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Richardson & Company 550 Howe Avenue, Stite 210

Sacramento, California 95825

Telephone: (916) 564-8727
FAX: (916) 564-8728

INDEPENDENT AUDITORS REPORT

Board of Directors
Chico Public Financing Authority
Chico, Cdlifornia

We have audited the accompanying financial statements of the governmental activities and each major
fund of the Chico Public Financing Authority (the Authority), a component unit of the City of Chico,
Cdlifornia, as of and for the year ended June 30, 2008, which collectively comprise the Authority’s basic
financial statements as listed in the table of contents. These financial statements are the responsibility of
the Authority’ s management. Our responsibility isto express opinions on these financia statements based
on our audit.

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

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of the Authority as of
June 30, 2008, and the respective changes in financial position thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

The Authority has not presented Management’s Discussion and Anaysis that accounting principles
generally accepted in the United States of America has determined is necessary to supplement, although

not required to be, part of the basic financia statements.
K L(/{n&olaﬁ\— 12 C"Thﬂva'

October 31, 2008



CHICO PUBLIC FINANCING AUTHORITY

(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
STATEMENT OF NET ASSETS - GOVERNMENTAL ACTIVITIES

JUNE 30, 2008

Assets

Current assets:
Restricted cash and investments
Accrued interest receivable from Chico Redevelopment Agency
Loans receivable from Chico Redevelopment Agency

Total current assets

Noncurrent assets:
Unamortized costs of issuance
Loans receivable from Chico Redevelopment Agency

Total noncurrent assets
Total assets

Liabilities

Current liabilities:
Bond interest payable
Bonds payable

Total current liabilities
Noncurrent liabilities:
Bonds payable

Total liabilities

Net assets restricted for debt service

See accompanying notes to financial statements.
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1,730,859
315,143
1,025,000

3,071,002

528,512
24,715,000

25,243,512

28,314,514

315,143
1,025,000

1,340,143

24,715,000

26,055,143

2,259,371




CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
STATEMENT OF ACTIVITIES - GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2008

Program Expenses

Interest on long-term debt $ 2,099,637
Transfers to Chico Redevelopment Agency 2,757,291
Total program expenses 4,856,928

General Revenues

Investment earnings 93,399
Interest - loans to Chico Redevelopment Agency 1,428,022

Total general revenues 1,521,421
Change in net assets (3,335,507)
Net assets (deficit), beginning of year, as restated 5,594,878
Net assets (deficit), end of year $ 2,259,371

See accompanying notes to financial statements.
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CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2008

Debt Service Funds

1996 Tax 2001 Tax 2001 Low and
Allocation Allocation Moderate Income
Revenue Revenue Housing Bond
Bonds Bonds Bonds Reserves Total
Assets
Restricted cash and investments $ 45,918 $ - $ 1,684,941 1,730,859
Total Assets 45,918 - 1,684,941 1,730,859
Liabilities and Fund Balances
Total Liabilities - - - -
Fund balances:
Reserved for:
Debt service 45,918 - 1,684,941 1,730,859
Total fund balances 45,918 - 1,684,941 1,730,859
Total liabilities and fund balances  $ 45,918 $ - $ 1,684,941 1,730,859

See accompanying notes to financial statements.

4



CHICO PUBLIC FINANCING AUTHORITY
( A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
JUNE 30, 2008

Total fund balances - total governmental funds (page 4)

Amounts reported for governmental activities in the statement of net assets are
different because:

Receivables not available to pay current period expenditures are not
reported in the governmental funds.
Interest - Chico Redevelopment Agency $ 315,143

Loans - Chico Redevelopment Agency 25,740,000

Some liabilities are not due and payable in the current period and therefore are not

reported in the funds.
Long-term obligations (25,740,000)
Accrued interest payable (315,143)
Deferred charges on bond issuance costs 528,512

$

1,730,859

26,055,143

(25,526,631)

Net assets of governmental activities (page 2)

See accompanying notes to financial statements.
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CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2008

Debt Service Funds

1996 Tax 2001 Tax 2001 Low and
Allocation Allocation Moderate Income
Revenue Revenue Housing Bond
Bonds Bonds Bonds Reserves Total
Revenues:
Investment earnings $ 1,707  $ 3,439 $ -3 88,253 $ 93,399
Total revenues 1,707 3,439 - 88,253 93,399
Expenditures:
Debt service:
Principal retirement - 827,940 167,060 - 995,000
Interest and fiscal charges 1,072 1,084,354 218,800 1,304,226
Debt - refunding 59,873 - - - 59,873
Total expenditures 60,945 1,912,294 385,860 - 2,359,099
Excess (deficiency) of revenues over
(under) expenditures (59,238) (1,908,855) (385,860) 88,253 (2,265,700)
Other financing sources (uses):
Transfers from Chico Redevelopment Agency 22,870,947 1,817,117 385,860 - 25,073,924
Transfers to Chico Redevelopment Agency (79,138) (79,138)
Payment to refunded escrow agent (22,869,874) - - - (22,869,874)
Payment to refunded bond reserve fund - - - (2,678,153) (2,678,153)
Transfers in 59,903 94,486 - 154,389
Transfers out - - - (154,389) (154,389)
Total other financing sources (uses) (18,162) 1,911,603 385,860 (2,832,542) (553,241)
Net change in fund balances (77,400) 2,748 - (2,744,289) (2,818,941)
Fund balances, beginning of year, as restated 77,400 43,170 - 4,429,230 4,549,800
Fund balances, end of year $ - $ 45,918 $ - $ 1,684,941 $ 1,730,859

See accompanying notes to financial statements.
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CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO
THE STATEMENT OF ACTIVITIES

Net change in fund balances - total governmental funds (page 6) $ (2,818,941)

The repayment of the loans receivable are recorded as other financing sources in the
governmental funds. Since the receivables are only reported on the government-wide
statement of net assets the amounts repaid represent the change in receivables.
Interest - Chico Redevelopment Agency $ (310,902)
Loans - Chico Redevelopment Agency (23,335,000) (23,645,902)

The issuance of long-term debt (e.g., bonds, leases) provides current financial
resources to governmental funds, while the repayment of the principal of long-term
debt consumes the current financial resources of governmental funds. Neither
transaction, however, has any affect on net assets. Also, governmental funds
report the effect of issuance costs, premiums, discounts and similar items when
debt is first issued, whereas these amounts are deferred and amortized in the
statement of activities.
Principal retirement 23,335,000

Certain expenses reported in the statement of activities do not require the use
of current financial resources and, therefore, are not reported as expenditures
in governmental funds.

Change in interest payable 310,902
Amortization of bond issuance costs (516,566) (205,664)
Change in net assets of governmental activities (page 3) $ (3,335,507)

See accompanying notes to financial statements.
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CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
Notes to Financial Statements
Year Ended June 30, 2008

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. THE FINANCIAL REPORTING ENTITY

In order to facilitate the financing of public improvements, as well as other facilities and improvements
which can be funded through the issuance of tax exempt bonds, the City Council and the governing board
of the Chico Redevelopment Agency (Agency) established a joint powers agency, known as the Chico
Public Financing Authority (Authority), pursuant to the provisions of the joint powers laws of the State of
California, as set forth in Article 1, Chapter 5, Division 7, Title 1, of the California Government Code
(commencing with Government Code Section 6500). The Authority is authorized, among other things, to
issue bonds pursuant to the provisions of the Marks-Roos Local Bond Pooling Act of 1985, as set forth in
Article 4, Chapter 5, Division 7, Title 1, of the California Government Code (commencing with
Government Code Section 6584) for the purpose of financing facilities and improvements.

The City and Agency exercises significant management and financial control over the Authority. As
such, the Authority is considered a component unit of the City and of the Agency, and its financial
activities are blended into the financial statements of the City and the Agency as a debt service fund.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The government-wide financial statements (i.e. the statement of net assets and the statement of activities)
report information on all of the activities of the Authority.

The statement of activities demonstrates the degree to which the direct expenses are offset by program
revenues. Direct expenses are those that are clearly identifiable with a specific function or segment.
Program revenues include: (1) charges to customers who purchase, use, or directly benefit from goods,
services, or privileges provided by a given function or segment and (2) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function or segment.
Investment earnings and other items which are excluded from program revenues are reported instead as
general revenues.

Separate financial statements are provided for the Authority’s major governmental funds and are reported
as separate columns in the fund financial statements.

C. BASIS OF PRESENTATION, BASIS OF ACCOUNTING, AND MEASUREMENT FOCUS

The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when
a liability is incurred, regardless of the timing of the related cash flows.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when collectible within the current
period or soon enough thereafter to pay liabilities of the current period. For this purpose, the Authority
considers revenues to be available if they are collected within 60 days of the end of the current fiscal
period. Expenditures generally are recorded when a liability is incurred, as under accrual accounting.
However, principal and interest expenditures are recorded as fund liabilities when due or when amounts
have been accumulated in the debt service funds for the payments to be made early in the following year.



CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
Notes to Financial Statements
Year Ended June 30, 2008

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. BASIS OF PRESENTATION, BASIS OF ACCOUNTING, AND MEASUREMENT FOCUS
(Continued)

Investment earnings are considered to be susceptible to accrual and have been recognized as revenue of
the current period. Other revenues are considered to be measurable and available only when cash is
received by the Authority.

The Authority reports the following major governmental funds:

Debt Service Funds:

e 1996 Tax Allocation Revenue Bonds (1996 TARBS) — Accounts for the accumulation of
resources for the payment of debt service on the related bonds.

e 2001 Tax Allocation Revenue Bonds (2001 TARBS) — Accounts for the accumulation of
resources for the payment of debt service on the related bonds.

e 2001 Low and Moderate Income Housing Bonds — Accounts for the accumulation of resources
for the payment of debt service on the related bonds.

e Bond Reserves — Accounts for the reserves as required by the Indentures of Trust for the 1996
and 2001 Tax Allocation Revenue Bonds.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements.

When both restricted and unrestricted resources are available for use, it is the Authority’s policy to use
restricted resources first, then unrestricted resources as they are needed.

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those estimates.

D. ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY

Restricted Assets

Restricted assets represent cash and investments held by fiscal agents that are restricted for debt service.
Costs of Issuance

The costs of issuance of long-term debt issued by the Authority are deferred and amortized over the life of
the related debt.

Loans Receivable

Debt service on the Authority’s bonds is funded by the Agency’s loan repayments. The loan agreements
call for loan repayments in amounts that correspond to the Authority’s debt service requirements. The
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CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
Notes to Financial Statements
Year Ended June 30, 2008
I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
D. ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY (Continued)

loans receivable are equal to the outstanding bonds. The Authority considers all loans receivable and
related interest receivable to be collectible.

Long-Term Debt

In the government-wide financial statements long-term debt is reported as a liability. Bond premiums and
discounts, as well as issuance costs, are deferred and amortized over the life of the bonds using the
straight line method. Bonds payable are reported net of the applicable bond premium or discount. Bond
issuance costs are reported as deferred charges and amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing sources while
discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not withheld
from the actual debt proceeds received, are reported as debt service expenditures.

Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for amounts that
are not available for appropriation or are legally restricted by outside parties for use for a specific
purpose.

Net Assets

Restricted net assets — This category presents external restrictions imposed by creditors, grantors,
contributors or laws and regulations of other governments and restrictions imposed by law through
constitutional provisions or enabling legislation

Budgetary Data

The operating budget of the Authority is adopted by the Board of Directors (Chico City Council) on or
before the first meeting in July each year on a basis consistent with U.S. generally accepted accounting
principles. The appropriated budget is prepared by fund, function, and activity. The City Manager is
authorized to transfer budget amounts between departments within any fund; however, any revision that
exceeds the appropriated expenditures of any fund requires approval by the City Council. The legal level
of budgetary control is the fund level.

Original appropriations are adjusted by supplemental appropriations and budget modifications approved
during the year, creating the modified adopted budget.
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CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
Notes to Financial Statements
Year Ended June 30, 2008

Il. DETAILED NOTES
A. RESTRICTED CASH AND INVESTMENTS

The cash and investment balance represents the Authority’s investments held by fiscal agents. The
Authority has no cash and investments that are part of the City’s cash and investment pool. The balance
is stated at fair value.

Cash and investments as of June 30, 2008 are classified in the accompanying financial statements as
follows:

Restricted cash and investments with fiscal agents:

Money market mutual funds $ 45,918
Guaranteed investment contract 1,684,941
Total restricted cash and investments $ 1,730,859

Authorized Investments

Investments of debt proceeds held by the bond trustee are governed by provisions of the debt agreements,
rather than the general provisions of the California Government Code, although the investments must be
legally permitted under the laws of the State of California.

Maximum Maximum
Maximum Percentage Investment in Minimum
Authorized Investment Type Maturity of Portfolio One Issuer Rating
U.S. Treasury Securities None None None None
U.S. Agency Obligations None None None None
U.S. Agency Securities None None None None
Money Market Mutual Funds None None None AAA
Collateralized Bank Deposits 1 year None None None
Commercial Paper None None None Prime-1
State of California and California Local One of two
Agency Bonds 5 years None None highest rating
categories by
Moody’s and
S&P
Banker’s Acceptances 1 year None None Prime-1
Other investments permitted in writing by As None None None

MBIA applicable

Concentration of Credit Risk

The investment requirements of the Authority contain no limitations on the amount that can be invested in
any one issuer beyond that stated above. Investments in any one issuer (other than U.S. Treasury Notes,
mutual funds and external investment pools) that represent 5% or more of the total investments of the
Authority include $1,684,941 in restricted cash and investments reported in the Bond Reserves Fund,
which are held in a guaranteed investment contract issued by FSA Capital Management Services.
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CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
Notes to Financial Statements
Year Ended June 30, 2008

Il. DETAILED NOTES (Continued)
A. RESTRICTED CASH AND INVESTMENTS (Continued)

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, a government will not be able to recover its deposits or will not be able to recover collateral
securities that are in the possession of an outside party. The custodial credit risk for investments is the
risk that, in the event of the failure of the counterparty to a transaction, a government will not be able to
recover the value of its investment or collateral securities that are in the possession of another party. The
custodian of the investments is not the counterparty for the investments held for the Authority and hence
these investments are not exposed to custodial credit risk.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity its fair value is
to changes in market interest rates. The money market funds mature in less than 30 days, while the
guaranteed investment contract matures in more than 5 years.

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder
of the investment. This is measured by the assignment of a rating by a nationally recognized statistical
rating organization. The money market funds and guaranteed investment contract are both rated AA/Aaa.
B. LONG-TERM DEBT

2001 Tax Allocation Revenue Bonds

In July 2001, the Authority issued $32,060,000 of 2001 Tax Allocation Revenue Bonds (2001 TARBS).
The proceeds of the 2001 TARBS were loaned to the Agency to finance redevelopment projects in the
Chico Amended and Merged Redevelopment Project Area and to repay the Agency’s prior loans from the
Authority relating to the Authority’s 1991 Revenue Bonds, Series A. Interest rates for the remaining term
of the 2001 TARBS range from 4.00%-5.25% and payments are due in semi-annual installments on
October 1 and April 1 through April 1, 2024. Additionally, term bonds of $5,255,000 and $3,890,000 are
due April 1, 2021 and 2024, respectively. The Agency is subject to mandatory sinking fund payments
ranging from $1,235,000 to $2,695,000 beginning 2020 and ending 2024.

1996 Tax Allocation Revenue Bonds

In February 1996, the Authority issued $29,285,000 of 1996 Tax Allocation Revenue Bonds (1996
TARBS). In July 2007, the Agency issued the 2007 Tax Allocation Refunding Bonds in the amount of
$23,405,000 for the purpose of advance refunding the 1996 TARBS. The balance of the 1996 TARBS,
considered defeased, were paid in full on October 1, 2007. Details of the refunding are available in the
financial statements of the Agency.
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CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
Notes to Financial Statements
Year Ended June 30, 2008
Il. DETAILED NOTES (Continued)
B. LONG-TERM DEBT (Continued)
Changes in the Authority’s long-term debt for the year ended June 30, 2008 were as follows:

Due within
Bonds payable: July 1,2007  Retirements June 30, 2008 one year

2001 Tax Allocation Revenue Bonds $ 26,735,000 $  (995,000) $ 25,740,000 $ 1,025,000
1996 Tax Allocation Revenue Bonds 22,340,000 (22,340,000) - -

Total $ 49,075,000 $ (23,335,000) $ 25,740,000 $ 1,025,000

Future annual debt service requirements for the 2001 TARBS are as follows:

Year Ending June 30, Principal Interest Total
2009 $ 1,025,000 $ 1,260,574 $ 2,285,574
2010 1,075,000 1,219,574 2,294,574
2011 1,115,000 1,176,574 2,291,574
2012 1,170,000 1,118,036 2,288,036
2013 1,200,000 1,066,849 2,266,849
2014-2018 8,545,000 4,370,231 12,915,231
2019-2023 10,255,000 1,733,525 11,988,525
2024 1,355,000 69,444 1,424,444
Total $ 25,740,000 $ 12,014,806 $ 37,754,806

C. INTERFUND TRANSFERS

Transfers between funds were made to move the excess resources in the Bond Reserve Fund, due to
interest earnings, to other debt service funds for the payment of debt service on the outstanding tax
allocation revenue bonds.

D. RESTATEMENT OF BEGINNING NET ASSETS/FUND BALANCES

Upon implementation of GASB Statement No. 34 the Authority was reported as an enterprise fund. In
order to be consistent with the reporting of the Authority as a debt service fund in the City of Chico
Comprehensive Annual Financial Report (CAFR) the Authority has been reclassified as a debt service
fund. Due to the reclassification, the long term assets and liabilities have been removed from the fund
financial statements and are now included as a reconciling item in the Reconciliation of the Governmental
Funds Balance Sheet to the Government-wide Statement of Net Assets. The debt reserves that were
previously reported only in the City of Chico CAFR are now also reported in the statements of the
Authority.
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CHICO PUBLIC FINANCING AUTHORITY
(A Component Unit of the Chico Redevelopment Agency and the City of Chico, California)
Notes to Financial Statements
Year Ended June 30, 2008
Il. DETAILED NOTES (Continued)
D. RESTATEMENT OF BEGINNING NET ASSETS/FUND BALANCES (Continued)

The impact of the restatement on beginning net assets as previously reported is presented below:

Governmental Business-Type
Activities Activities

Net assets June 30, 2007,
as previously reported $ - $ 1,165,648
Reclassify Chico Public Financing
Authority as a governental fund 1,165,648 (1,165,648)
Include Bond Reserves fund
in the reporting entity 4,429,230 -
Net Assets July 1, 2007, as restated $ 5,594,878 $ -

1996 Tax 2001 Tax Chico

Allocation  Allocation Public Financing

Revenue Revenue Bond Authority

Bonds Bonds Reserves Enterprise Fund

Net assets/fund balance
June 30, 2007, as
previously reported $ - 3 - $ - 3% 1,165,648
Reclassify to Debt Service funds 77,400 43,170 - (120,570)
Eliminate cost of issuance - - - (1,045,078)
Add bond reserves fund - - 4,429,230 -
Fund balance July 1, 2007
as restated $ 77400 $ 43170 $ 4429230 $ -
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