OF THE COUNTY OF SAN BERNARDINO ORDERING LAFCO 30n - DlSSOumON 
OF VICTORVILLE SANrTA;RY DISTRICT (SUBSIDIARY DISTlUCT OF THE CIlY OF V1CTORVILlE) 

WHEREAS,·this action is bel~ taken pursuant to the Cortese-Knox-Hertzberg Local 

Government Raorganlzatlon Act of 2000 (Governmant Code SectIons 58000 It sag.); and, . 


WHEREAS. by policy adoptBd on December 20, 2000, and amended on November 21, 2001, the 

Local Agency Formation Commission fA the County of San Bernardino ("the Commission, has 

delegated authority over all protest proceeding functions to the Executive Officer; and, 


WH~REAS, the Commission adopted Its Resolution No. 3013 on July 18, 2008. making 

detennlnatlons and approving the proposed dissolution d territory descrtbed In Exhibit • A- attached 

hereto and by this reference Incorporated herein; and, 


WHEREAS, the tenns and conditions for LAFCO 3073, as approved by the Commission, are as 
follows: 

CONDmONS: 

CondItIon No.1'. The boundaries of this change of organization are approved as set forth il Exhibit 
-A- attached; 

Condition No.2. The following distinctive short-form designation shall be used through this 
proceeding: LAFCO 3073; 

Condition No.3. The effective date of this dissolution shall be the date of Issuance of the Certificate 
of Completion; 

Condltlon No.4, The City of VictorvUl~ 1& hereby designated the Successor Agency to the Victorville 
Sanitary District and shall function under and carry out all authorized duties and responsft)flltles assigned and 
requJrad by applicable laws. Upon the effective date of this dissolution, the legal existence of the Victorville 
Sanitary DIstrict shall cease, except as otherwise required by law, and the Successor Agency shall succeed 
to all rights, duties, responsfblllties. properties (both real and personal), contracts, equipment, assets, 
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RESOlU'nON NO. 3021 

lIablUties. obligations. functions. eXEtQJtory provisions. entitleman1B, permfts and approvals of the VIctorvIlle 
Sanitary DIstrict; 

Condll9D No.1. All pnMouaIy auihorlzed charga8. fees, _ mens, and/or falI8S of the VIctorville 
Sanitary Dfatrk:t ahall be continued and aasumed by the CIty of VictorvIIe. 88 the suc:cessor agency. In the 
same .manner 88 provided In the origlnal'authortzallon pursuant to the provisions of Govermnent Code 
Section 58888(t); " 

CondItIon Np.l . The Appropriatfon UrnIt d the CIty of VIctorvIlle &hal be adjustad baaed on the 
amoLI1t9f~tax reyenws that will be shifted to the Cltyaa a rasultof thia dissolution. astimatad to be 
$1,500,000 In FIacaI Y",07~ 

C&9ndlpn Ha· 'L The CIty of Vk.=tOrvlile. as SIlCQl~aorAgtn;y. shall accapt all syat&m faciIHIas 
transf&'mJCif!Otn tt:Mt,\IJc.IDrVIUeSaoHarY D~ In ... is- condition. without any payment or repair 
ob~frOrritha ...18 of the Dfstrtct [c:.;c:;Y8r!'ment ~ Sac:tion ~)]. All Inddentallliblltles, 
such 88 accoUnts payablea. contract obUgatJone and cuatDmar dapoalts. shall batrBnsfarred. 10 the City 
of VIctorvIIe 88 the SUcclSsor Agency. All ~~Ing. but not Imitad to, cash 1"888N8S, bUldInga 
and oIhar r8aI property. water production equipment (PU!"PI, storage ~, etc.), ....~ Ones and 
rfghtasof..waY. roIlnS stock, tools. lind oftIce fur;ilItura. tIxtureB a!1d,equlprr1ant.iIlIlarida. ~1naa.1881 
and ~I prapeoy.and,aPPurtena~ held by the VIctorvIlle sanitary ahaIlbe'transteiradlo the CIty 
of Vlctirillie. 88 .sUCcessor Agency 88 of the effective ~_ d 1hIs dIa8oiutiorl [GCMIIi'tment Code Section 
58888(h)] and shall be malntaf~ &net iIcoooof8d for separately'. an eidarprtse actMty. 

,"dillon No. "10. Upon completion of tha reconsideration period speclftad by Government 
Code Sadloi'l58895(b). the ExacutiYe OfIIcer' shaD cOmpJate the protaat proceedings pureuant to 
Govemmant Coda SedIon 58854, ,wtIhout an alectton. unless at least 25% d the registered vuIanI or 
25% d the landowners wtthlri the District sutmlt Wr1ttan protest to thIe proposal at the protest "-tng; 

Candllfon Ng. 11, ,",ntll duly r&vIsed by the CIty d Vlctorvma. and unless otherwIsa expressly 
provided hinIIn or l.ty required, aJl ~nancea. resolutions. rules and r&gulatloD8, poIldes. p~ures, 
and practlcas a_ng on the effective date Of this dIssoluUon shall govern the wastewater collectlcn and 
traalruant sarvIce 'acUvHJes proyIded by the Successor Agency; 

Condllon No. 12. Pursuant to the provisions of Government Coda Section 58885.5(8)(4). the CIty 
Coundl of the CIty Of VlctoNtIa.as the ex-offlcio 'Board d Directors of tha Victorville SanItaryDlstrtct, 18 
prohlbbd from taking, the folloWIng actions unless ari amargancy situation exists as defined In Section 
54956.5: 

1. 	 Approving any Incraasa In compensation or benefits for members of ttIa govemlng body, Its officers, 
or the executive officer of the agency; , 
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RESOLUTION NO. 3021 


2. 	Appropriating. encumbering. expending or otherwise obligating. any revenues of the agencies beyond 
that provided In the currant budget at the time the reorganization is approved by the Comrrisslon; 

ppndltlon No. 13. The city of v.lctorvllle, appDcant. shaJllndemnlfy, defend. and hold harmless the 

Commission from any legal expense. legal action. or judgment arising out of the Commission's approval of 

this proposal, including any reimbursement of legal feas and costs Incurred by the Commission. 


WHEREAS, the reason for this proposal is to apmlnats a special district previously established as 

a subsidiary district of the City of VIcIorville and to fuly Integrate its flmdlng mechanlsms and functions 

with the City of VictorvDle; 


WHEREAS, on July 18. 2008. the COmmIsaIon d_rminad that this proposal Is statutorily exempt 
from environmental review since It does not have the potential for resUlting In physical' changes In the 
environment. d1rdy or uJllmateIy, and dl~ Its Clerk to file the Notice of Exemption within five days; 
and. 

WHEREAS. a public heating on this disaoluUoo was called for and held by the Executive 0tIIcer 
of this Commission on September 11, 2008, at the time and place for which notice was given. 8"Id at the 
hearing the Executive Offtcer heard and received all oral and written protests. objecUons or evidence 
which were made, presented or filed; 

NOW, THEREFORE, BE IT RESOLVED, that the ExeaJtIva Offtcer hereby determines and 
orders 88 follows: 

SECTION 1. No written protests ware flied by landowners or registered voters during the 
protest period; 

SECTlON 2. The regular COunty assessment roll Is utiltzed by the CIty of Victorville; 

SECTION 3. The district being dlssotved has no existing general bonded Indebtedness and/or 
contractual obligations; 

SECnON 4. The Exacutiw Omcer, on behalf of the Commission. hereby orders the dissolUtion 
of the territory desaibed in ExhIbit -A.. 

SECTION 5. The Ex8cutfw Officer shall cause to be prepared and flied a Cer1iftcate of 
Completion. as required by Govemment Cede Sections 57176 through 57203. and a Statement of 
Boundary Change, as required by Government Code Section 57204. 

ADOPTED ON SEPTEMBER 11, 2008 

ExecutIve OffIcer 
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·' . Doug Robertson 

From: Doug ,Robertson 
Sent: Monday, January 09, 201,2 10:32 AM 
To: 'Tom Barnett' 
Cc: Buck Johns; Andre De Bortnowsky 
Subject: RE: W2 Invoice Copies 

Tom, 

If all costs had been reimbursed over the past 30 months they would naturally be included in the third party 
development costs to be paid by QGen. Therefore, I would expect them to be covered as part of the deal. I don't have a 
preference as to whether those are paid by QGen directlv or through us, but if it is to be through us then they should 
come at the financial close of the deal' not as part of one of the milestone payments. I have not once asserted that 
Inland's outstanding invoices shouldn't be paid at all. If they are to come from the City, we need to have documentation 
of reimbursement from QGen. Quite honestly, it might be easier for all involved if they paid you directly but I'm open to 
discussion on that. 

As I said in mv first email, I recall discussing Inland getting paid at financial close. My last paragraph suggests that we sit 
down to discuss these payments and determine the appropriate payment amount schedule. There is no need to appeal 
to me "as a fair and ethical man" to do something I've already offered. Perhaps there is a misunderstanding with the 
intent of your first email but the sentence, "Now that It appears QGen is going to make a milestone payment to the City 
in connection with moving forward to acquire the Project, Inland expects to be reimbursed for these outstanding 
invoices as soon as that transaction occurs.", indicates to me a firm demand for immediate payment. That is precisely 
what drew mv ire. 

ObviouslV this issue needs to be resolved as part of the overall deal with QGen. We haven't heard from QGen after 
submitting the final costs estimates. I look forward to quickly resolving this issue and any others so we can finalize this 
deal and transfer maintenance of the permits to someone who can afford to keep them going. 

-Doug 

1k""'1..~ 
Cft¥ MluiillJOf 

, 	760,3~5,502s. (v) 

700-28<'1,0IJ'15 (f) 

. - --------- - ' ~---_~_____ h __ 

From: Tom Barnett [mailto:tbamett@lnJandenergy.com] 
Sent: Thursday, January 05, 2012 6:10 PM 
To: Doug Robertson 
Cc: Buck Johns 
SUbject: RE: W2 Invoice Copies 

Doug: 
I must say I was discouraged by the tone of your response to my earlier e-mail. I recognize that part of 

the probiem lay in my lack of clarity and for that I apologize - Inland is not inSisting' upon payment for all of the 
past due invoices out of the first monies received by the City from QGen - we understand that the City is still 
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experiencing financial and political stresses and we are happy to discuss a schedule for payment; however, 
Inland does feel that it is appropriate for the City to acknowledge that this is an obligation that will be paid . ..at 
some point under a defined set of conditions. In that sense I was confused by your apparent assertion that it 
was somehow not the City's obligation to ultimately pay Inland's outstanding invoices for work done in good 
faith pursuant to an existing contract. 

Doug, you and I have worked together for more than a decade and I believe that you are one of the 
relatively few City officials who have had the courage throughout to acknowledge that Inland has provided 
valuable services to the City during that time. I believe you recognize that the worK covered by these invoices 
represents good and valuable services rendered to the City - as a recent very pertinent example, I' don't 
believe aGen would be where they currently are without Inland's help. I readily acknowledge that we both 
agreed to defer reimbursement for post July 2009 services as an accommodation to the City. However, I don't 
believe that meant Inland would not receive payment until some indefinite future date or circumstances 
occurred. 

Therefore, I appeal to you as the fair and ethical man I know you to be that Inland and the City should 
sit down very soon to resolve this issue with some certainty. Please let me know how quickly such a dialog can 
be opened. It would obviously not be in either of our best interests to allow this issue to become a political or 
media football. 

I look forward to your thoughts. 

Tom 

Thomas M. Barnett 
Executive Vice President 
Inland Energy, Inc. 
Otc: (949) 856-2200 
Cell: (949) 466-7317 

From: Doug Robertson [mallt:o:DRobert:son@O.VICfORVILlECAUS] 
sent: Wednesday, January 04,201212:14 PM 
To: Tom Barnett; Jenele Davidson 
Cc: Buck Johns; Jennifer Thompson 
Subject: RE: WI Invoice Copies 

Tom, 

You sent this email to Jennifer Thompson instead of Jenele Davidson as intended so J have copied her on my response. I 
am stili researching the record in regards to the exact language used when we discussed Inland working "at risk", 
however I wanted to get a response back to you as soon as possible considering this came in after we were closed for 
the holidays so it hasn't had a response in nearly two weeks. 

Thank you for sending over the back up documentation Jenele requested. We need to discuss the Inland release and 
these requests for payment at this time. QGen has indicated their intent to purchase the project which is great news, 
however, the costs came in Significantly higher than anticipated and therefore there is likely to still be some negotiation. 
The intent of the proposal from QGen was to reimburse our costs and provide a development fee over and above that 
amount. Any costs incurred by Inland should be part of that discussion and shoul'd not come from the City's 
reimbursement. 

I understand Inland has incurred costs over the last 30 months that have not been reimbursed and I understand your 
desire to recover those costs, however, I am offended by the suggestion that your cost recovery should come at the 
expense ofthe City. The City has documented costs of approximately $25 million plus the losses incurred on the GE 
contract. After over $75 million in investment into this project, the majority of which has been written off and 
unrecoverable, it is reprehensible to think Inland would expect to receive half of the first $500,000 the City receives 
especially in l ight of the fact that it does not guarantee a project or any future payment from QGen. 
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• If this deal goes forward, the three parties, the City, QGen I and Inland need to sit down to determine the appropriate 
payment amount and schedule. I recall in our original discussions the concept of Inland getting reimbursed to costs at 
financial close. Obviously, the proposed deal is different than originally conceived and the City is open to discussing an 
appropriate payment schedule but not at our expense. The deal points call for full re Imbursement of the City's costs and 
does not contemplate the City incurring the additional costs of Inland's interim work only to be further reimbursed at a 
later date if the project continues to move forward. 

-Doug 

~lt..h~'l 
CIty ......, 

.. 	75{l-355·50?9 (vl 
-,'60-210'9-0015 IJ.I 

From: Tom Barnett [mailto:tbarnett@lnlandenergy.com] 
Sent: Friday, December 23, 2011 9:38 AM 
To: Jennifer Thompson 
Cc: Doug Robertson; Buck Johns 
Subject: FW: W2 Invoice Copies 

Jenele: 
Please find attached the two invoices in question. 
Also related to the QGen situation. I have attached copies of the Inland invoices sent to the City in 

December, 2009 and November, 2010 for services performed between July 1 and December 31, 2009 and 
January, 2010 through September 2010, respectively. These invoices remains unpaid; however, by mutual 
agreement (Inland and the City), costs incurred after July 1, 2009 were to be deferred until such time as the 
Project's development effort was transferred to a private, third party which would begin making payments to 
the City for prior costs. Now that it appears QGen is going to make a milestone payment to the City in 
connection with moving forward to acquire the Project, :Inland expects to be reimbursed for these outstanding 
invoices as soon as that transaction occurs. 

Please note that Inland has continued to work on the City's behalf in connection with the W2 from 
October 1,2010 through December, 2011; I will prepare an invoice for this period and submit it shortly. 

If you have any questions, pl'ease contact me. 
Tom 

Thomas M. Barnett 
Executive Vice President 
In/and Energy, Inc. 
Otc: (949) 856-2200 
Cell: (949) 466-7317 

From: Jenele Davidson [mallto:JDavldson@d.vic:torville.ca.us] 
Sent: Thursday, December 22, 2011 9:33 AM 
To: Tom Barnett 
Cc: Stephan Longoria 
SUbject: W2 Invoice Copies 
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... 

(';-,; 
. Hello Tom, 

:..> 

Doug Robertson has requested that I gather the back-up documentation to support the third party development costs 
Incurred for the W2 project. I have been unable to locate copies of the follOwing Inland Energy Invoices in the City's 
records: 

Invoice No. Amount Date Paid ety Check No. 

W2-11-014 $236,056.34 12/11/2006 582357 

W2-12-015 $276,429.40 01/22/2007 583463 


Does Inland retain copies of invoices/back-up going back that far? If so, can you please provide copies? This request is 
related to the QGEN matter, so we would appreciate a response at your earliest convenience. 

lhank you, and happy holidaysl 

Jerasle;VtWidtont 
Project COordinator 

City of VJctorvllle- Public Works 

Phone: (760)Z~343 

Fax:(760)Z69~32 

http:276,429.40
http:236,056.34
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CONFIDENTIAL 

Aprill9,2012 , .~ 

Grand Jury Foreman 

Members of the Grand Jury 

SAN BERNARDINO GRAND JURY 

351 N. Arrowhead Ave., Rrn. 200 

San Bernardino. CA 92415-0243 


Re: 	 Limited Scope of Performance Audit ofthe. Finances of the 
City of Victorville - Draft Report Dated April 13, 2012 

Dear Foreman and Members of the Grand Jury: 

I appreciate the opportunity to review the Draft Audit Report prepared by Harvey M. Rose 
and Ass.ociates, LLC C'Harvey Rosen) and to participate in the EXIt Interview on Apri120, 2012. I 
have reviewed the Draft Report nod have prepared an attached Memorandum to uddress specific 
points related to the Report. 

I am drafting this correspondence to address several general issues which I think are 
important and should be considered prior to release ofany final report. 

First, as I am sure you are all aware, the initial request for a "forensic audit" of the City of 
Victorville and its financial position was requested by Mayor Ryan McEacln:on shortly after he first 
took office in 2008. His purpose and intent was to address third party allegations that laws had been 
breached and that corruption was occurring within City Hall. In response to that request, the 2010 
Grand Jury initiated an independent audit and retained the services ofMr. Kessler, who was engaged 
to undertake a full scale investigation ofthe City ofVictorville and its various subsidiary entities. 
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Grand Jury Foreman 

Members ofthe Grand Jury CONFIDENTIAL 

SAN BERNARDINO ORAND JURy 

April 19. 2012 

Page 2 


After two years of investigation, there was no mention of the City of Victorville or it 
subsidiary entities in the 2010 Grand Jury Report. Subsequently, the 2011-2012 Grand Jury initiated 
its own investigation as a follow up to the prior efforts ofKess1er and the prior Grand Juries. An 
initial interviewWBS held with representatives from the City ofVictorville along with my office and 
representatives ofHarvey Rose. During those discussions, the City made it clear that it was aware of 
sevem1 of the prior concerns as to its past perceived management and financial liabilities and 
associated exposure. As was made clear during the initial interView and in connection with 
subsequent interviews with members of Harvey Rose, the City has initiated numerous reform 

f mandates and bas addressed several ofthe items that were previously brought to the attention ofthe 
. J prior Orand Jury. Unfortunately. the current draft audit makes only minimal mention of those 

reforms and does not take into, account the change of management, the change ofpolicy and the 
change of direction initiated by the City ofVictorville. This is disappointing, given that the majority 
ofthe report tends to focus on transactions that occurred more than five years ago and which have 
been subsequendy addressed ad nauseam. 

In the Audit there is no mention of corruption and it seems only appropriate that an 
affirmative statement that no evidence of corruption has been found in the three-year process to 
which the City bas been subjected. Further, although Harvey Rose makes vague assertions that laws 
may have been violated there is no clear evidence ofthat met. Harvey Rose, in fact, is unlikely to 
have the requisite legal competence to make such a determination and their vague and unsupported 
assertions serve only to damage the reputation ofthe City and its prior leaders. 

The Draft Report makes no mention of the fact that the City is under new management and 
control and has implemented numerous policies and procedures to address these issues. The report 
tends to re-hash previously investigated transactions and facts which have been the subject of 
numerous press articles and public comment 

While this may be a legitimate role of this Grand Jury, its seems inconsistent with the stated 
representations at the introductory meeting whereby it was indicated that the Harvey Rose firm 
would approach this audit with the hopes ofproviding guidance and recommendations as to how the 
City could best address past practices. Unfortunately, the Draft Report redacts all ofthe proposed 
recommendations and therefore, we would request and hope that the corrective actions taken to date. 
as well as the additional recommendations, become the emphasis ofthe report. 

The second major concern with the Audit Report is that the credibility of the entire report 
must be called into question by several very basic and fundamental errors or misrepresentations in 
the Harvey Rose report. The first ofthose occurs in the introductory section on Page 1-3, where the 
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report states-that "Victorville is Q. general law city, meaning when that when the City incorporated, 
City leaders chose to use the existing state codes as they relates to laws) functionsJ and powers ofthe 
Mayor and the City Council, rather than write a charter". 

The City ofVictorville iSDQt a general law city, but is instead a. charter city functioning \Ulder 
the provisions ofits charter and has been doing so since 2008. The City' s charter has a profound 
effect on the laws which apply to it and the methods it may use ina number of areas. For Harvey 
Ros~ to miss this critical andfundatnental issue brings into question any Conclusion, or to putit more 
accurately, any innuendo, in the report regarding alleged illegalities. A second major error is that the 
report indicates that the Victorville Redevelopment Agency has~as one ofits adopted redeveJ'opment 
project areas, "the Victor Valley Project Area". The Victor Valley Project Area is a redevelopment 
project area of the Victor Valley Economic Development Authority. not of the Victor Valley 
Redevelopment Agency. This is u fundamental misstatement offact that impacts the entire report. 

Another significant issue ofconcern with the report is that Harvey Rose has taken the liberty 
of interpreting the applicability of AB Ix 26 and its impacts 00 the City of Victorville. There is 
absolutely no support for I:Iarvey Rose's cooclusions~ either in tbespecific provisions ofAB Ix 26 or 
in coMection with any ofthe analyses undertaken ofAB 1x 26 and its applicability to municipalities. 
In fact, the League of Cities has challe.nge4 the application of AB 1 x 26 and continues to seek 
amendments and clarifications as to the prOVisions and applicability ofAB 1 x 26 to redevelopment 
agencies and municipal governments. For Harvey Rose, who are not attorneys, to interpret the 
applicability ofthe provisions ofAB I x 26 and apply it to "the City ofYictorville is incomprehensible 
at this time. 

Lastly, of general concern is a basic misunderstanding ofllie relationships between VVEDA 
and the Southern CalifomiaLogistic$ Airport Authority and failure to address specific provisions of 
the Joint Powers Agreement in which there is (i) authQrity for the Airport Authority to expend funds 
on "improvements adjacent to and directly benefitting the GAFB parcels ..... "; and (ii) authority for 
VictorviUeto use taX increment revenues generated from its portion ofthe VVEDA Project Area for 
projects that benefit Victorville. The report in several instances indicates and opines that Victorville, 
through the Airport Authority, has inappropriately funded projects inconsistellt with the tenns of the 
JPA Agreement and the redevelopment plan, which is completely false. Moreover, based on this 
misrepresentation, the Audit Report recommends "the JPA members of the VVEDA Commission 
should consider establishing a reformed SCLAA Board of Directors with members from all JPA 
jurisdictions, to ensure full, fair and proportionate representation ofeach individual jurisdiction's 
interests in the Board." The parties to VVEDA made policy decisions 15 years ago, based upon a 
complicated set of facts, not the least of which was the City ofVictorville's willingness to solely 
fund early VVEDA operations and start-up costs, including legal fees required to fight a plethora of 
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suits against VVEDA and its acquisition ofthe former George Air Force Base. This fBct, alo,ng with 
many oth~ led to the agreements which presently exist. Harvey Rose, without the benefit ofany of 
the financial and political factors,. takes it upon itselfto recommend changes in the agreements and 
the roles of the member jurisdictions, essentially substituting its judgment for that of three city 
councils and the Board of Supervisors. If. in fBct. the City of Victorville has ever achieved any 
advantage in its role with VVEDA andlor SCLAA, which the Harvey Rose Audit makes clear it did 
not, it would not seem unreasonable given Victorville's 20 years offinancial burden associated with 
undertaking the reuse ofGAFB. The recommendations that the parties restructure their agreements 
is far beyond the role ofHarvey Rose and its responsibility in this matter. More importantly. such 
statements and opinions are highly incendiary and are likely to result in disputes and litigation 

. J 	 between the communities ofthe Victor Valley in direct contravention ofthe intent and pmposes of 
the founding members ofVVEDA. The ramifications ofsuchrash and tactically incorrect opinions 
must be considered, especially in light ofthe previously stated goal ofthe Grand Jury, which was to 
make recommendations to better enhance the management and fiscal affairs ofthe City. 

As you will note, I have attached specific comments to specific provisions of the Audit 
Report. I anticipate that these will be supplemented by additional comments from the City Manager 
who is aJso in receipt ofthe Audit Report. 

Very truly yours, 

y & QUINTANILLA, LLP 

ADB:law 
enc 
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MEMORANDUM 

TO: 	 Grand Jury Foreman and Membe~ of the Grand Jury 

FROM: 	 Andre de Bortnowsky, City Attorney ,for the City ofVlctorville 

DATE: 	 April 19, 2012 

RE: 	 Comments and Concerns Related to Draft Umlted Scope Performance Audit of the 

Finances of the City ofVictorville Prepared by Harvey M. Rose and Associates 

Dated April 13, 2012 


The following are the City Attorney's office's comments to the draft Umlted Scope Performance 
Audit (the "Audit») proVided In antldpatlon of an Exit Interview to be held on April 20, 2012. Our office 
has received a confidential copy of the draft Audit and have reviewed It, and have the following 
comments: 

Executive Summary - Page ii 

As part of the executive Summary, the Audit Indicates that "SClAA has already defaulted on a 
debt payment". While this may have been technically correct. the Audit falls to mention that the default 
of the debt payment has been cured and that It was a default directly caused by the california Supreme 
Court's stay of the Implementatl~n of Assembly Bill xl 26 ("A8 26") which affected most (If not all) • 
redevelopment agencies In the State of california. In other words, the Htechnlcal default"' was caused by 
timing discrepancies between receipt of tax Increment and the stay Imposed bV the Matosantos 
litigation. The Audit Is misleading by falling 'to address the unique nature of the default which was not 
caused by a failure of the ety to act property and has subsequently been cured. 

Page II 

The Audit assumes that the City, as a successor agency, will be exposed to absorb the 
obligations of the Victorville Redevelopment Agency or the Southern California logistics Airport 
Authority ("SClAAn 

) to the extent that tax Increment Is not received. There Is nothing In AB 26 or any 

http:www.gdqlaw.com


existing law that Indlcates that the CIty of VIaorville or any municipality for that matterwlU be liable for 
the debts and obngatlons of Its redevelopment agency based on the loss of tax Increment financing. 
this assertfon Is at odds with the fundamental tenets of redevelopment law whIch Indicated that debt 
related to tax Increment does not pass on to the munlcfpallty that created the redevelopment agency. 
Harvey Rose Is apparently makIng a legal Interpretation as to the appncablllty of AS 26, which Is not 
supported by the League of California CIties and which Is an Issue being addressed by the California 
Legislature to clean up the ambiguous provlslons of AS 26. Furthermore, SClAA, as a joint powers 
authority, Is a separate legal entity and the "abUtties of SClAA are separate and apart from those of the 
CIty's. This Is a fundamental principal ofJoint powers law that has been Is!,)ored throughout the Audit. 

Page III 

, The Audit IndIcates that the City may have violated state laws and local resolutions through use 
of revenue collected for delivery of property-related utility services. There Is no citation to any Jaw that 
Is being violated, other than references to the Constitution. Please see the comments from Mr. Doug 
Robertson, City Manager, which Indicate that this assertion Is completely unfounded. 

Page Iv 
: , 

There Is a reference to the due diligence on CBS Aviation not occurring until two months after 
SClAA entered Into a Ground Lease. This Is Inconsistent with my prior comments In the interview with 
the audItors, wherein I Indicated that due diligence was Initiated Immediately upon the first contacts 
with CBS, through, amongst other things, phone calls with representatives of other airports, where CBS 
(at that time known as ASS) has previously undertaken projects. The Audit only references the actual 
documentation that was provided supporting the ongoing due dlilgence and Ignores representations 
that certain forms ofdue dlDgence were Initiated much eariler. This Is misleading. 

Page v 

In connection with the WEOA JPA, the Audit Ignores certain provisions of the Joint Powers 
Agreement that speclflcaJIy authorize the expenditure of tax Increment allocated to George Air Force 
Base to be used "on parcels and Improvem,ents adjacent to and directly benefitting the George Air Force 
Base parcels". This provision Is set forth In Section 8 of the Joint Powers Asreement which addresses 
the delegation of authority from WEDA to SClAA, and while It creates some ambiguity, It does aHow for 
development of projects on property adjacent to and of benefit to GAFB. 

The statement that the City has repeatedly used bond funds for projects that primarily 
benefitted the City is Inconsistent with the facts. 

Page /-2 

Although there are references to Interviews with City representatives, and while the Audit 
makes several assertions about the relationship between WEOA, the SClAA and the City there Is no 
reference to any Interviews being conducted wIth members ofthe WEDA Board• 

.,.. 



Page 1-3 

The credibility of the entire Audit Is compromIsed by the fact that on Page 1-3 of the 
Introduction, the Audit Indicates that the City Is a general law ctty_ The Oty Is not a general law city, It Is 
a charter city. 

Page 1-7 

The Audit Incorrectly states that the Victorville Redevelopment Agency has an adopted project 
area which Indudes the "Victor Valley Project Area-. The Victor Valley Project Area Is a redevelopment 
project area of WEDA and not of the vtctorvdle Redevelopment Agency. this mlscharacterfzatlon leads 
to other Incorrect assumptions throughout the Audit. 

Page 1-8 

WEDA and IVDA have both flied lawsuits challenging the applicability of AB 26 to them. 
AccordIngly, the Audit should be updated to reflect this fact. Further, as of this date, WEDA Is not 
under threat to dissolve and Its continued existence has been recognized by the California Department 
of Finance. . 

Page 1-9 

There are references throughout the Audit that the SCLAA has a heavy debt load. The Audit, 
however, does not reflect the fact that In order for any redevelopment aeeney (and In this case, the 
SClAA via the WEDA organizational documents) to receive tax Increment and undertake redevelopment 
property, It must have Incurred debt. This Is a fundamental tenet of redevelopment law that seems to 
be Ignored. 

Page 1-1 

There Is a reference to SCLAA's dehlult for payment due on December 1, 2011. This default has 
been cured. However, to provide clarification, this default was associated with the stay of AB 26, which 
legislation has detrimentally Impacted many redevelopment agencies In California that have Issued debt. 
Without further expla nation, this Is an unfair characterization. 

Page 1-6 

There Is reference to the City as a successor agency being responsible for paying the Victorville 
Redevelopment Agency's obRgatlons. The statement that "the General Fund will likely be required to 
absorb obligations not being met by tax Inaement" Is unsupported by any prollision of law and Is 
InconSistent with positions taken by the League of California Cities as to the applicability and 
Interpretation of AS 26. 

Page 1-9 

While there Is reference to SCLAA's questionable ability to repay debt based upon pledged 
revenues, there is no reference to the unexpected Impact of the general' downturn In the economy and 
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the dramatIc drop In assessed valuation which has affected most redevelopment agendes In California 
In a similar manner and could not have been predicted or accounted for. 

Page 1·10 

As prevfously noted, there Is a reference to SClAA's default on the principal payment of two tax 
allocation revenues bonds. There Is no mention, that SCLAA has since cured this default. 

Page 1-15 

The statement "as such, the City of Victorville Is obligated to pay WRDA's enforceable 
obligations, including outstanding bond debt, as weH as assume responsfbllity for collecting funds from 
other entities that borrowed money from the WRDA" Is unsupported by law. It falls to reference the 
City's role as a successor agency and therefore Is misleading and enoneous. 

Page 1·16 

There Is an assertion that If there 'Is .nsuffldent tax Increment to meet payment obllgatlons, the 
City as successor agency ·would be required to meet these obligations through the use of reserve funds 
or Interfund loans"'. There Is no legal support for that statement. 

Page 1-17 

Again, there is a reference to the City being responsible for the failure of tax Increment to fund 
ob,/igatlons of the WRDA. This Is inconsistent with established redevelopment law. 

Page2-l 

There Is a reference to the fact that the City Is In violation of the Constitution. This Is 
unsupported by neIther the facts nor any appncable Jaw. 

Page 2·3 

There is a reference to pennanent contributIons or borrowing funds becoming a violation of the 
californIa Constitution. No recitation Is made to the provisions of the Constitution that are deemed -to 
be violated. 

Page2-U 

The Audit never precisely Identifies the ~ of funds loaned by VWD to VMU5, but merelv 
states that "CIty management reports that the sources of funds for the loan are water fees and charges 
accumulated over several years." Nor does the AudIt make it dear that the surplus funds were 
accumulated by the predecessor districts to the VWO, not the VWD Itself.l 

In any event, not all types of water fees and charges are subject to Proposition 218. The surplus 
funds ,loaned by the VWD to VMUS could have been derived from any number of sources-some of 

lit may even be the case that some or all of such surplus funds were accumulated prior to the passage of proposition 218, 
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which are not subject to PropositIon 218 restrIctions-such as connection fees cr capadty fees.2 The 
surplus could also have been accumulated due to Interest on funds Invested, sales of real property or 
from other non-restricted sources. It Is therefore mIsleadIng to make the assumption that the funds lent 
were accumulated from fees and charges restricted by Proposition 218. 

Even assuming the funds loaned were all derived from water user fees subject to Proposition 
218, the transaction at Issue Is not the type of In-lieu transfer challenged In HJTA v. Fresno and HJTA v. 
Roseville, but an Inter-fund loan to be repaid upon the City's receipt of judgment proceeds In the Carter 

. & Burgess litIgation. 

Page 2-14 

The Audit alleges a violation of state law related to the delivery of property-related utliity 
services. The Audit wrongfully asserts that there Is a vIolation of state or local law related to the 
Sanitary District's transfer of property-related utility service funds to the city's General Fund. This 
assertion fails mlserablv to take Into account Condition No. 5 of the Local Agency Fonnation 
Commission's Resolution No. 3021, which dissolved the Sanitary DIstrict. In particular, Condition No. 5 
states: 

All property tax revenue attributable to the District prior to the 
calculations required by section 98.6 ofthe Revenue and Taxation Code, 
Including delinquent taxes and any and all other collections or assets of 
the District to be dissolved shall accrue and be transferred to the 
successor agency [the City ofVlctoryflle). 

The City did exactly what LAFCO required It to do. 

Page 3-5 

The Audit Indicates that the City Attorney wrote the Hish Desert Power Plant contract. The 
document was not a document generated by the Ctty Attorney's office. While we were Involved In the 

- negotiation of the contract, a separate firm unaffiliated with the City Attorney's office and which 
Specializes in power plant matters generated the contract. The Audit indicates that City management 
did not conduct research to determine If the Agreement was consistent with other municipal power 
plant development agreements. This Ignores the submittal to Harvey Rose of documentation from two 
other law firms with expertise In municipal utilities. which Indicate that the agreement was consistent 
with Industry standards. 

Page 3-5 

The Audit Indicates the City engaged In projects with Inland that were "completely unrelated to 
the project". As an example, the Audit dtes "over $258,000 for consulting services related to the CIty's 
efforts to investigate the possibility of becoming a Community Choice Aggregator"'. Community Choice 
Aggregation is directly related to the CIty's ability to provide utility services. As such, this Is a completely 
misleading statement. 

2See Richmond v. Shasta Community Services DIstrict (2004)32 cal 4tl1 409,415. 
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Page 3-10 

The Audit states that "on December 4, 2007, the CIty Council 'In closed session' adopted a 
resolution authorizing the City to execute an agreement with General Electric to purchase certain of the 
power plant generation equJpment at a total cost prtce of $182,036,824.00"'. The resolution adopted 
December 4, 2007 was adopted In open session. Another mlsstatement of fact. 

Page 4-2 

The Audit Indicates that funds were disbursed three days after the CBS background check. As I 
made clear In my Interviews with Harvey Rose, Inltlal background checks commenced significantly prior 
to that date through verbal contacts with representatives of prior projects Involving Mr. Graven. 

Page 4-3 

Although the due diUgence conducted bV the City Attorney's office Indicated CBS was involved In 
litigation, such litigation did not raise any red flags when selecting CBS as the developer. The subject of 
the litigation matters did not appear to be germane to the services CBS was to provide for SCLAA. 
Further, the cases Involved several defendants or cross-defendants with William Graven, or CBS, being 
named as one of severa' defendants. 

Page 4-3 

The Audit states that It is unclear whether the City Councll/SClAA Board form any approved the 
loan agreement with CBS. The $20,000,000 Loan Agreement by and between SCLAA and CBS was 
approved by the SClAA Board on November 1, 2005, pursuant to Resolution No. SClAA 05-10. This Is a 
public document available through the City Clerk's office. 

Page 4-4 

. There Is an assertion that the SClAA Board never approved the "four" hangar project. The Audit 
should be updated to reflect that the SClAA Board granted CBS authority to construct four hangar 
facmtles pursuant to Resolution No. SCLAA OS..()9 which was adopted on November 1, 2005. Resolution 
No. SCLAA 05-09 approved two Ground Leases: one for Parcels "A" and "0", and another for Parcels ..s" 
and "C:. The Ground Lease for Parcels "A" and "08 contemplated the construction of two hangars. The 
Ground Lease for Parcels "B" and lie" contemplated the construction of an additIonal five hangars. This 
Resolution Is also available through the CIty Cleric's office. 

Page 4-11 

Under Conclusions, as already noted, the background check conducted on CBS was Initiated 
prior to the two months referenced In the Audit. 

Page 5-1 

The statement In the Audit that the WEOA JPA requires that tax Increment revenues which are 
allocated to GAFB "shall onlv be used for the purposes of causing the redevelopment and development 
ofGeorge Air Force Base" Ignores Section 8 ofthe Joint Powers agreement - ,Delegatlon of Authorlty
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which Is Inconsistent wfth the quoted provision. The Intent of the provisions of Section 8 was to create 
greater fiexlbflJty with respect to where tax Increment funds attributable to GAFB could be used. 

Page 5-1 

The Audlrs opinion as to the proportion of benefit falls to account for the voluntary policy 
decisions of the governing bodies of four Independent munldpal Jurisdictions and the Board of 
Supervisors made 15 years ago. 

Page 5-1 

Questioning the benefit of Power Plant No.2 Ignores the history of Power Plant No.1 and the 
benefits It provided to GAFB and WEOA. The proximity of Power Plant No.2 to SClAA Is relevant as Is 
the fact that to the extent VMUS received power from Power Plant No.2, it could only serve new 
Industrial uses (I.e., SClAA properties). 

Page 5-1 

Loan repayment agreements and reaffirmation by the Board of Directors are policy decisions. It 
Is not the role of Harvey Rose to opine as to the approprtateness of policy decisions made by elected 
officials. 

Page 5-5 

. The Audit Ignores the fact that Victorville had the ability to pledge the SO% of tax Increment 
generated in V1ctorvllle but not allocated to George Air Force Base for Its own purposes. 

Page 5-6 

The purchase of the library has been fully explained and documented. It was a loan transaction 
that Inadvertently did not get documented In a timely maooer and has been addressed and corrected. 

Purchase of Nisquallllnterchange Project 

Harvev Rose has repeatedly displayed a lack of knowledge about, or · understanding of, the 
provisions of California Redevelopment Law and the Redevelopment Plan. The Nfsqualll I'nterchange 
directly benefits residents of the City of Hesperia, the Town of Apple Valley and the City of Victorville, as 
well as county unincorporated residents, and Is the exact type of regional Infrastructure project that Is 
entirely contemplated by the Redevelopment Plan. 

Harvey Rose also ignores the fact that Victorville has the authority and legal ability to pledge 
5096 of the tax Increment generated off-base, but within Its portion of the redevelopment project area, 
for projects within its portion of the redevelopment project area. The Nisquallllnterchange and the 
High Desert Power Project both fall within this category. 

Other dtles In the WEDA JPA have used their ~ share to bund a variety of projects that do 
not appear to be directly related to the reuse of GAFB. The suggestion that Victorville is inapproprlatelv 
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. . 
using funds on the Nisqualll project will likely call Into question the appropriateness of other WeOA 
Member Entity expenditures. 

Page 5-9 

Harvev Rose Indicates that Power Plant No. 2 was not of benefit to the Project. It Ignores the 
Impact of Power Plant No.1 and the benefits that It provided to the entire redevelopment project area. 
It also Ignores the provisions on Pale 19 of the WEOA JPA that allow for the expenditure on projects 
that dlrectlv beneftt George Air Force Base which are etther adjacent to or directly beneftt the project 
area. The Power Plant falls within both categories. 

Conflict of Interest Between WEOA and Victorville 

This Is a policy Issue that has been addressed previously In prior WEDA documentation, 
Including the receipt of waivers of confJfct of Interest between GOU representing both WEDA and 
Victorville I SCLAA. 

i , 
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Attachment No.2 

Setting the Record Straight 

on the :Inland Services Agreement 

with the City of Victorville 

July 2012 

Background 

On September 7, 2005, the City of Victorville's City Council unanimously voted to approve a 
contract (the "Services Agreement") with Inland 'Energy, Inc. ("Inland") under which Inland 
was charged with developing a 570 MW hybrid (gas and solar) power plant at SCLA ("W2" or 
the "Project" ) which would be initially owned by the City. Inland's principal initial task under 
the contract was the obtaining of a permit from the California Energy Commission ("CEC"); 
this overriding task was successfully completed on July 16, 2008, when the CEC voted 
unanimously to issue the Project a Certificate to Construct. 

However, in the intervening years, as a result of the unforeseen and unprecedented 2008
2009 collapse of the worldwide capital markets, the Project has been thus far unable to 
achieve financing that would enable the start of construction. Despite the fact that the 
economy is in the throes of the worst economic recession in recent memory, the Project is 
still viable and valuable due to the attributes that were developed as a result of the Inland 
Services Agreement. 

The GJ Report (written by Harvey M. Rose Assoc., LLC ("Rose"), an Oakland based consulting 
firm hired by the Grand Jury), that the Services Agreement was a flawed document that was 
to blame for much of the City's problems relating to the Project. This report will address that 
claim and will lay out in detail the many misstatements and inaccuracies contained in the 
Rose GJ Report as it relates to Inland, the Services Agreement and the Project. 

First, it is important to place the actions of the City and Inland in context, as the world of 
2012 is a much different place than the world of 2005, when the Services Agreement was 
entered into. At that time, the memory of the disastrous 2000·2001 California Energy Crisis 
was still fresh in everyone's mind and the 830 MW, $650 million High Desert Power Project 
("HDPP") located at Southern California Logistics Airport ("SCLA") in Victorville had just been 
completed and was generating more than $3 million/year in tax increment for the City; Inland 
had played the key role in HDPP's successful development - a fact that was documented in 
the August 2003 Power Magazine cover story naming HDPP as "Power Plant of the Year". The 
accompanying article specifically highlighted the roles that Buck Johns (Inland's President and 
founder of HDPP) and Tom Barnett (who later in 2003 became Inland's Executive Vice 
President and had been the Project Manager for HDPP's successful development during1998
2003) played in making the project a success. Barnett, who has a Master's Degree in 
Environmental Science and has worked in the power plant business for more than 30 years, 
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has developed power plants of all kinds and sizes in a dozen different states. His 
qualifications as an expert in power plant development are well documented. 

Events Leading Up to the Services Agreement 

As a result of the demonstrated success of HDPP and the tax revenues it was generating, the 
City decided to pursue development of a second power plant at SCLA. Because of its close 
involvement with HDPP and its successful track record with Inland. Inland was the logical 
entity with which to discuss such an undertaking. In addition, the fact that Inland did not 
finance, build, own or operate projects, nor did it have any attachments to any particular 
technologies made it an ideal candidate for the kind of objectivity that the City was looking 
for in considering the development of a second power plant. 

As a result of these early discussions with the City, Inland performed (at its own cost) a 
feasibility study (issued in March, 2005), focusing on the development of the kind of project 
that Inland believed made the most sense given the state of the energy market and the 
particular attributes of a Victorville location. The study concluded that a 500MW Hybrid (gas 
and solar) project at SCLA would be feasible. Note that at this time, there was no Services 
Agreement, there was no formal relationship with Inland - there was simply a well
documented, objective study providing a convincing case for the feasibility of such a project. 
The Rose GJ Report makes much of the fact that the study cited the City for a "unique blend" 
of attributes and concluded that the development should be undertaken "without delay" and 
Rose further claims that the study did not contain a definitive plan, suggesting through 
innuendo that the study was "overstated" in some way. In reality, in early 2005, all of the 
study's conclusions were qemonstrably accurate - the fact that Rose's seven year later, post
recession hindsight finds them to now be inaccurate can hardly be considered a reasonable 
condemnation; and the purpose of the feasibility study itself was not to layout a definitive 
plan - that was developed later, in the detailed negotiations that led to the Services 
Agreement, which was not executed until September, 2005. 

Rose claims that the City "did not conduct proper due diligence"; in reality, Inland's study 
was the appropriate due diligence - again, at the time, Inland had no contract with the City, 
was an expert in the field and its objectivity was attested to through its lack of any kind of 
"secondary" attachments (no financing, build, own or operate downstream benefits). Further, 
the study did not rely only on Inland's opinion but extensively cited experts in the field 
(reports from the CEC, SCE, etc.) to back up the conclusions set forth. In the months 
following the study's issuance, at the City's request Inland set up extensive meetings between 
the City and many of these industry experts so the City officials could ask questions of them 
face-to-face, without the "filter" of Inland 's opinions. It was not until the City had been fully 
satisfied and had independently confirmed the study'S conclusions that the City elected to 
move forward with the Project. 

By mid-2005, the City had determined that it wanted to develop its own power plant at SCLA 
along the lines of the approach outlined in the Inland feasibility study. The City also decided 
to see if it could negotiate a contract with Inland to oversee the Project's development. 

2 
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There was nothing inappropriate about the decision to pursue Inland; far from it - Inland had 
all of the attributes that a municipality would look for in selecting a consultant for this task: 

• 	 Inland had played a key role in the success of HDPP, located at SCLA - its familiarity 
with and understanding of the issues associated with a second plant at the same 
location were unequaled 

• 	 Inland was objective, having no ties to finandng, construction, ownership or operation 
of such a plant 

• 	 Inland's overall credentials in the power plant development field were (and are) 
impeccable 

• 	 And finally, Inland was familiar with the City, its environs, staff and decision-makers 
a track record had been establlshed over the preceding seven years (Rose actually 
insinuates that this is a bad thing, stating that the City should not have "executed 
contracts [with] companies and individuals with previous experience or familiarity 
with the City" (!)) 

Errors Contained in the Rose Report re the Services Agreement 

With regard to the content of the Services Agreement itself, the Rose GJ Report suggests that 
the City entered into a one sided agreement. Again, this is inconsistent with the facts as they 
occurred. Negotiations on the Service Agreement took place over many months. In 
connection with the negotiation of the contract the City Manager and the City Attorney, 
secured the expertise of two outside expert attorneys - one from the internationally 
respected energy law firm of Hogan and Hartson based in Baltimore and one from the 
prestigious Washington, D.C. based Venable law firm. The City insisted on numerous 
provisions that were atypical of such contracts and disadvantageous to Inland: for example, 
Inland's President, Buck Johns was not allowed to charge for his time or expenses - and Johns 
was expected to be (and in fact was) heavily involved on a day to day basis - the documented 
unbilled labor alone for Johns over the past seven years is substantial; Inland could not charge 
for any local expenses, such as mileage or meals - and given the number of trips Inland made 
from its offices in Newport Beach to Victorville (often, several in one week), this was not 
insignificant; Inland was not allowed to charge a management fee on subcontractor legal 
services - typically, primary consultants charge a ma1nagement fee on all subcontractors. 
Contrary to the statements in the Rose Report, the contract contained very specific 
requirements for Inland's compensation: labor rates were specified and a budget was 
included as Exhibit B. 

The Services Agreement proviSion which Rose attempts to paint as the most controversial had 
to do with the 5% "carried interest" for Inland which was included in the Additional 
Compensation section; this provision was included for the following reasons: 

1) 	 Since Inland was not charging for Johns, it would be running a monthly deficit on the 
contract - as indkated above, it expected to be (and ultimately is) actually nearly $2 
million in the negative; this was a way for Inland to eventuaHy realize a profit 
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2) 	 Since Inland and the City recognized that this would be an intensive mUlti-year effort, 
Inland would have to forego other profitable business opportunities in order to devote 
the time and resources that this Project would require in order to be successful; 
consultants typically recoup this lost "opportunity cost" through increased monthly 
labor and expense charges, but in order to keep those charges low at the City's 
request, Inland sought to recoup them through a deferred, at risk form of payment 

3) 	 This payment would ultimately not be charged to the City but to the Project's owner; 
contrary to allegations in the Rose GJ Report, it was always contemplated that a 
private third party would own the Project and therefore be responsible for paying this 
cost to I'nland 

4) 	 Finally, and perhaps most importantly, the City felt strongly that the best way to 
insure that the City's interests and 'Inland's were aligned was to structure the contract 
so that Inland would not realize any profit until the Project was actually successful 
built and operating; in direct contradiction to the claim by Rose that the Service 
Agreement contained a "conflict of interest." This provision insured that Inland would 
not stretch out the consulting effort in order to pad invokes or paint unrealistically 
rosy pictures as many "pay as you go" consultants have been known to do - because to 
do so would harm Inland's ability to get to the profit generating phase - a successfully 
operating project - which was what the City desired as well. 

Rose also takes issue with the analysis of the two independent attorneys who advised the City 
that the Inland Additional Compensation provision was not unusual in this type of contract. 
Moreover, Rose implies that because the Hogan and Hartson attorney was asked by Iinland to 
comment, the objectivity of his comments are somehow lessened. Hogan and Hartson 
("HaH") is an internationally recognized firm with an impeccable reputation - the firm was 
retained as an advisor to the City and had no financial connection with Inland in any way. 
There was absolutely no reason for Hogan and Hartson to submit anything other than an 
honest, objective opinion. Similarly Rose high lights the fact that the Venable Law Firm letter 
stating that the Inland compensation was not unusual was dated after the Services Agreement 
was executed - implying t hat it arrived too late for the City to have taken it into 
consideration; the fact is that Venable was also under contract to the City (with no financial 
connection to Inland) and the attorney responsible for the >letter had been in continuous 
contact with the City Manager on this subject - his opinion had already been passed on to the 
City officials verbally and in written draft1 well before the Services Agreement was executed 
and the letter was simply the written confirmation. 

1 A draft of the memo on Venable letterhead dated August 31, 2005 is in the files; the draft is unchanged from the 
final letter. Rose makes much of the fact that the "final letter" was not on Venable letterhead - it is not clear what 
document Rose looked at, but the fact that the draft is on Venable letterhead seems to make that issue moot - the 
City was clearly not confused as to where the opinion came from. 
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As Rose acknowledges, the basis for the language in the Additional Compensation provision of 
the Inland Services Agreement was an agreement Inland had entered into in 1999 with 
affiliates of Constellation Energy in connection with HDPP. Rose again makes much of the fact 
the Services Agreement had differences from that earlier agreement that were in Inland's 
favor and that somehow the City should have negotiated something more favorable than the 
private sector attorneys from the giant national energy company Constellation were able to 
secure. The flaw with Rose's reasoning is twofold: 

• 	 First, the percentage was higher in the Services Agreement because Inland received no 
reimbursement of prior costs at financial closing unlike the Constellation agreements2 

which made a significant reimbursement to Inland at the closing for HDPP; the higher 
percentage reflects the fact that Inland's entire source of reimbursement was the fee 
to be paid over time once the Project went into successful operation 

• 	 Secondly, Rose asserts that the letters from the two ilndependent expert attorneys 
stating that the Iinland fee arrangement was not unusual spedfically condiltioned their 
opinions on the fee being subordinated to the debt service; Rose erroneously claimed 
that the Services Agreement did not contain such a condition; in reality, the Services 
Agreement, like the Constellation Agreement upon which it was modeled, does contain 
such subordination (see page 4 of the Services Agreement, Section 4.2 Subordination 
of Additional Compensation); Rose misstated this fact. 

The point that Rose fails to address is that Inland would not receive this potentially valuable 
Additional Compensation unless the Project went on to be successfully developed, built and 
operated; the proof of this is that Inland has not received a penny of this Additional 
Compensation nearly seven years after the Services Agreement was executed and will not 
receive any before 2015, at the earliest (the Project will take 24 months to construct after 
finandng is put in place). Rose seems to suggest that Inland would insist on enforcing the 
terms of the Contract even if it would inhibit the Project from moving forward - how would 
this make any sense? In reality, Inland was able to negotiate agreements with several of the 
private entities seeking to purchase W2, including Beowulf, the entity which was in the 
process of acquiring the Project in 2008 when the financial markets collapsed. The supposedly 
"onerous" Additional Compensation provision did not prove to be an obstacle, nor does it in 
the discussions that continue today with interested private parties. 

Finally, Rose's GJ Report makes a series of assertions regarding the amounts of money 
involved in the Inland Services Agreement. The first set involves the amount actually paid to 
Inland under the contract. Rose claims that Inland has been paid $12,145,917 to date under 
the Services Agreement; in reality Inland was paid $11,951,851 for its services for W2, but 

2 Rose refers only selectively to the agreements with the Constellation affiliates, CP IHigh Desert, LP and CP High 
Desert I, Inc.; a careful' review of the complete set of agreements would reveal that, in direct contradiction to 
Rose's allegations, Constellation paid Inland a substantial monthly fee for Management Services during HDPP's 
development period Uust as the City did in the Services Agreement) in addition to the prior cost reimbursements 
ment ioned above; this information could have easily been provided to Rose had they bothered to contact Inland; 
as it was, Rose never so much as made a single phone call to Inland in connection with t he GJ Report. 
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only $4,571,808 (38%) actually went to Inland; the rest ($7,380,043 or 62%) went to one of the 
25 subcontractors Inland employed to conduct the massive effort required to permit and 
develop a major power plant in California. The majority of the amount paid to Inland's subs 
went to two firms: Latham & Watkins ($1.76 mil), the Project's permitting/regulatory legal 
advisor, and; AECOM ($3.085 mil), the internationally recognized environmental services firm 
that performed the majority of the technical analyses for the permits. The Rose GJ Report 
never shows these accurate figures. 

The second set of unsubstantiated figures appears in the Rose report as the revenue that 
Inland would supposedly receive from the 5% Additional Compensation: Rose asserts that 
according to unnamed "Grand Jury sources", this would amount to $4.5 mil/year or, as Rose 
puts it, "$135 mil over the life of the plant". For these figures to be accurate, the Project 
would have to generate more than $90 mil/year in Operating Profit - a patently absurd 
amount for a 500 MW plant in today's market. And, of course, as has been previously pointed 
out, Inland has never received a penny of this grandiose, inflated figure3

• Rose also fails to 
note that, in return for this Additional Compensation, Inland is obligated in the Services 
Agreement to perform ongoing Management Services as requestedi by the City (or new owner) 
even "after the Project has begun operation". 

Other errors contained in the Rose GJ report are too numerous to refute in detail; among the 
more notable are: 

• 	 The assertion that Inland's invoices were "Poorly Documented"; the "proof' for 
this is that the new City Manager, who took over in early 2009 (after the 
economy had cratered) requested additional documentation; Rose fails to point 
out that Inland had submitted (and been paid for) four years of monthly 
invoices without such a request from the City; nevertheless, upon receiving the 
request, Inland promptly provided the additional documentation; Rose's claim 
that subsequent invoices "have been just as poorly documented" is baseless. 

• 	 Rose claims that the City Manager "curtailed" the relationship with Inland after 
July 2009 "but [Inland] continues to bill." The facts are that Inland continues 
to provide services for the City in connection with VV2 under the contract with 
the knowledge and approval of the City. However, in recognition of the City's 
financial difficulties, Inland agreed to continue to work to develop the Project 
on a deferred "at risk" payment basis - i.e., Inland would not get paid until and 
unless the Project is sold to a private entity. This deferred payment now 
amounts to more than $250,000 as Inland continues to work diligently to make 
the Project a success. 

• 	 Rose makes the assertion that Inland did not provide annual budgets as 
required by the Services agreement and that there was never a plan for 

3 Inland and many knowledgeable representatives of the City remain confident that the Project will eventually be 
built and the City will recoup much, if not all, of its sunk costs; however, in today's energy marketplace, with 
wholesale electricity selling for less than 3.5 cents/kilowatt hour, the gross revenues from the 500 MW project 
would not be more than $100 mil; operating profits can be expected to be significantly less than half once costs 
are deducted. 
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developing the Project; the former misstatement is disproved by dated 
correspondence with City officials that Inland possesses showing the annually 
updated budgets (had Rose contacted Inland this information could have easily 
been provided); the latter fails to acknowledge that there was a plan for the 
Project's development that was continuously updated and revised through the 
weekly meetings and discussions herd between Inland, its advisors and the City 
and when and if significant, the revisions to the plan were taken to the council 
for a vote (which was always unanimous in support of the Team's 
recommendations); however, the plan was not a single document that someone 
could show Rose years after the fact, it was the compilation of all of the 
activities that were ongoing and subject to continuous review. This approach 
has been used by many cities and businesses to develop and manage complex 
projects in fluid environments. The fact that Rose found "no evidence" does 
not mean i!t did not exist. 

Summary 

Was the Inland Services Agreement well-constructed and managed? In hindsight, it's easy to 
point out things that may have been done better, but the Rose GJ Report's failure to address 
the impacts of the unprecedented economic recession that started in 2008 as the principal 
cause of the problems associated with W2 is troublesome. As is detailed above, had it not 
been for the collapse of the economy, W2 would be in operation today, delivering all of the 
City's intended benefits to the citizens of Victorville. The problems that arose had nothing to 
do with the structure of the Inland contract, the amount of compensation Inland would get in 
the future or the nature of IInland's invoices; it was the economy. 
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Documentation Supporting 

the City's Due Diligence Efforts re VV2's Financing1 

July 2012 

The City of Victorville, as owners of the Victorville 2 Hybrid Power Plant ("W2" or the 
"Project"), took a publicly transparent and very careful approach to developing the Project: 
all major issues were discussed in City Council Meetings and every decision received a 
unanimous vote. In particular, the City exercised careful due diligence in procuring financing 
advice for moving forward with the Project once it became apparent that the valuable and 
essential CEC permit was going to be obtained by the Project Team2

• 

For a financing of this magnitude (projected to be approximately $1.2 billion) it was 
unanimously agreed that it would be prudent to procure the services of the best financial 
institution available -- a major financial institution with experience in financing major power 
plants. Members of the Project Team had experience with most of the firms that met this 
qualification and a list was circulated for approval by City decision makers in early 2008. The 
list included: 

Goldman Sachs: Generally regarded as the world's leading investment banking institUtion; 
financier of many power plants, both public and private; more than $900 billion in assets with 
more than 30,000 employees worldwide 

Deutsche Bank: A leading global investment bank with broad experience in energy projects as 
well as specific experience with Victorville bonds; $2_3 trillion in assets and more than 80,000 
employees 

Barclays Bank: A major global financial services provider with over 300 years ofglobal 
investing on behalf of clients now numbering 48 miUion worldwide; extensive experience in 
the energy sector;$1.8 trillion in assets and 156,000 employees 

Morgan Stanley: Innovative U.S. investment banker with strong experience in the energy 
mar,ket; more than $800 billion in assets and 62,500 employees 

1 It should be noted that concurrent with the events described in this document, the Project Team was actively 
pursuing selection of an EPC and O&M contractor as well as successfully completing the intense final effort 
required to obtain the CEC permit on July 16, 2008. These efforts were essential to Goldman'S ability to 
successfully market W2 as a fully realized project, ready for groundbreaking. 
2 For the purposes of this report, "Project Team" refers to the following organizations and individuals: City - Terry 
Caldwell and Mike Rothschild (City Councilmen), Jon Roberts (City Manager), John Sullivan (CFO), Glen Casanova 
(Exec. Dir. Of VMUS); Inland Energy - Buck Johns and Tom Barnett; Legal Advisors - Andre De Bortnowsky (GDQ), 
Ed Sledge (Hogan & Hartson, an internationally recognized energy law firm, based in Baltimore), Dick Powers 
(Venable - an old line U.S law firm with extensive energy experience based in Washington, DC); Financial Advisors 
- Jeff Kinsell (KND, which handled many of the City's prior bond issues), Jill Toporek and Vivek Bantwal (Goldman). 
While not all of these individuals participated in all Project Team meetings or deliberations, all were regularly 
informed and most were present (or on the phone) during significant discussions. 
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J.P. _Morgan (now Chase): 200 year old U.S. investment banker with clients in more than 100 

countries; good experience in financing power plants; assets of $2.3 trillion with 260,000 

employees world wide 


These firms, all of whom are based in New York, were contacted and each expressed interest 
in being a part of the Project Team. Accordingly, arrangements were made to meet with each 
firm in February 2008, at which time the Project Team would give a presentation on the 
Project and afford both sides an opportunity to ask questions face to face. The presentations 
took place on February 21, 2008 at the respective Manhattan offices of the five financial 
firms; participants from the Project Team included: 

Terry Caldwell, Mayor 
Jon Roberts, City Manager 
John Sullivan, City CFO 
Jeff Kinsell, City Finandal Advisor 
Buck Johns, Inland Energy 
Tom Barnett, Inland Energy 
Dick Powers, Venable law Firm 

The Project Team participants all agreed that aU five of the financia t institutions were very 
impressive and, with the exception of J.P. Morgan, all expressed serious interest in being 
selected as the entity that would be responsible for assembling a successful financing for the 
Project. At the time, atl of the Project Team participants felt that J.P. Morgan's level of 
enthusiasm was noticeably lower than the other four. 

In early March 2008, the Project Team invited all five firms to Victorville for an interview 
before the City Council members. Four firms accepted (J.P. Morgan declined, as expected). 
On March 11, 2008, Tom Barnett, who was already on the east coast on an unrelated matter, 
met separately in New York with Morgan Stanley and Goldman Sachs at the firms' request to 
address some follow up questions. The Project Team held conference calls with the other two 
fi rms in preparation for the interviews. The remaining four firms were interviewed in City Hall 
according to the following schedule: 

Goldman Sachs: 3/19 a.m. (Project Team attending: Jon Roberts, Terry Caldwell, Mike 
Rothschild, Dick Powers, John Sullivan, Buck Johns, Tom Barnett) 

Morgan Stanley: 3/19 p.m. (same as above) 

Deutsche Bank: 3120 a.m. (Jon Roberts, Glen Casanova, Ed Sledge, Jeff Kinsell, Buck 
Johns, Tom Barnett) 

Barclays Bank: 3120 p.m. (same as above) 
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The Project Team subsequently got together and prepared a matrix evaluation of the four 
firms' relative strengths and weaknesses. On March 27, 2008, the Project Team assembled 
(some participated by phone) and a vote was taken to determine which firm should be 
selected to manage the Project's financing. Results of the vote are shown below: 

Caldwell - Goldman Sachs (GS) 
Roberts - Morgan Stanley (MS) 
Sullivan - GS 
De Bortnowsky - GS 
Casanova - MS 
Kinsell - Deutsche Bank (15t)/GS (2nd

) - switched his initial vote to GS 
Johns - MS 
Barnett - GS 
Sledge - GS 
Powers - GS 

Final Tally; GS - 7, MS - 3 

Goldman Sachs was the clear majority preference, for two primary reasons: 1) they were, and 
are, the largest and most successful financier of public and private power plants - the "gold 
standard", and; 2) their commodi,ties trading affiUate, J. Aron, was committed to providing a 
seven year "financial hedge" to purchase the Project's e lectric output. This latter 
commitment was particularly significant in that it meant that the Project did not have to 
obtain a Power Purchase Agreement ("PPA") before proceeding to construction financing - for 
seven years J.Aron would buy the power for a firm price and re-sell it in the market place. 
The Project Team believed that this time period would be more than sufficient to enable the 
Project to obtain a more conventional long-term PPA from Edison, probably before the 
Project's two year construction was even completed. With this critical component in place, 
Goldman's primary remajning task was to help select a private entity that would purchase the 
Project from the City and ultimately finance, construct, own and operate it. 

After selection, the Oty and Goldman negotiated an Engagement Letter addressing Goldman's 
roles, responsibilities and fees; this took several weeks and involved review by the City's 
team of attorneys and its Financial Advisor, Jeff Kinsell. Goldman typically received 
$20,000/month in addition to its pro rata portion of the financing, but the Project Team was 
able to negotiate a deal whereby aU of Goldman's fees were deferred until financing [as a 
result, contrary to allegations in the press, GS was never paid a dime). On April 15, 2008, the 
City Council voted unanimously to authorize the City entering into the Goldman Letter of 
Engagement. 
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Over the next several months} the Project Team worked with Goldman to produce a Request 
for Expressions of Interest (called a "Teaser" by the finance industry) summarizing the key 
details of the project, which Goldman then distributed to 18 major players in the power plant 
marketplace to determine if they had interest in acquiring VV2. 14 firms responded 
expressing interest, signing expansive Confidentiality Agreements to protect eventual bids; 
Goldman (again working closely with the Project Team) prepared and issued the 14 interested 
parties a detailed Confidential Information Memorandum ("CIM") on July 17, 20084

, containing 
all of the Project's relevant details including financia'l and economic pro formas based on J. 
Aron's "PPA" pricing, Construction/Operating costs from Inland's negotiations with EPC and 
OaM firms, and Goldman's projections of financing costs. In order to support these 
documents, the Project Team created a sophisticated electronic "Data Room" which enabled 
the interested parties to galn access to all of the Project documents while still maintaining 
their individual confidentiality. The interested firms were requested to submit offers for 
purchase of VV2 by August 13, 2008. 

After nearly a month of intense coordination with the interested parties (answering written 
and telephoned questions, submitting additional documentation), two responsive bids were 
received on August 13; several other bids were received but they were deemed unresponsive 
by the Project Team. One of the responsive bids offered more favorable terms than the other 
- this most potentially attractive bid was from Beowulf, LLC, a major New York based energy 
company with municipal power plant experience in California as well as EPC and oaM 
experience. Goldman had familiarity with them and felt comfortable that Beowulf was well
qualified to deliver an acceptable deal. 

On August 19, 2008, the Project Team conducted an extensive interview with the Beowulf 
team in City Hall; Beowulf sent a team of senior executives including the President of its EPC 
and operating company. The interview concluded with a tour of the site and environs. On 
August 20, the Project Team conducted a telephone interview with the other responsive 
bidder's team; the call generally confirmed that Beowulf offered the most potentially 
attractive deal and, although telephone discussions continued with this "No.2 Bidder" for 
several weeks, it was clear that Beowulf was the front runner. 

Between August 22 and October 8, 2008, the Project Team conducted extensive negotiations 
with Beowulf in an effort to reach agreement on a term sheet for acquisition of VV2; during 
that period the negotiations p rogressed relatively smoothly and virtually all major points were 
agreed upon including: upfront fee payments to the City, milestone payments, assumption of 
ongoing costs, purchase price (including re-imbursement of aU sunk costs) at construction 

3 After two months of simultaneous negotiations and several interviews with the top two Engineering, 

Procu rement and Construction (liE PC") bidders, on April 16, 2008, the Project Team selected Kiewit Constructors as 

the preferred EPC firm; a limited Notice to Proceed contract ("LNTP") based on Kiewit's firm EPC price was 

executed on May 20, 2008 after unanimous approval by the City Council. Kiewit is one of a sma'll group of U.S. 

bUilders that are qualified to build major power plants - they were the constructors of HDPP. 

4 Note that on July 16, 2008, the CEC, following a unanimous vote of the Commission, issued W2 its Certificate to 

Construct (aka the "CEC Permit), the culmination of a three year, Smulti-million effort and representing a major 

milestone for the Project. 
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finance closing and agreement with Inland was reached that would enable Inland to execute a 
release of its contract to the City upon signing the definitive purchase and sale agreements 
(the "PSA Docs)". 

The Project Team was in New York on October 8, meeting with Beowulf and Goldman to 
finalize the PSA Docs as the news from Wall Street worsened almost hourly; Lehman Brothers 
had declared bankruptcy on September 15 and by the end of September the Dow Jones had 
dropped more than 10%. During a phone call on September 19, in response to a direct 
question regarding the impact of Lehman's demise, Goldman stated that although "financil1g 
in general was getting more iffy", J.Aron was "relatively unaffected" and "good projects 
were still getting done". At the October 8 meeting, both Goldman and Beowulf suggested 
that, while the situation was worsening, energy projects should be unaffected and Beowulf's 
interest in moving forward was unabated. 

The Project team returned to California feeling cautiously optimistic - pleased with the 
progress with Beowulf but concerned about the deepening financial crisis; however, on 
October 17, 2008, Goldman informed the Project Team that they and Beowulf believed that it 
would be prudent to push the signing of the PSA Docs back to the "first quarter of 2009". 
Then, on October 20, Goldman delivered the disturbing news to the Project Team that "the 
financial markets were in chaos" and that the financeability of capital intensive projects of 
aU kinds had "collapsed across the board". 

This news was as disappointing as it was surprising; up until just one month before, the 
Project Team had every reason to believe that the Project would move forward with Beowulf 
to achieve financing in early 2009. Despite this news, the Project Team (including Goldman) 
and Beowulf continued to work to find a way to finance the Project in the first part of 2009. 
Several innovative ideas were pursued but, unfortunately, the collapse of the worldwide 
economy made it impossible for J. Aron to provide the financial hedge that had been serving 
as the Project's PPA - without a viable PPA, financing a $1 .2 billion project was simply not 
practical. Exacerbating the problem was the fact that the economic downturn had brought 
with it a sharp decline in electric demand, thereby lessening the need for a baseload facility. 
In light of these events, there was ultimately no choice but to put the Project on hold 
pending some level of economic recovery. 

The above description of events should make it clear that the Project Team pursued a 
perfectly reasonable, prudent process in attempting to bring the Project to a successful 
conclusion; the most experienced advisors in the business were brought on board through 
competitive procurements and all decisions were transparently made on a unanimous vote 
basis - in every case. There was never the slightest hint of cronyism, malfeasance or 
concealment. The only thing the Project Team could be reasonably accused of is bad timing 
and an inability to accurately foresee the future (it's harder than hindsight), something 
virtualty a ~l project developers, city (and state) governments and millions of Americans were 
also "guilty" of. 
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EXHIBIT C 

'PROJECT IMPROVEMENTS LIST 



· .. . 

EXHIBIT C 


PROJECT IMPROVEMENT LIST 

for the 


1993 VICTOR V1d.LEV REDEVROPMENT PROJECT 

I. AlIIASf IMPROVEMENTS 

land Acquisition 

North; East.,. South 9f Base· (2000 acres) 


Preparation 

GradinS 

Bulldinl Removal 

Clearinl and Drain. 


AIrport Pawment 

Pavement Rehabilitation 

Parallel Taxiways 

Other TaxiwayslHold Apron 

Hal/pads 

Runway Extension (2,000 f'eet) 


Airport Ushtins and Navai. 

Taxiway Ushtins 

Runway End Identifier LIghts 

Precision Approach Path Indicators 

Hish Density Runway l.ishts 

VORIDME 

Outer Marker Beacon 

AcceIs .... aNI Parklns 

Terminal Circulation 

Terminal Patkins 

East Side Access 

Perimeter Road 


.ulldl.... 
ExistinsBuildlnp to Code 
Buildins Modifications 
Other Buildinllmprovemenls 
New Passenpr Terminal 
T-Hansars 

Urbiln Servina and Ie.... Facuw. 
Emerpncy Operation Equipment Center 
Transportation Center 
Reclaimed Water Systems 
Median Movements, Landscape"a, Related FacI/ities 
Security Fencinl 
WatIIr and Sewer Syst~s 

I 
fire Department • Related f.clHties 
FinrlCrash Rescue Facilities 
Alraaft Fire F1shdna Trude 
Fire Vehlda.'Equipment 
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Paric and Recreation and lelatld Facilities 

Ceorp AFB RenOVltion/Expansion (Rec.JColflReJated) 


MlscelJaI'IeOUI 
Fencins 

Noise Monitoring Sys1em 

VehicularlMaintenance Equipment 

Aircraft Tie Down Anchors 

Sianlnl 

Waterlines On- and Off-Site 


Plannlna and Canllruction Administration 

CantInpnc:y 


II. TlANSPORTAnoNIOICULATION IMPROVEMENTS 

This sedion Includes Improvemenls needed to provide acx:ess to the Air Base and to upv.lde defldent roadways In support of reuse 
of the Air Base. 

1. 	Jgwn pf 'gpfe ytlhry 

..15 Apple Valley Road Interchanse 

AltSR 18-1-1S to Bell Mt Road 

Slate Route 18 Widening 

Apple Valley Road - SR18 to "15 

Stoddard Wells Road -1-15 Boundary 

Johnson Road-StocIdard Wells Boundary 

Other MaJor Streets -1.1 Miles Secondary 


2. 	 City gf tteprf.t 

Mo;;we Street 1-1 5 to Maple Avenue 

Hesperia Road WideninsfDohert SIraat to Mesa Street (SM.) 

Maple Avenue WideninS BarValley Road to Mojave (SQ<W.) 

EastlWest Road Grade 5eparIlion (Rasional) 

EastlWest Road Widening Maple to -I- Avenue (Resionai) 

North1Soutil Rokt Wldenl.. Bear Valley/Moj.w (4 lanes approximalely one mile west of Hesperia Road <ResIonal) 

NorthISouth Road Wide/nina Bear Valley (4 lanes approxirnatJey one mile east of Hesperia 'Road) (ResionaJ) 


3. 	oar pi Yk;tqnIIIc 

Freeway Improwmentl 

"15· Nadonal Trails Interchanse 

..~S~-~ iJqiijl'rRoad ,~ter~6II:incI ~!ilJ!.OO 
1-15 - Rancho Road 1nteR:hanae'land Acquisition 

I-15 - Mojave Drt\ol8 InteR:hanae 


Super ArteNIlmprowemeslll 

Bear Valley Road from 1-15 to Cauahlin (8.0 miles) 

Bear Valley Road from 1-15 to Ridpaest Road (4.0 miles) 

Mojave Drive from 1-15 to Caushlln Road (9.8 miles) 

HiJhway 395 from Bear Valley 'Road to Air Base Road (1.0 miles) 
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MaIor Arterial Improvements 

Palmdale Road from Caughlin ~d to 1-15 (9.3 miles) 

Rancho Road from HiJhway 395 to National Trails (5.7 miles) 

Rancho Road from National Trails 10 1-15 0.0 miles) 

National Trails from Rancho Road to 1-15 (1.0 miles) 

Amethyst Road from Sear Valley Road to Palmdale Ro.d (2.4 miles) 

Amethyst Road from PalmcUle Road to Mojave Drive (1.5 miles) 

Amethyst Road from Malave Drive to AIr Base Road (2.3 miles) . 

Green Tree Boulevard from Hesperia Road to Ridpcrest Road (1.0 miles) 

Green TreelYucca Lorna Brid. 

Hook Road from AmalJlOSl to Highway 395 


Arteriallmproweruenb 
Air Base Road from Hishway 395 to National Trails (S." miles) 
Air Base Road - Addition of 2 lanes 
La Mesa Road from Hishway 395 to Triple Tree Road (2.2 mils) 
Seneca Road from Hesperia Road to Green Tree Road (2.0 miles) 
Topaz Road from Bear Valley Road 10 Seneca Road (3.0 miles) 
EI Evade Road from Seneca Road to Mojave Drive Cl.O mile) 
El' Evado Road from Palmdale Road 10 Hopland Street 12.7 miles) 
E1 Evado 'Road,from IHopland Street to Rancho Road (1 .0 mile) 
El Evade Road from Rancho ~d to Air Base Road (.03 mile) 
Stoddard Wells from 1-15 to Highway 18 (2.S miles) 
National Trails from Air Base Road to Rancho Road (.08 mile) 
National Trails - Addition of 2 lanes 
Highway 395 Parallels from Bear Valley Road to Air Base Road (16.0 miles) 
ArnafBOsa Road from u Mesa Road to Dos Palmas (1.2 miles) 
Amarpa Road from 005 Palmas to Palmda1e Road (0.5 mile) 
Arnarsosa Road'from Villa. Drive to Rancho Road (1.0 mile) 
Amargosa Road from Rancho Road to Air Base Road (0.5 mile) 
Mariposa Road from Bear Valley Road to G..... Tree Boulevard (3.0 miles) 
Hesperia Road from Highway 18 to Seneca Road (1.6 miles) 
Seventh Avenue from Green T,. Boulevard to Ottawa SIreet (0.6 mile) 

Seventh Avenue from Ottawa Street to Nisqualli Road (0.5 miles) 

Seventh Avenue from Nisqualli Road to Bar Valley Road (1.0 mile) 

Third Avenue from Green Tree Boulevard to Nisqualli ROad (1.0 mile) 

third Avenue from NlsquaJli Road to Bear Valley Road (1 .0 mile) 

Ridpcrest Road rrom Bear Valley Road to Green Tree Boulevard (2.0 miles) 

Median Movements, landscape and related facilities 


SisnaJlzation 
Otywtde (40 ea) 
Connections to local streets 

1 12J2~1 



4. 	 San lemvdinp CQUllty 
Traffic Sisnal (Oak Hills Area) 
Traffic Sisnal (Oak Hills Area) 
Traffic Sisnal (HelendaltlOro Grande) 
Railroad Crossin, (HelendalelOro Grande) 
Colusa Road - Helendale Road to 395 (HelendalelOro Grande· Construct two land roads) 
SilJ1al at Colusa 
Adelanto Road from Colusa Road to Sonoma Road (Helendale/Oro Grande 
Helendale Road from Colusa Road to Moumlnl Glory Road (HelendalelOro Grande) 
National Trails Hishway from Project Boundary to Brymon Road (2.0 miles) 
National Trails Hiahway- VlCtofVille aty Umitl to Bonanza (Widen to four lane divided hlshway) 
National Trails Hishway - Oro Grand'e UndeJpass DralnaaelAlisnment Studies 
National Trails Hishway· Mojave RM!r Crossing at Mojave Narrows 
National Trails Hishway - Underpass NortnQlt - resurfaceldrainage comtnJction 
Helendale - Linson Road 10 Bryrnon (COnstruct two lane road) 
Unson Avenue - Helendale Road to Shay (Construct two Wle road) 
Shay - Victorville Oty Umits 10 Unson (Improve two lane road) 

Adelanto Road - Adelanto City Limits to Colusa Road (Construct two lane road) 


III. STORM DRAINJFlOOD CONTROL SYSTEM IMPROVEMENTS 

t. 	Tgwnaf...,Y"'1cy 

Winston-Desert Knolls 

Corwin Road-West of Bell Mt. Road 

Bell Mt. Road - Near Corwin 

HiBhWiIY 18 at boundary 

Thunderbird Road - Wt 011-18 


2.. 	 CitygfH........ 

Drainap OwlnellStorm Drain Improvements 


3. 	 CltJ of Vktqryille 

Storm Drain Muter Plann • Capitalll'1lpl'CMllMflt ..II IeImd Facilities 

Une~l 
Line Q-02 
Une~3 

line~l 
Une E-02 
Une~3 
Une E-04 
Une E'()S
Une E-06 
Une~7 

Une F-01 
Bell Mountain Wash 

Gn!en T rae Drainage" Related Facilities 

Detention Basin - Oro G ....de Wash 

Water Reclaimed System " Distribution Facility 


4. 	 San lemardino County 

Storm Drain Improvements 
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IV. WAmsySTEM IMPROVEMENTS 

1. 	 Tmm af Apple VallCf 
Water Lines In Major Streets 
Ten million pilon capacity water reservoir; welded steel above sround construction; cost includes land acquisition 

2. 	 CItf of Haped. 

Wal8r Une Extension - Santa Fe Area 

North Central Water System 


3. 	$In IemardiM County 

Water System Improwments 


4. 	 ClIJ 01 \1c:toryIIle 
Water System Improvements 

V. SEWER SYSTEM IMPROVEMENTS 

1. 	 CiIr of",Valb 

Sewer System Improvements 


2. 	 City of Hrrrrht 

sewer Trunk Line - Eucalyptus 

Sewer Reclamation Site & U(e 


3. 	0!mdJ of $In llenwdlno 

Sewer System Improvwnents 


4. 	CiIy of Victorville 

Sewer Systam ,Improvements 


,.. COMMUNITY FACIUTIES PROCRAMS 

1. 	<:QofH....... 

Padt Sites (2) in RSA's aand 9 

Fire Station - 11th & Eucalyptus 

School Sites 


VII. COMMUNITY DEVELOPMENT PROCRAMS 

1. 	All AI'f!II 
Off..Slte Improvements 
Land DeYe.lopment 

VIII. HOUSINC - LOW/MODERATE INCOME ASSISTANCE 

A5 provided by Section 33334.2(1) of the Health and Safety Code (unless certain findinJS ant madel, not less than 20 percw'lt of all 
tax Increment allocated to WEDA shall be -used by the aaency for the purpose of increasin& Improvins. or preservinl the 
community's supply allow and moderab! income housln..- It Is contemplated that this assistance will be provided In the form of 
rehabilitation loans and wants 10 low and moderate income houslns owners and renters, throush the preservalion of low and 
moderate Income hausinl units and potential developmenl of new housina for DWI"Ier and renter occuupfed units, and throush the 
encourasernent of develomen~ of rental units held at low .,d moderate inc~ lewis. 

IX PROJECT ADMINISTRAn~ AND PlANNING 

WEDA wJlJ pay for plannlnl and administration costs associated with Implementation of the Plan. Over the life of the Plan il js 
e5tirnar.d that such costs will total Jess than fMt percenl (5"') of the total tax increment collected. 

........ 	 5 
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Attachment No.4 

Select Direct Bonded Expenditures for SCLA 


$7,000,000lPayoff Prior Notes (1997 Taxable Lease Revenue Notes)L ~ 

$314,407~605l !Hangar 676: Black Top Repair 

196031 !phantom Street 

$171,23996043 [raxiway Charli Extension South 

$389,91790039 Blackhawk Bldg 761-771 
I 

$54,138,)96024 !Runway 17-35 Pavement Overlay 

$80,ood96039 ~ iB uilding 717 ADA Compliance 

$436,396I 96035 Runway 17-35 Extension 

96037 Runway 17-35 Extension Phase II $521,744 

96040 iBuilding 717 Roof $93,412 

76944 170708 ISCLA Power Plant #1-Construction $2,464,138 

76944 80421 Ice Bears for Bldg 728 $35,718 

1176944 90081 IEngr Costs for Construction of Fabric Hangar $461,247 

l76944 190081 Fabric Hangar-Ramp Imprvmnts $461,247 

76944 90082 ~ew Roof for SCLA Adm Bldg (Bldg 728) $68,750 

76944 190095 !New Roof & HVAC (Bldg 733) $75,650 

76944 196037 [2000' R/W Ext-Instal] & Land Purchase I $363,118 

11Z6944 ~6043 ''Taxiway Charlie $10,908 
176944 96044 Taxiway Bravo Reconstruction* I $88,116 

176944 96045 Airport Master Plan* : $22,OOQ 

76944 96048 iFoam Suppression (756 & 676)* $402,890 

76944 96049 [rail End Enclosures (756 and 676) $3,075,624 

176944 196052 IlReroofmg Hangars 676 & 683 I $15,784 
iZ6944 96053 !Aircraft Tools (Hangars 676 & 683) -- I $58,185 

176944 96054 IHVAC (Hangar 756) I $523,000 

f76944 96055 Engine Run-Up Area - Installation* I $296,326 

76944 96056 SCLA Fire !-PEaratus ~ipment ____ __1_____ $290,27~, 
.176944 196057 New Hangar Site Preparation ----t------ $3~ 
176944 ~6058 !Fuel Farm Relocation* ._ ; $418,104 

176944 96059 !Wind Sock Installations I $3,225 
76944 96060 Airfield Lighting System* _ ___ I $240,793 

76944 96064 /Fire Sprinkler System* _. I ___$21?~ 
176944 196069 ~OOO' R/W Ext Glide & Treshold Relocation i $18,19~ 
r---~~----r---------------------------------------~------~~--
76944 196077 \Airport Security Upgrade Project* i $138,555 
76944 100000 lAir Traffic Control Tower - Voice Recorder ! $15,268 

176944 lo000o iInstall Fiber Cable on Ramp (BIdgs 728 &}23) _____ ! $12.026 

76947 lo000o _,~_6 Stirling Master DeveloEment Agreement : $672,331 
,76947 iooooo 107 Stirling Master Development Agreement _ '-1---_$2,150,745' 

; f I 

76~.~JOOOOO iAi...!E.~ 240-~.!~_!:-!n.~__~(;q. DCB Loan - Principal ~..1E!~est • $294,372 
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Attachment No.4 
Select Direct Bonded Expenditures for SCLA 

176947 Q0708 ~CLA PoweF Plant #1 Expansion $6,759,163 

176947 b07lO !Natural Gas Vehicles @ SCLA $254,763 

ry6947 170711 [remporary Power - Hangar 3 & 4 $38,809 

76947 170712 ~atural Gas Metering Station $25,000 

~6947 170713 lNatural Gas Backbone Infrastructure $57,377 

[76947 90027 iRe-Roof of Bldg 762 $20,650 

t?6947 90056 New Roof (Bldg 552) $55,33Jl 

76947 ~0059 tModifications to Hangar 676 $1,634,527 , 
76947 90060 tBldg 717 - A & P School $104,895 

r6947 90075 !Bldg 732 - A &. P School (Lab) $33,212 

[76947 90076 !Environmental & Safety Up~ades (Hgr 756) $450.81(] 

[76947 96063 Helicopter 02_ Area- Site Prep $5,90(] 

176947 196065 Hangars 1,2 & 676-Concrete Apron/Deluge $2,246,575 

76947 ~6066 Fire Suppression & Water Related Equipment $911.181 

76947 96068 ~utomatic Weather Observation System $23,125 

176947 196070 !Modification to Fire Sprinklers-Hgr 676 & 683 I $186.038 

176947 96071 !Perimeter Improvements $32,649 

'r76947 t SCLAlStirling DDA (Transfer to 30912-90067) $22,867.09CI --r----
76947 196074 Helo Pad Tie Down $21,300 

76947 196075 Tooling for A&P School $21,229 

76947 ~6078 Re-Roofing - Bldg 739 I $49,800 

76948 96067 rraxable Revenue Notes (Hangar Facility Proj) $9,550,752 

176948 96067 Wromissory Note - KND Affiliates - Hangars $26,499,339 

r6949 [Taxable Revenue Notes (Hangar Facility Proj) $20,000,000 

~6949 Repay loan to Stevens Capital (CBS)-Hangar Constr. ! $1,988,664 

~6949 196067 lPro.,:russo!): Note - KND Affiliates - Han~ars 
, 

$9,906,83ti 

76951 96067 lPromissory Note - KND Affiliates - Hangars 1 $13.571,705 

76951 70712 Natura] Gas Metering Station I $875 .- .. '_r_ 

76951 Stirling 08 Stirling Master Development Agreement-Infrastructure I $2,390,904 

r6954 96067 !Promissory Note - KND Affiliates - Hangars I 
$10,400.000, 

$152,448,806 

: 
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Attachment No.5 

Attachment No.5 
Detail of Expenditures-SCLAA Bond Procees 

Payoff Prior Notes (1997 Taxable Lease Revenue Notes 

96051 Hangar 676: Black Top Repair 

9603 I Phantom Street 

96043 Taxiway Charli Extension South 

90039 B Iackha wk Bldg 761-771 

96024 Runway 17-35 Pavement Overlay 

96039' Building 717 ADA Compliance 

96035 Runway 17-35 Extension 

96037 Runway 17-35 Extension Phase 11 

96040 Building 717 Roof 

76944 70708 Power Plant 1 Debt Service 
76944 70708 SCLA Power Plant #1-Construction 
76944 I 80421 I Ice Bears for Bldg 728 
76944 90081 'Engr Costs for Construction of Fabric Hangar 
76944 90081 Fabric Hangar-Ramp Imprvrnnts 
76944 90082 New Roof for SCLA Adm Bldg (Bldg 728) 
76944 90095 New Roof & HVAC (Bldg 733) 
76944 1 90601 Rail Right of Way Acquisition 
76944 96037 2000' RfW Ext-Install & Land Purchase 
76944, 96043 Taxiway Charlie 
76944 96044 Taxiway Bravo Reconstruction* 
76944 96045 Airport Master Plan* 
76944 96048 Foam Suppression (756 & 676)* 

I 76944 1 96049 . Tail End Enclosures (756 and 676) 
76944 96050 SCLA Rail Alignnment Land Survey 
76944, 96052 ,Reroofing Hangars 676 & 683 
76944 96053 Aircraft Tools (Hangars 676 & 683) 
76944 96054 HV AC (Hangar 756) 
76944 I 96055 Engine Run-Up Area - Installation* 
76944 96056 SCLA Fire Apparatus Equipment 
76944 96057 New Hangar Site Preparation 
76944 96058 Fuel Farm Relocation* 
76944 , 96059 Wind Sock Installations 
76944 96060 Airfield Lighting System* 
76944 96062 VV Power Plant 2 & Land Purchases 
76944 96064 Fire Sprinkler System* 
76944 96069 2000' RfW Ext Glide & Treshold Relocation 
76944 96077 Airport Security Upgrade Project* 
76944 00000 John F. Porter-Commission 
76944 00000 Air Traffic Control Tower - Voice Recorder 
76944 00000 ,Install Fiber Cable on Ramp (BIdgs 728 & 723) 
76947 00000 06 Stirling MD~ (Transfer to 30912- 90058) 
76947 00000 07 Stirling MDA (Transfer to 30912- 90058) 

I 

J' 

7,000,000 

314,407 

171,239 

389,917 

54,138 

80,000 

436,396 

521,744 

93,412 

212,750 
2,464,138 

35,718 

461,247 I 

461,247 
68,750 
75,650 

7,372,974 
363,118 

10,908 
88,116 
22,000 

402,890 
3,075,624 

246,388 
15,784 
58,185 

523,000 
296,326 
290,279 
390,149 
418,104 

3,225 I 
240,793 

26,115,446 
212,298 

18,199 
138,555 ' 
105,000 

15,268 
12,026 

672,331 
2,150,746 ' 

1 




Attachment No.5 

76947 00000 Land Purchase (near City Hall) 1,898,565 

76947 00000 Airport DCB Loan - Principal & Interest 294,379 

76947 65047 Land purchased at I15 and Nisqualli 3,306,098 
, 76947 70708 SCLA Power Plant #1 Expansion 6,759,163 

76947 70710 Natural Gas Vehicles @ SCLA 254,763 

76947 70711 Temporary Power - Hangar 3 & 4 38,809 
76947 70712 Natural Gas Metering Station 25,000 

I 76947 70713 Natural Gas Backbone Infrastructure 57,377 
76947 90027 Re-Roof of Bldg 762 20,650 
76947 90056 New Roof (Bldg 552) 55,330 
76947 90059 Modifications to Hangar 676 1,634,527 
76947, 90060 Bidg 717 - A & P School 104,89? 
76947 90075 Bldg 732 - A & P School (Lab) 33,212 
76947 ' 90076 Environmental & Safety Upgrades (Hgr 756) 450,810 

, 769471 90501 Airport Business Development 1,712,411 
76947 90601 Rail Right of Way Acq (Transfer to 30914) 3,049,683 

, 

76947 96063 Helicopter Op Area - Site Prep 5,900 
76947 96065 Hangars 1,2 & 676-Concrete Apron/Deluge 2,246,575 
76947 96066 Fire Suppression & Water Related Equipment 911 ,181 
76947 96068 ,Automatic Weather Observation System 23,125 
76947 96070 Modification to Fire Sprinklers-Hgr 676 & 683 186,038 
76947 96071 Perimeter Improvements 32,649 
76947 SCLAlStirling DDA (Transfer to 30912-90067) 22,867,090 
76947 96074 Helo Pad Tie Down 21,300 
76947 96075 Tooling for A&P School 21,229 

-
76947 96078 Re-Roofing - Bldg 739 49,800 
76948 ' 96067 Taxable Revenue Notes (Hangar Facility Proj) 9,550,752 

76948 70708 SCLA Power Plant Debt Service 212,750 

76948 96067 I Promissory Note - KND Affiliates - Hangars 26,499,339 

76949 Taxable Revenue Notes (Hangar Facility Proj) 1 20,000,000 ' 

76949 Repay loan to Stevens Capital (CBS) 1,988,664 

76949 96067 'Promissory Note - KND Affiliates - Hangars 9,906,836 

76949 65128 Paving for PM 10 Credits 515,125 

76951 96067 Promissory Note - KND Affiliates - Hangars 13,571,705 . 

76951 70712 Natural Gas Metering Station 875 

76951 70714 Bio-Fuel Power Generation 11,704,203 

76951 Stirling '08 Stirling MDA (Transfer to 30912) 2,390,904 

76951 City 'Rail - City - Legal (Transfer to 30914) 2,765,354 

76951 Stirling Rail - Stirling - General (Transfer to 30914) 4,942,368 

76951 90602 Lead Track-City Portion (transfer to 30914) 11,219,671 

76951 90602 Rail - Stirling - Lead Track (Transfer to 30914 696,860 

76951 90603 Rail - Stirling - So Industrial (Transfer to 30914) 16,265 

76951 90604 Rail - Stirling - Intennodal (Transfer to 30914) 1,706,529 

76951 , 90605 Rail - Stirling - Multimodal Track (Transfer to 30914) I 75,990 

76951 90606 Rail - Stirling - BNSF Sidings Track (Transfer to 30914) I 22,450 
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Attachment No.5 

I 
 1 

Rail- Stirling - Mojave River WYE (Transfer to 30914)76951 
 90607 
 270,416 
Rail - Stirling - Intermodal Yard (Transfer to 30914)76951 
 90608 
 219,000 
Nat'l Trails Overhead (transfer to 30914)76951 
 96072 
 5,917,343 

76953 1 96062 I VV Power Plant 2 - Turbines 
 37,446,632 I 


76954 196062 
 VV Power Plant 2 - Turbines 12,573,438 

76954 
 96067 'Promissory Note - KND Affiliates - Hangars 10,400,000 

76954 
 Inland Port 96080 
 175,920 

76954 
 Waste to Energy Plant 96081 
 72,750 

287,021,184 
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Attachment No.6 

ilnar~ of ~ttpenri.6llr!l BRAD MITZELFELT 
SUPERVISOR, FIRST DISTRICTa!11ltltty of ~an itnutrbiul1 

November 24, 2008 

Keith Metzler 

Executive Director 

Victor Valley Economic Development Authority 

14343 Civic Drive 

Victorville, CA 92392 


Re: Request for Special Meeting of WEDA on Tuesday, December 2,2008 at 
2:00 p.m; 

Dear Mr. Metzler: 

I do hereby request that a special meeting of the Victor Valley Economic 

Development Authority be scheduled for Tuesday, December 2. 2008, at 2:00 p.m., 

for the purpose of discussing certain changes in the govemance structure of the 

Southern California Logistics Airport Authority ("Authority") contained In the most 

recent third amendment to the Authority Joint Powers Agreement. 


Please list the fotlowing two agenda items: 

1. Consider and direct staff as to any changes in the governance structure of the 

Southern California Logistics Airport Authority. 


2. Consider and approve a change in general counsel. 

It is important that this meeting be scheduled prior to the 5:00 p.m. meeting that day 

of the Authority, so that the comments of the WEDA Commission regarding these 

changes can be conveyed to the Authority prior to its meeting. 


Sincerely, 

~~i~c/vv~~
San Bernardino County 

San Bemardino County Government Center· 385 North ArrowtJaad Aveooe, Fifth Floor· San Bernardino. CA 92415-0110 • (909) 387-4830 

District OffICe • 9329 Mariposa Road. Suite 205 • Hesperia. CA 92344 • (760) 955·5400 • (800) 472-8597 


Barstow Office • 301 East Mt. View • Barstow. CA 92312 • (760) 256-4748 

Twentynine Palms Office • 6136 Adobe Road • Twentynine Palms. CA 92277 • (760) 361·8577 




RECEIVED JAN 057011 


January 3. 2011 

Mr. Keith Metzler 
Executive Director 
Victor Valley Economic Development Authority 
14343 Civic Drive 
Victorville. CA 92392 

RE: Request for Intonnation - VIctor VaJJey Economic Development Authority (WEOA) 

Dear Mr. Metzfer, 

As 8 member d WEDA. the City of Hesperia hereby requests the following information related 
to any and all debt obligatiOns of WEDA, including thole obligations for which WEDA has 
pledged lts tax r.cremert (i.e. Southern California logistics Airport [SC~) debt): 

For each debt obligation, pfease provide the following: 

1) The rameltype of the debt obligation; 

2) The purpose of the obfigation; 

3) Original principal amount; 

4) Princ:ipal amount outstanding (estimated through the life of the obligation); 

5) Interest rate(s) of the obligation; 

6) Maturity date; 

7) Funding source; 

8) Debt service payment infonnation (budget and actual for tne years speoified); 

9) The debt servloe schedule for the obligabon. by year, for all years of the obligation; 

10) 	 The fiScal agent r8serw requirement. including a notation as to whether or not the 
reaerve requirement is currently intact: 

11) 	 Comments as to whether all required debt 68Mce payment& to date have been made 
as well as de1ailed information related to any amount due that was not paid; 

12) 	 Any other ~t infonn81lon related to the obligation. including any defaults of 
bond covenants etc., regarcle88 of circumstances. 

For your convenience, a template outlining the fonnat for the requested infonnation has been 
aHached and an eJectronic version of the template can be e-mailed upon request to Lorraine 
Mazzuca at Imszzuca@cltyofhesperia.ut . 
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In addition to the above debt repayment information, for ead1 debt obligation, please also 
provide a detailed accounting of how the prooeedl of the debt iSlue were used (i.e. 
project8lpurposes). Pleaee also Include Information detUing the original amount of the 
available proceeds, as well 88 the amount of any unspent proceeds that remain at 
June 30. 2010. 

Thank you for your prompt attention to this request. 

Sincerely, 

Mike Podegrac:z 
CIty Manager 

C: 	 Brad Mitzelfelt, County of San Bernardino 111 District Supervisor 
ClIy ofAdelanto City Councft 
City of Adelanto City Manager 
City of Hesperia City Counal 
City of VIctorville City Council 
City of VlC:torville City Manager 
Gregory Devereaux, County of San Bemardlno County Administrative Officer 
Town of Apple Valley Town Council 
Town of Apple Veney Town Manager 



ATIACHMENT 


1) NamelType of Debt Obligation 

2) PurposelH/story: 

3) OrIginal Principal Amount: $ 

4) PrindpaJ Outstanding Balance as d: 


July 1, 2010: $ 


EstimatedJuly 1, 2011: $ 


Estinated Ju~ 1,2012: $ 


Estimated July 1,201;3: $ 


Estimated July 1, 2014: $ 


Estimated July 1.2015: S 


Estimated July " 2016: $ 


Esttmated July 1, 2017 S 


Estimated July 1, 2018: $ 


Etc. 


5) Interest Rate(s): 

6) Maturity Date: 

7) Funding Source: 

FY 2008-09 FY 2008-09 FY 2009-10 FY 2009-10 FY 2010-11 
8) PmnentAmouoIS ~ ~ ~ Agyj! ~ 

Principal Amount 

Intemst Amount 

Admin/Other Costs 

Total 

9) Debt Service Schecille by Year for aU years of the obligation: 

FjsCaI Year !!lIIm§J principal PrinciPal Outstanding 

10) Fiscal Agent Reserve Requir8ment 

11, Convnents regarding debt service payments 

12) Other Pertinent Information 
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Al~TsoooCITY OF PAX 760.245.7243 
vvilleOci.victorville.ca.us 

bap:l/ci.viClorville.ca.usVICTORVILLE 
14343 Civic Drive 

P.O. BOl 500) 
VictorvlJle, Califomie 92393-5001 

January n, 2011 

Keith C. Maer, Executive Dire:c:tor 

Viclor VaDey Economic Development Authority 

18374 Phantom St. 

ViClOrville, CA 92394 


RE: VVEDA Acel."na efE.......tare. AIDoD& M_ber J.......... 


Dear Mr. Metzler: 

In light of the request by die City of Hesperia for informaliOD relating 10 indebIedness of VVEDA, I do 
undersland thai VVEDA largely passes through the ~ipt of ill tax increDICIIt 10 member jurisdictions 
mdevelopment ageucies. I also understand each of the member jurisdictions as being responsible fur 
properly administering tbeir tax inc:remeDl expenditures. As the largest member emity comprising 
VVEDA, I am concerned tbat VVEDA bas not received and reported detailed expenditure information as 
10 how member jurisdiction tax increment has been spent. 

Since VVEDA is lhe singular entity recognizing by the State of California. 10 accountability of its tax 
increment expenditures, I l1li requesting that you obtain decailcd expenditure repor1S for cbe last five (5) 
years for each member jurisdiction expenditure of VVEDA Tax Incremem IDd ahal you ID&£ this a part 
of your effOl1IO supplemeol the City of Hesperia's request. 

Should you Mve any questions, I can be ~ at (760) 9S5-S029. 

Sincc:rdy, 

~Co:·~U~~~r 
JLCIcg 

cc: 	 Victorville City CooDCi I Member 

VVEDA Board Members 

Marc Puckett, VVEDA Treasurer 


http:viClorville.ca.us
http:vvilleOci.victorville.ca.us


ioam of&UPtOOOfB BRAD MlTZELFELT 
VICE-CHAIRMANalnunty Df &an Itmarbttto SUPERVISOR. FIRST DISTRICT 

March 16, 2011 

Mr. Keith Metzler 
Executive Director 
Victor Valley Economic Development Authority 
14343 Civic Drive 
Victorville, CA 92392 

Dear Mr. Metzler: 

RE: 	 Request for Information - VICtor Valley Economic Development Authority 
(WEDA) and Southern California Logistics Airport Authority (SCLAA) 

As San Bernardino County's representative to WEDA, I hereby request the following 
Information related to the finances and activities of WEDA and SClAA. The requests 
with respect to WeOA are for the Joint Powers Authority itself and not for the individual 
member jurisdictions that might have issued their own debt using tax increment 
generated by the WEDA project area. 

1. 	 As it pertains to the issuance of bonds for both WEOA and SCLAA. please 
provide the following: 

a. 	 Docu.ments showing the approval date, obigation amount, purpose and 
location of the use of all bond proceeds, identified by bond issue (Le.• 
SCLAA Tax Allocation Parity Bonds, Series 2005A). 

b. 	 The aggregate principal amount. outstanding principal amount and debt 
service schedules by bond issue. 

c. 	 Cash flows for Fiscal Year 2010-11 and projected cash flows for the next 
two fiscal years that identify the financial resources, funding of ongoing 
operations, and debt service coverage. 

2. 	 Please also pro~ide the following: 

a. 	 Mayer Hoffman McCann audit report for the City of VICtorville and SCLAA 
for fiscal year ended June 30. 2010. 

San BernardIno County GovtmITaC CenI8r • 385 Nor1tl AmIwIlead Avenue, FIIIh Roar· San Bem;rdIno. CA 92415-0110· (909) 387-4830 
.. Desert Gowmnenl eer.ar • 15900 Smoke Tree StreIt, SUIte 200 • Hespeda. CA 9234S • (760) ~100 • (800) 472~97 
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b. 	Documents pertaining to the approval of "interfund" loans from SClAA or 
WEDA to any of the following entities: 

i. 	 VictorviUe Water District 
ii. 	 Victor Valley Wastewater Reclamation Authority 
ii. 	Vidor Valley Waste Water Treatment FacDIty 
iv. 	 SCLA Industrial Wastewater Treatment Facility 
v. 	 Victorville Redevelopment Agency 
vi. 	 City of Victorville 
vii. Southern California RaU Authority 

3. 	The WEDA's 2009-10 Fiscal Year Statement of Activities states that, "[i]n 
accordance with the terms of the Third Amended Joint Exercise of Powers 
Agreement, WEDA daegated its decision-maktng authority with respect to 
SCLA to the Southern California Logistics Airport Authority, which enabled the 
Authority to enter into a number of lease, sales. and disposition transactions on 
behalf r:A WEOA pertaining to SCLA- (page 5). Please provide ·the foIowing: 

a. 	 Master Oevelopment Agreement with Stirting Airports I ntemational , 
including subsequent amendments and Operating Memoranda 

b. 	 SCLA SpecifiC Plan 
c. 	 SeLA 'tnfrastructure Pian/capital Improvement Program 
d. 	Ai~ Layout Plan 
e. 	Airport Management Plan 
f. 	 Master Railway Development Agreement with SMng Airports 

International. including subsequent amendments and Operating 
Memoranda 

g. 	 Public Benefit Transfer and Economic Development Conveyance 
documents 

Thank you for your prompt attention to this request Reques1s for information relative to 
this request should be directed to Oavid' Zook in my offICe at (909) 387-4830. 

Sincerely, 

~~ 
Chairman. VVEIDA 

San Bernardino County Supervisor 




CITY OF 760-955-5000 
FAX 760-245-7243VICTORVILLE ~-Il!ail: vviUe@ci.Yiclorvill~.ca.us 

14343 Civic Drive 
P.O. Box 500] 

Vic[orville. CA 92393-5001 

April 14,2011 

Brad Mitzelfelt, Chairman 
VVEDA 
38S :North Arrowhead Ave., Sib Floor 
San Bernardino, CA 9241 S-O121 

RE: VVEDA Tax lDc:rement 

Dear Mr_ Chainnan. 

Since January oHbis year, Member Jurisdictions of the Victor Valley Economic Development Authority 
(VVEDA).particu)arly the City of Hcspaia, the County of San Bernardino and the City of VictorviHe 
have expressed interest in bow tax incremc:ot bas been spent by member jurisdictions within their 
respective redevelopment project 8[Qa, including the Southern California Logistics Airport. Since that 
time, Victorville bas produced volumes of documents detailing the expenditure of tax increment funds 
received by it through the Victorville Redevelopment Agency or tne Southern California Logistics 
Airport Authority (SCLAA). Despite pubJic opinion written to the contrary, you should find that 
VictocviUe's expenditures are consistent with the 4111 Ameoded and Restated Joint Powers of Authority 
Agreement (JP A) when giving particular atteution to Sections 8. 34. 38 and 45. I hope your review will 
also give attention to California Community Redevelopment Law (including Section 33492.40) along 
with the 61JJ Amendment to the Redevelopment plan since these provide fairly meaningful flexibilities to 
our Redevelopment Authority that is very different from that oftraditiooal Redevelopment Agencies. 

Despite having fulfilled the vert detailed request from Hesperia and the County. I do tmlainconcerned 
that Chose entities along with Apple Valley and Adelanto haven't yet satisfied Victorville's concern as to 
those jurisdiotions having properly spent their respective tax increment funds cODSi~t with both 
Redevelopment Law and the gov~ 1PA More specifically, the following arc my observations with 
respect to the individual entities: . 

&?pIc Vallc:v: 
Due 10 the lack of response, VVEDA should be concerned that there isn't sufficient detail to support 
whether or not the tax increment it received {or its bond proceeds realized Ibrough its leveraging of tax 
i.ocremeut} was or is being spent on improvements that arc ofbenefit and/or primary benefit to the Project 
Area (See e.g., H&SC 33445 & 33618). This concern should also extend to Apple Valley's expenditure 
of the 20% set-aside to be used for purposes of increasing, improving, and preserving the supply of low
and moderate-income housing (RieSe 33334.2). 

Hesperia: 
The 06/07 and 07/08 non-housing expenditures towards the Hesperia branch library appear to be in 
conflict with the JP A since its branch library is not located within its portion of the VVEDA project area 
nor dQes it appear to be close in proximity Co suggest findings of benefit or findings of primary benefit 
could be made to justifY the expenditure (H&SC 33445). Also, 1~ve estimated that between the 05/06 

http:33492.40
mailto:vviUe@ci.Yiclorvill~.ca.us
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and 0911 0 fiscal years, non-housing revenue generated amounted to $1 ,31 7,541 and housing revenue 

amounted to $1,433,957. Comparing these atDOllIllS to the amounts shown as expenditure, there remain 

two areas ofconcern&. The first is not being able to determine if the remaining non-housing revenue bad 

been &pent disproportionately on salaries/overhead or altogether not being spent for redevelopment 

purposes of benefit to the project &rea. The second is with respect to whether or not an excess surplus 

issue exists n:1ating to having not spent its 2()OA, set-aside fund. 


County of San BernardinQ: 

Over the fiscal years of 05/06 through 09/10, I have estimated that the County's non-housing rond bas 

generated $2,641,695 and housing fund bas generated $2,253.002. The concerns shared above in the 

Hesperia scenario are equally applicable here. excepting of course the fiLet that their library is not 

applicable. 


Adelanto: 

I estimated that Adelanto has generated over the subject period, $408,968 in non-housing revenue and 

$806,524 in housing:revenue. The cooccms shared above in the Hesperia scenario are equally applicable 

bere excepting ofcourse the fact that their library is not applicable. 


Finally, the responsibility to j~tify ex.penditurrs as conforming with Redevelopment Law and the 

governing JPA is serious. If we can't get the requested cooperation as to the items above, I must 

encourage you to consider an indq>endCDt audit of the Member Jurisdictions' financial reports detailing 

the receipt & expenditure of VVEDA Tax Increment and determine if expenditures are legally and 

contractually permissible. 


~~~ 
Mayor 

cc: VVEDA Board 
VVFDATAC 
Marc Puckett, VVEDA Treasuter 

Kaye Reynolds, VVEDA Controller 

Keith Metzler, VVEDA Executive Director 

Andre de Bortnowsky, VVEDA LegaI Counsel 

Victorville City Council 

Hesperia City Council 

Adelanto City Council 

San Bernardino County Board of Supervisors 

Apple Valley Town Council 

James L. Cox, City Manager 

Kathy Rosenow, Redevelopment Consultant 






r 
'. , 

September 25, 2012 

San Bernardino County Grand Jury 
351 North Arrowhead Avenue, Room 200 Courthouse 
San Bernardino, CA 92415-0243 

RE: 2011-2012 Grand Jury Final Report 

Members of the Grand Jury: 

The Victor Valley Economic Development Authority ("VVEDA") is providing this response to the above referenced 
Grand Jury Final Report. Specifically, Page 5-12 of said Report includes the following: 

"The VVEDA Commission should: 

5.7 Consider a review of the delegated authority provided to the City of Victorville for 
governance and administration of the SCLAA to ensure representation of each individual 
jurisdiction's interests in the governance and administration ofthe redevelopment activities. " 

On September 19, the VVEDA Commission, by unanimous vote, formally indicated that it is in agreement with the 
Recommendation and VVEDA intends to conduct a review as recommended in the Grand Jury Report. 

If you have any questions regarding the foregoing, please contact the undersigned. 

Brad Mitze I of the Board 
Victor Valley Economic Development Authority 

VVCAIOOOI- IO'J_TRI;!3 

Viclor Valley EDA 18374 Phantom Street Victorville, CA 92394 
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