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Richardson & Company 550 Howe Avenue, Suite 210

Sacramento, California 95825

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

INDEPENDENT AUDITOR’ S REPORT

To the Board of Directors
Chico Redevelopment Agency
Chico, Cdlifornia

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

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and Government Auditing Standards issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test 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 financial statements referred to above present fairly, in all material respects, the
respective financia position of the governmental activities and each major fund of the Agency as of June
30, 2008, and the respective changes in financial position thereof and the respective budgetary
comparisons for the special revenue funds for the year then ended in conformity with accounting
principles generally accepted in the United States of America

In accordance with Government Auditing Standards, we have also issued our report dated October 31,
2008 on our consideration of the Agency’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting and on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be considered in assessing the results of
our audit.



To the Board of Directors
Chico Redevelopment Agency

Management’s discussion and analysis are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United States of
America.  We have applied certain limited procedures, which consisted principaly of inquiries of
management regarding the methods of measurement and presentation of the supplementary information.
However, we did not audit the information and express no opinion onit.

Keikosom s &’7’”&

October 31, 2008



CHICO REDEVELOPMENT AGENCY
(A Component Unit of the City of Chico, California)

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2008

The following discussion and analysis of the Chico Redevelopment Agency (Agency) financial
performance provides an overview of its financial activities for the fiscal year ended June 30, 2008. The
City of Chico (City) Finance Department prepared this discussion and analysis. Please read it in
conjunction with the Agency’s basic financial statements, which begin on page 9. Responsibility for both
the accuracy of the data, and the completeness and fairness of the presentation, including all disclosures,
rest solely with management of the Agency. To the best of our knowledge and belief, the financial
statements, as presented, are accurate in all material respects.

FINANCIAL HIGHLIGHTS

o The liabilities of the Agency exceeded its assets at the close of the most recent fiscal year by
$24,729,845.

e The Agency’s net assets decreased by $4,740,634.

e As of the close of the current fiscal year, the Agency’s governmental funds reported an ending fund
balance of $92,121,950, a decrease of $517,463 in comparison with the prior year. The Agency had a
positive unreserved/undesignated fund balance of $46,999,737.

e The Agency had general revenues of $34,019,580 and program revenues of $462,146 while program
expenses were $39,222,360.

o The Agency advance refunded the 1996 Tax Allocation Revenue Bonds with the issuance of the 2007
Tax Allocation Refunding Bonds. The refunding reduced the total debt service payments over the
next 18 years by $1,664,029.

e The Agency’s share of a City legal settlement reached in early July 2008, and determined to be a
liability at June 30, 2008, was $7,500,000, plus accrued interest on a portion of this amount.

OVERVIEW OF THE FINANCIAL STATEMENTS

The discussion and analysis is intended to serve as an introduction to the Agency’s basic financial
statements. The Agency’s basic financial statements comprise three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements.

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the
Agency’s finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the Agency’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position of the Agency is improving or deteriorating.

The statement of activities presents information showing how the Agency’s net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are
reported in this statement for some items that will result in cash flows in future fiscal periods.



The government-wide financial statements report on the function of the Agency, which is to improve,
rehabilitate and develop certain areas within the Redevelopment Project Area by eliminating blight and
encouraging private investment. These activities are primarily funded with incremental property tax
revenue (tax increment).The government-wide financial statements can be found on pages 9 and 10 of this
report.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Agency, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements.

Governmental Funds

The governmental funds used to account for essentially the same function reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at the end of the fiscal year. Such
information may be useful in evaluating a government’s near-term financing requirements.

The Agency maintains nine individual governmental funds and reports each fund as a major fund.
Information is presented separately in the governmental funds balance sheet and in the governmental
funds statement of revenues, expenditures and changes in fund balances,

The Agency reports the following major special revenue funds: Merged Redevelopment, Merged Low
and Moderate Income Housing, Merged Art, Humboldt Road Burn Dump Remediation (HRBD)
Monitoring and CalHome Grant; the following major capital projects funds: Merged Redevelopment and
Chico Urban Area Joint Powers Financing Authority, and the following major debt service funds:
Redevelopment Agency Bonds and Chico Public Financing Authority Bonds.

Because the focus of the governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented in the governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
S0, readers may better understand the long-term impact of the government’s near-term financial decisions.
Both the governmental funds balance sheet and the governmental funds statement of revenues,
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between
the governmental funds and governmental activities. The basic governmental fund financial statements
can be found on pages 11-16 of this report.

Notes to the Financial Statements
The notes provide additional information that is essential to a full understanding of the data provided in

the government-wide and fund financial statements. The notes to the financial statements can be found
on pages 22-38 of this report.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Statement of Net Assets
Governmental Activities
June 30, 2008 and 2007

Total
Dollar
2008 2007 Change
Assets:
Current and other 104,301,948 103,759,287 $ 542,661
Capital assets 4,264,535 3,810,306 454,229
Total assets 108,566,483 107,569,593 996,890
Liabilities:
Long-term liabilities outstanding 123,356,996 118,446,482 4,910,514
Other liabilities 9,939,332 9,112,322 827,010
Total liabilities 133,296,328 127,558,804 5,737,524
Net assets:
Invested in capital assets, net of
related debt 4,264,535 3,810,306 454,229
Restricted 41,991,597 37,623,089 4,368,508
Unrestricted (70,985,977) (61,422,606) (9,563,371)
Total net assets (deficit) $  (24,729.845) _$ (19,989,211) $  (4,740,634)

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.
In the case of the Agency, liabilities exceeded assets by $24,729,845 at the close of the most recent fiscal
year, creating a negative net asset balance.

The negative net asset balance is due to the nature of redevelopment financing. By law, the Agency must
provide evidence of indebtedness each year in order to receive tax increment revenue. The Agency issues
bonds based on future tax increment receipts to fund eligible redevelopment projects. The capital assets
constructed or acquired through the debt financing are transferred to the City and reported on the City’s
financial statements rather than on the Agency’s financial statements. However, the debt remains a
liability of the Agency thereby creating the deficit.

Land acquired from proceeds of tax increment is reported in the Agency’s financial statements.
Construction in progress represents sewer facilities and improvements financed through the Chico Urban
Area Joint Powers Financing Authority. The assets will be owned by the City of Chico as each phase is
completed.

Another portion of the Agency’s net assets are restricted net assets. This amount represents resources that
are subject to external restrictions on how they are used. Redevelopment law requires that 20% of tax
increment be set aside for low and moderate income housing. Approximately $31,000,000 of the
restricted amount is for this purpose, with most of the balance set aside for debt service as required by the
bond indentures.



Statement of Activities
Governmental Activities
For the Years Ended June 30, 2008 and 2007

Total
Dollar
2008 2007 Change

Revenues:
Program Revenues:

Charges for services $ - $ 34,802 $ (34,802)

Operating grants and contributions 435,825 551,485 (115,660)
General revenues:

Property tax increment 30,532,462 27,149,432 3,383,030

Investment earnings 3,450,227 4,167,365 (717,138)

Gain on sale of capital assets - 362,850 (362,850)

Miscellaneous 63,212 33,259 29,953
Total revenues 34,481,726 32,299,193 2,182,533
Expenses:
Community development and administration 17,597,481 9,111,741 8,485,740
Redevelopment 16,224,976 22,915,393 (6,690,417)
Interest and fiscal charges 5,399,903 5,877,072 (477,169)
Total expenses 39,222,360 37,904,206 1,318,154
Change in net assets (4,740,634) (5,605,013) 864,379
Net assets (deficit) — beginning of year (19,989,211) (14,384,198) (5,605,013)
Net assets (deficit) — end of year $ (24,729,845) $(19,989,211) $ (4,740,634)

The net assets of the Agency decreased by $4,740,634 during the current fiscal year.

Property tax increment revenues increased by $3,383,030 over the prior year due to a 9% increase in the
Agency’s assessed valuation. Investment earnings decreased $717,138 as the proceeds of the 2005 Tax
Allocation Bonds were spent down.

The Agency contributed funds for major infrastructure projects that are shown as redevelopment
expenses. The related capital assets, other than land, are recorded on the City’s Statement of Net Assets
as applicable. Major projects in process during the year included East Eight Street reconstruction, East
Fifth Avenue reconstruction, and remodeling of the Old Municipal Building. Completed projects included
the Downtown Transit Center, Forest Avenue reconstruction, and 20" Street reconstruction.

FUND FINANCIAL ANALYSIS

As noted earlier, the Agency uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. The Agency’s governmental funds are discussed on the following pages.



Governmental Funds

The focus of the Agency’s governmental funds is to provide information on near-term inflows, outflows,
and balances of spendable resources. Such information is useful in assessing the Agency’s financing
requirements. In particular, fund balance may serve as a useful measure of a government’s net resources
available for spending for program purposes at the end of the fiscal year.

As of the end of the current fiscal year, the Agency’s governmental funds reported an ending fund balance
of $92,121,950. The fund balance primarily represents the accumulation of incremental property tax
revenue, bond proceeds, and investment earnings in excess of expenditures. Approximately half of the
fund balance is either reserved for encumbrances, prepaid items, debt service, loans receivable, deposits
with others and assets held for resale, or designated for remediation. The remaining fund balance of
$46,999,737 is unreserved and undesignated and available for spending for the Agency’s current and

future needs.

The current year change in fund balances is presented in the following table:

Total
Dollar
2008 2007 Change
Revenues:
Tax Increment 30,532,462 27,149,432 $ 3,383,030
Investment earnings 3,644,124 4,402,890 (758,766)
Intergovernmental revenue - 112,000 (112,000)
Other revenue 63,212 44,499 18,713
Total revenues 34,239,798 31,708,821 2,530,977
Expenditures:
Administrative 2,012,296 1,920,541 91,755
Pass-through payments 7,331,244 6,574,173 757,071
Community development 734,336 601,660 132,676
Redevelopment 16,224,976 22,915,393 (6,690,417)
Capital outlay 454,229 1,008,618 (554,389)
Debt service:
Principal and interest 7,949,568 7,720,416 229,152
Bond issuance costs 510,237 - 510,237
Advance refunding of bonds 59,873 - 59,873
Total expenditures 35,276,759 40,740,801 (5,464,042)
Other financing sources (uses), net:
Refunding bonds issued 23,405,000 - 23,405,000
Discount on refunding bonds (15,628) - (15,628)
Payment to refunding bond escrow (22,869,874) - (22,869,874)
Proceeds from sale of capital assets - 432,000 (432,000)
Total other financing sources (uses), net 519,498 432,000 87,498
Increase (decrease) in fund balance (517,463) (8,599,980) 8,082,517
Fund balance, beginning of year 92,639,413 101,239,393 (8,599,980)
Fund balance, end of year 92,121,950 92,639,413 $ (517,463)

Pass-through payments increased $757,071 due to the increased tax increment, as they are calculated as a

percentage of tax increment received.



The redevelopment expenditures line item reports the Agency’s capital improvement project costs
incurred during the current year. The majority of the expenditures are for road projects, and costs for
these projects typically span more than one fiscal year. Annual expenditures vary based on actual
construction costs incurred and are not indicative of a trend. During the current year, expenditures
included approximately $3,050,000 for the East Eight Street reconstruction, approximately $1,675,000 for
the East Fifth Avenue reconstruction, approximately $1,100,000 for Forest Avenue reconstruction,
approximately $775,000 for the 20" Street reconstruction, approximately $625,000 for Cohasset Road
widening, and approximately $775,000 for the Manzanita Corridor reconstruction project. All project
expenditures were legally appropriated through the budgetary process.

CAPITAL ASSETS AND LONG-TERM DEBT ADMINISTRATION

Capital assets. The Agency’s investment in capital assets as of June 30, 2008 amounted to $4,264,535,
an increase of $454,229. The investment in capital assets consists of land and construction in progress.
The Agency purchased property for $275,654 to be used for a 10 unit affordable housing project.

For additional information on the Agency’s capital assets, see Note I1.C in the notes to the basic financial
statements.

In addition, the Agency has a variety of construction commitments at June 30, 2008. This information
can be found in note I1.1 on page 37 of this report.

Long-term debt. The Agency advance refunded the 1996 Tax Allocation Revenue Bonds with the
issuance of the 2007 Tax Allocation Refunding Bonds. The refunding reduced the total debt service
payments over the next 18 years by $1,664,029.

For additional information on the Agency’s outstanding debt, see Note II.E in the notes to the basic
financial statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS

The Agency’s primary source of revenue is Property Tax Increment generated within the boundaries of
the Redevelopment Project Area. While statewide, many cities are experiencing a decline in Property
Taxes due to increased foreclosure rates and declining assessed valuations, the City of Chico and the
Chico Redevelopment Agency has not experienced the same levels of decline. The County of Butte’s
Assessor’s Office has confirmed a 9.1% growth in assessed value for properties within the
Redevelopment Project Area for FY08-09, which is more than double the growth rate projected by the
Agency. As part of the State of California’s budget, a mandate was placed on all Redevelopment
Agencies to make a one-time payment to the Educational Revenue Augmentation Fund (ERAF) for
FY08-09. Chico’s amount was calculated at $1,911,432. The gains in Property Tax will help the Agency
meet this mandated payment.

REQUESTS FOR INFORMATION
Questions concerning any of the information provided in this report or requests for additional financial
information may be requested as follows:

US Mail: or Phone: or Email:

City of Chico (530) 879-7300 jhenness@ci.chico.ca.us
Finance Director

P.O. Box 3420

Chico, California 95927



CHICO REDEVELOPMENT AGENCY

STATEMENT OF NET ASSETS - GOVERNMENTAL ACTIVITIES

JUNE 30, 2008

Assets
Cash and investments
Restricted cash and investments
Receivables:
Interest
Property taxes
Loans
Land held for resale
Deposits with others
Unamortized issuance costs
Capital assets:
Construction in progress
Land

Total assets

Liabilities
Accounts payable
Accrued wages and benefits
Intergovernmental payable
Interest payable
Long-term liabilities:

Due within one year

Due in more than one year

Total liabilities

Net Assets (Deficit)
Invested in capital assets, net of related debt
Restricted for:
Housing
Debt service
Remediation
Loans
Unrestricted

Total net assets (deficit)

$ 64,437,907
8,678,056

1,609,371
310,975
25,737,435
875,000
462,135
2,191,069

331,849
3,932,686

108,566,483

2,970,200

24,048
5,586,016
1,359,068

5,795,617
117,561,379

133,296,328

4,264,535

31,300,532
8,678,056
1,510,655

502,354
(70,985,977)

$ (24,729,845)

See accompanying notes to the basic financial statements.



CHICO REDEVELOPMENT AGENCY

STATEMENT OF ACTIVITIES - GOVERNMENTAL ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2008

Redevelopment Agency Program Expenses
Community development and administration $
Redevelopment
Interest on long-term debt

17,597,481
16,224,976
5,399,903

Total program expenses

39,222,360

Redevelopment Agency Program Revenues
Charges for services
Operating grants and contributions

26,321
435,825

Total program revenues

462,146

Net program expense

(38,760,214)

General Revenues
Taxes:
Property tax increment
Investment earnings
Miscellaneous

30,532,462
3,450,227
36,891

Total general revenues

34,019,580

Change in net assets
Net assets (deficit), beginning of year

(4,740,634)
(19,989,211)

Net assets (deficit), end of year $

(24,729,845)

See accompanying notes to the basic financial statements.
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CHICO REDEVELOPMENT AGENCY
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2008

Special Revenue Funds

Merged
Low and
Moderate HRBD
Merged Income Merged Remediation CalHome
Redevelopment Housing Art Monitoring Grant
Assets
Cash and investments $ 1,718,073 $ 7,132,804 $ 326,858 $ 1,523,835 $ 2,354
Restricted cash and investments - - - - -
Receivables:
Interest - 1,377,307 - - 31,358
Property taxes 310,975 - - - -
Loans 1,912,880 23,324,555 - - 500,000
Deposits with others 462,135 - - - -
Land held for resale - 875,000 - - -
Total assets $ 4,404,063 $ 32,709,666 $ 326,858 $ 1,523,835 $ 533,712
Liabilities and Fund Balances
Liabilities:
Accounts payable $ 559,901 % 25133 % 6313 $ 13,180 $ -
Accrued wages and benefits 17,354 6,694 - - -
Intergovernmental payable 5,237,987 - - - -
Deferred revenue - 1,377,307 - - 31,358
Total liabilities 5,815,242 1,409,134 6,313 13,180 31,358
Fund Balances:
Reserved for:
Encumbrances 31,082 48,116 12,660 44,141 -
Debt service - - - - -
Loans receivable 1,912,880 23,324,555 - - 500,000
Deposits with others 462,135 - - - -
Assets held for resale - 875,000 - - -
Designated for remediation - - - 1,466,514 -
Unreserved, undesignated (3,817,276) 7,052,861 307,885 - 2,354
Total fund balances (1,411,179) 31,300,532 320,545 1,510,655 502,354
Total liabilities and fund balances $ 4,404,063 $ 32,709,666 $ 326,858 $ 1,523,835 $ 533,712

See accompanying notes to the basic financial statements.
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Assets
Cash and investments

Restricted cash and investments

Receivables:
Interest
Property taxes
Loans

Deposits with others

Land held for resale

Total assets

Liabilities and Fund Balances
Liabilities:
Accounts payable
Accrued wages and benefits
Intergovernmental payable
Deferred revenue

Total liabilities

Fund Balances:
Reserved for:
Encumbrances
Debt service
Loans receivable
Deposits with others
Assets held for resale
Designated for remediation
Unreserved, undesignated

Total fund balances

Total liabilities and fund balances

CHICO REDEVELOPMENT AGENCY
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2008

Capital Projects Funds

Debt Service Funds

Chico
Urban Area Chico
Joint Public
Powers Redevelopment Financing
Merged Financing Agency Authority
Redevelopment Authority Bonds Bonds Total
$ 49,993,945 $ 3,740,038 $ - 8 - $ 64,437,907
- - 6,947,197 1,730,859 8,678,056
200,706 - - - 1,609,371
- - - - 310,975
- - - - 25,737,435
- - - - 462,135
- - - - 875,000
$ 50,194,651 $ 3,740,038 $ 6,947,197 $ 1,730,859 $ 102,110,879
$ 2,329,638  $ 36,035 $ - 8 -3 2,970,200
- - - - 24,048
348,029 - - - 5,586,016
- - - - 1,408,665
2,677,667 36,035 - - 9,988,929
7,471,114 295,960 - - 7,903,073
- - 6,947,197 1,730,859 8,678,056
- - - - 25,737,435
- - - - 462,135
- - - - 875,000
- - - - 1,466,514
40,045,870 3,408,043 - - 46,999,737
47,516,984 3,704,003 6,947,197 1,730,859 92,121,950
$ 50,194,651 $ 3,740,038 $ 6,947,197 $ 1,730,859 $ 102,110,879

See accompanying notes to the basic financial statements.
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CHICO REDEVELOPMENT AGENCY

RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET ASSETS
JUNE 30, 2008

Total fund balances - total governmental funds (page 12)

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

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the governmental funds.

Other long-term assets are not available to pay for current-period expenditures and,
therefore, are deferred in the governmental funds.

Some liabilities are not due and payable in the current period and, therefore, are not
reported in the funds.

Long-term obligations

Claims and judgments
Compensated absences

Accrued interest payable

Deferred amount on bond refunding
Unamortized bond issuance costs

$ 92,121,950

4,264,535
1,408,665
(116,682,587)
(7,500,000)
(131,517)
(1,359,068)
957,108
2,191,069 (122,524,995)

Net assets of governmental activities (page 10)

See accompanying notes to the basic financial statements.
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CHICO REDEVELOPMENT AGENCY

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

Revenues
Property tax increment
Investment earnings
Other revenue

Total revenues

Expenditures

Current:
Administrative
Pass-through agreements
Community development
Redevelopment

Capital outlay

Debt service:
Principal retirement
Interest and fiscal charges
Bond issuance costs
Advance refunding of bonds

Total expenditures

Excess (deficiency) of revenues over
(under) expenditures

Other financing sources (uses):
Transfers in
Transfers out
Refunding bonds issued
Discount on refunding bonds
Payment to refunding bond escrow

Total other financing sources (uses)
Net change in fund balances
Fund balances, beginning of year - as restated

Fund balances, end of year

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2008

Special Revenue Funds

Merged
Low and
Moderate HRBD
Merged Income Merged Remediation CalHome
Redevelopment Housing Art Monitoring Grant
$ 30532462 $ - $ - $ - $ -
(106,785) 385,808 8,914 65,998 90
30,431 32,781 - - -
30,456,108 418,589 8,914 65,998 90
1,775,662 154,258 - 77,426 -
7,331,244 - - - i}
280,679 453,657 - - -
367,916 425,446 133,967 - -
- 275,654 - - -
9,755,501 1,309,015 133,967 77,426 -
20,700,607 (890,426) (125,053) (11,428) 90
- 6,106,492 165,047 - -
(15,266,808) (385,860) - - -
(15,266,808) 5,720,632 165,047 - -
5,433,799 4,830,206 39,994 (11,428) 90
(6,844,978) 26,470,326 280,551 1,522,083 502,264
$ (1,411,179) $ 31,300,532 $ 320,545 $ 1,510,655 $ 502,354

See accompanying notes to the basic financial statements.
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CHICO REDEVELOPMENT AGENCY

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

Revenues
Property tax increment
Investment earnings
Other revenue

Total revenues

Expenditures

Current:
Administrative
Pass-through agreements
Community development
Redevelopment

Capital outlay

Debt service:
Principal retirement
Interest and fiscal charges
Bond issuance costs

Advance refunding of bonds

Total expenditures

Excess (deficiency) of revenues over

(under) expenditures

Other financing sources (uses):
Transfers in
Transfers out
Refunding bonds issued
Discount on refunding bonds

Payment to refunding bond escrow

Total other financing sources (uses)
Net change in fund balances

Fund balances, beginning of year - as restated

Fund balances, end of year

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2008

Capital Projects Funds Debt Service Funds
Chico
Urban Area Chico
Joint Public
Powers Redevelopment Financing
Merged Financing Agency Authority

Redevelopment Authority Bonds Bonds Total
$ - $ - $ - $ - $ 30,532,462
2,683,218 160,273 353,209 93,399 3,644,124
- - - - 63,212
2,683,218 160,273 353,209 93,399 34,239,798
B 4,950 - - 2,012,296
- - - - 7,331,244
- - - - 734,336
15,297,647 - - - 16,224,976
- 178,575 - - 454,229
- - 1,685,000 995,000 2,680,000
- - 3,965,343 1,304,225 5,269,568
- - 510,237 - 510,237
- - - 59,873 59,873
15,297,647 183,525 6,160,580 2,359,098 35,276,759
(12,614,429) (23,252) (5,807,371) (2,265,699) (1,036,961)
- 1,900,000 8,034,371 25,073,923 41,279,833
- - (22,869,874) (2,757,291) (41,279,833)
- - 23,405,000 - 23,405,000
- - (15,628) - (15,628)
- - - (22,869,874) (22,869,874)
- 1,900,000 8,553,869 (553,242) 519,498
(12,614,429) 1,876,748 2,746,498 (2,818,941) (517,463)
60,131,413 1,827,255 4,200,699 4,549,800 92,639,413
$ 47,516,984 $ 3,704,003 $ 6,947,197 $ 1,730,859 $ 92,121,950

See accompanying notes to the basic financial statements.
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CHICO REDEVELOPMENT AGENCY

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO

THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2008

Net change in fund balances - total governmental funds (page 15)

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

Governmental funds report capital outlay as expenditures. However, in the
statement of activities the cost of those assets are capitalized.

Revenues previously deferred in the governmental funds because they were not
collected within the Agency's availability period were recognized in the statement
of activities. However, in the current year those revenues represent a current
financial resource for the governmental funds and were recognized as revenue.

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.

Long-term debt issued

Deferred charges on bond issuance costs
Principal retirement

Payment to escrow agent on refunding
Claims and judgments

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 compensated absences

Change in interest payable

Amortization of debt premium
Amortization of bond issuance costs
Amortization of deferred refunding charges

Change in net assets of governmental activities (page 10)

See accompanying notes to the basic financial statements.
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(517,463)
454,229
241,928
(23,405,000)
510,237
2,680,000
22,869,874
(7,500,000) (4,844,889)
(19,605)
75,065
36,983
(110,582)
(56,300) (74,439)
(4,740,634)



CHICO REDEVELOPMENT AGENCY

MERGED REDEVELOPMENT

SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL

Revenues
Property tax increment
Investment earnings
Other revenue

Total revenues

Expenditures
Current:
Administrative
Pass-through agreements
Community development
Redevelopment

Total expenditures

Excess (deficiency) of revenues over
(under) expenditures

Other financing sources (uses):
Transfers out

Net change in fund balances
Fund balances, beginning of year - as restated

Fund balances, end of year

YEAR ENDED JUNE 30, 2008

Actual
Budgeted Amounts Amounts

Budgetary Variance with

Original Final Basis Final Budget

$ 26123299 $ 28,571,744 $ 30,532,462 $ 1,960,718
42,403 (208,041) (106,785) 101,256

85,616 81,361 84,524 3,163
26,251,318 28,445,064 30,510,201 2,065,137
2,302,904 2,293,315 1,775,662 517,653
6,427,919 6,404,254 7,331,244 (926,990)
255,627 356,740 280,679 76,061
3,320,218 740,821 367,916 372,905
12,306,668 9,795,130 9,755,501 39,629
13,944,650 18,649,934 20,754,700 2,104,766
(14,538,653) (15,932,023) (15,266,808) 665,215
(594,003) 2,717,911 5,487,892 2,769,981
(6,844,978) (6,844,978) (6,844,978) -

$ (7438,981) $ (4,127,067) $ (1,357,086) $ 2,769,981

Explanation of differences from the Statement of Revenues, Expenditures and Changes in

Fund Balances to Actual Amounts Budgetary Basis

Fund Balance from the Statement of Revenues, Expenditures and Changes in Fund

Balances

The Agency budgets and records loan payments received in the revenue accounts,
but adjusts the actual payments to loans receivable.

Budgetary fund balance
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CHICO REDEVELOPMENT AGENCY
MERGED LOW AND MODERATE INCOME HOUSING
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
YEAR ENDED JUNE 30, 2008

Actual
Budgeted Amounts Amounts
Budgetary Variance with
Original Final Basis Final Budget
Revenues
Investment earnings $ 360,641 $ 403,450 $ 385,808 $ (17,642)
Other revenue 27,847 68,064 177,353 109,289
Total revenues 388,488 471,514 563,161 91,647
Expenditures
Current:
Administrative 154,258 154,258 154,258 -
Community development 491,871 509,797 453,657 56,140
Redevelopment 655,850 12,589,783 8,858,830 3,730,953
Capital outlay - 275,654 275,654 -
Total expenditures 1,301,979 13,529,492 9,742,399 3,787,093
Excess (deficiency) of revenues over
(under) expenditures (913,491) (13,057,978) (9,179,238) 3,878,740
Other financing sources (uses):
Transfers in 5,224,660 5,714,349 6,106,492 392,143
Transfers out (362,613) (385,894) (385,860) 34
Total other financing sources (uses) 4,862,047 5,328,455 5,720,632 392,177
Net change in fund balances 3,948,556 (7,729,523) (3,458,606) 4,270,917
Fund balances, beginning of year 26,470,325 26,470,325 26,470,326 -
Fund balances, end of year $ 30,418,881 $ 18,740,802 $ 23,011,720 $ 4,270,917
Explanation of differences from the Statement of Revenues, Expenditures and Changes in
Fund Balances to Actual Amounts Budgetary Basis
Fund Balance from the Statement of Revenues, Expenditures and Changes in Fund
Balances $ 31,300,532
The Agency budgets and records loan payments received in the revenue accounts,
but adjusts the actual payments to loans receivable. 144572
The Agency budgets and records loans made in the Redevelopment expenditure
accounts, but adjusts the actual disbursement to loans receivable. (7,558,384)
The Agency budgeted the purchase of land held for resale as a Redevelopment
expenditure, but adjusts the actual expenditure to Assets Held for Resale. (875,000)
Budgetary fund balance $ 23,011,720
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CHICO REDEVELOPMENT AGENCY
MERGED ART
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
YEAR ENDED JUNE 30, 2008

Budgeted Amounts
Actual Variance with
Original Final Amounts Final Budget
Revenues
Investment earnings $ 8,457 % 8,457 $ 8,914 $ 457
Expenditures
Current:
Redevelopment - 297,312 133,967 163,345
Excess (deficiency) of revenues over
(under) expenditures 8,457 (288,855) (125,053) 163,802
Other financing sources (uses):
Transfers in 136,673 153,523 165,047 11,524
Net change in fund balances 145,130 (135,332) 39,994 175,326
Fund balances, beginning of year 280,551 280,551 280,551 -
Fund balances, end of year $ 425681  $ 145,219 $ 320,545 $ 175,326
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CHICO REDEVELOPMENT AGENCY

HRBD REMEDIATION MONITORING
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
YEAR ENDED JUNE 30, 2008

Revenues
Investment earnings

Expenditures
Current:
Administrative
Excess (deficiency) of revenues over
(under) expenditures

Fund balances, beginning of year - as restated

Fund balances, end of year

Budgeted Amounts

Actual Variance with

Original Final Amounts Final Budget

$ 47956  $ 47,956 $ 65,998 $ 18,042
- 111,381 77,426 33,955

47,956 (63,425) (11,428) 51,997
1,522,083 1,522,083 1,522,083 -

$ 1570039 $ 1,458,658 $ 1,510,655 $ 51,997
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CHICO REDEVELOPMENT AGENCY
CalHOME GRANT SPECIAL REVENUE FUND
SCHEDULE OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
YEAR ENDED JUNE 30, 2008

Budgeted Amounts

Actual Variance with
Original Final Amounts Final Budget
Revenues
Investment earnings $ - % 762 % 90 $ (672)
Fund balances, beginning of year 502,264 502,264 502,264 -
Fund balances, end of year $ 502,264  $ 503,026 $ 502,354 $ (672)
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CHICO REDEVELOPMENT AGENCY
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2008

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. DESCRIPTION OF REPORTING ENTITY

The Chico Redevelopment Agency (Agency) is a community redevelopment agency formed, organized
and existing pursuant to the provisions of the Community Redevelopment Law of the State of California
(California Health and Safety Code, Section 33000 et seg.), and in accordance with said law, the Agency
is vested with the responsibility of carrying out a duly adopted redevelopment plan. The Agency
originally consisted of the Southeast Chico, Chico Municipal Airport, and Central Chico Redevelopment
Project Areas. On June 4, 1992, the three project areas were merged into one, thereby forming the Chico
Merged Redevelopment Project Area (Ordinance Numbers 1900, 1901 and 1902, adopted May 5, 1992).
The Greater Chico Urban Area Redevelopment Project Area was established on October 25, 1993.

On July 14, 2004, the two project areas were fiscally merged into one, thereby forming the Chico
Amended and Merged Redevelopment Project Area (Ordinance Numbers 2292, 2293 and 2294, adopted
June 14, 2004). The Agency is a component unit of the City of Chico, as the Agency’s Board of
Directors is comprised of the same seven members of the Chico City Council and, as such, is included in
the basic financial statements of the City. The Agency’s reporting entity includes all of the funds of the
Agency, as well as its component units. Component units are legally separate entities for which the
primary government is financially accountable.

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 established a joint powers agency, known as the Chico Public
Financing Authority (CPFA), 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 CPFA is authorized 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 financing activity of the CPFA is
included in the Agency’s financial statements as a blended component unit in debt service funds.

In August 2005, the governing boards of the Agency and the County of Butte established a joint powers
agency known as the Chico Urban Area Joint Powers Financing Authority (JPFA) to facilitate the
financing, construction and installation of sewer facilities and improvements in the greater Chico urban
area. The JPFA was formed 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 JPFA is authorized to obtain state or federal loans for the
purpose of financing the construction and installation of sewer facilities and improvements. The
construction activity of the JPFA is included in the Agency’s financial statements as a blended component
unit in the capital projects funds.

Complete financial statements of the CPFA and the JPFA may be obtained from the Finance Department
of the City of Chico at 411 Main Street, Chico, California 95928.
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CHICO REDEVELOPMENT AGENCY
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
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 Agency. Governmental activities normally are supported
by taxes and intergovernmental revenues.

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 the community development and
administration and redevelopment functions. Program revenues include: (1) charges to customers or
applicants 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
requirements of the community development and redevelopment functions. Tax increments, investment
earnings, and other items, which are excluded from program revenues, are reported instead as general
revenues.

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

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 related cash flows. Tax increments are recognized
as revenues in the year for which they are levied. Grants and similar items are recognized as revenue as
soon as all eligibility requirements imposed by the provider have been met.

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 Agency
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 payments to be made early in the following year.

All property taxes are collected and allocated by the County of Butte to the various taxing entities.
Property taxes are determined annually as of March 1 and attach as an enforceable lien on real property as
of January 1. Taxes are due November 1 and February 1 and are delinquent if not paid by December 10
and April 10, respectively. The Agency participates in the County "Teeter Plan™ method of property tax
distribution.  Under the Teeter Plan, the County remits property taxes to the Agency based on
assessments, not on collections. Property tax is recognized when it is measurable and available.
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CHICO REDEVELOPMENT AGENCY
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

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 fiscal period. Other revenues are considered to be measurable and available only when cash is
received by the Agency.

The Agency reports the following major governmental funds:

Special Revenue Funds:

Merged Redevelopment — Accounts for tax increment revenue and expenditures for eligible
redevelopment projects and program administration within the project area.

Merged Low and Moderate Income Housing — Accounts for the 20% tax increment housing set-
aside for improvements to the low and moderate income housing stock and related activities
within the project area.

Merged Art — Accounts for the 1% net tax increment set-aside pursuant to Council policy for
funding of public arts projects within the project area.

HRBD Remediation Monitoring — Accounts for annual monitoring expenditures associated with
the clean-up of the Humboldt Road Burn Dump.

CalHome Grant — Accounts for grant funds from the California State Department of Housing and
Community Development to provide loans in connection with the Chico Redevelopment
Agency’s Mortgage Subsidy Program.

Capital Projects Funds:

Merged Redevelopment - Accounts for bond proceeds and expenditures for eligible
redevelopment projects within the project area.

Chico Urban Area Joint Powers Financing Authority — Accounts for the financing and
construction of sewer facilities and improvements in the Greater Chico Urban Area.

Debt Service Funds:

Redevelopment Agency Bonds — Accounts for the accumulation of resources for the payment of
debt service on the 2005 Tax Allocation Bonds and the 2007 Tax Allocation Refunding Bonds.

Chico Public Financing Authority Bonds — Accounts for the accumulation of resources for the
payment of debt service on the 2001 Tax Allocation Revenue Bonds.
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CHICO REDEVELOPMENT AGENCY
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2008

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
C. BASIS OF PRESENTATION, BASIS OF ACCOUNTING AND MEASUREMENT FOCUS (Continued)

Interfund Activity

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

Use of Resources

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

Management’s Use of Estimates

The preparation of the 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 in the financial statements. 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 the Agency or its fiscal agents which are
restricted for debt service.

Assets held for Resale

Assets held for resale are carried at the lower of cost or market, but not greater than net realizable value.
In the Fund Financial Statements, an amount equal to the carrying value of the asset is reserved in fund
balance because such assets are not available to finance the Agency’s current operations.

Capital Assets

Capital assets represent Agency owned land and JPFA construction in progress that is reported in the
government-wide financial statements. The Agency defines capital assets as assets with an initial,
individual cost of more than $100,000 and an estimated useful life in excess of one year. Capital assets
are valued at historical cost or estimated historical cost if actual historical cost is not available. Donated
capital assets are recorded at estimated fair value at the date of donation.

Deferred Revenue

Deferred revenues in governmental funds arise when a potential revenue does not meet both the
“measurable” and “available” criteria for recognition in the current period. Deferred revenue represents
accrued interest on loans that is not considered to be available to liquidate liabilities of the current period.
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CHICO REDEVELOPMENT AGENCY
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2008

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY (Continued)

Compensated Absences

Compensated absences are absences for which employees will be paid, such as vacation, sick leave, and
compensatory time. A liability for compensated absences that are attributable to services already
rendered and that are not contingent on a specific event that is outside the control of the government and
its employees is accrued as employees earn the rights to the benefits. Compensated absences that relate to
future services or that are contingent on a specific event that is outside the control of the government and
its employees are accounted for in the period in which such services are rendered or such events take
place. In the past, the Merged Redevelopment Special Revenue Fund and the Low and Moderate Income
Housing Fund have been used to liquidate compensated absences.

Long-Term Liabilities

In the government-wide financial statements, long-term debt and other long-term obligations are reported
as liabilities. 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. Designations of fund balance represent tentative management plans that are subject to change.

Net Assets

Net assets are classified in the following categories:
Invested in capital assets, net of related debt — This category groups all capital assets, including
infrastructure, into one component of net assets. The outstanding balances of debt that are
attributable to the acquisition, construction or improvement of these assets reduces this category.
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.
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CHICO REDEVELOPMENT AGENCY
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2008

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
D. ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY (Continued)

Unrestricted net assets — This category represents the net assets of the Agency, which are not
restricted or invested in capital assets net of related debt for any project or other purpose.

Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of funds are recorded in order to reserve that portion of the applicable appropriation, is
employed in the governmental funds. Encumbrances are reported as reservations of fund balances
because they only represent commitments, and do not constitute expenditures or liabilities.
Appropriations lapse at year-end and must be re-appropriated in the subsequent fiscal year.

Budgetary Data

The operating budget of the Agency 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 accounting principles generally
accepted in the United States of America except as noted below. The appropriated budget is prepared by
fund, function, and activity. The Agency Executive Director 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 Board of Directors. The legal level of budgetary control is at the
fund level.

Original appropriations are adjusted for supplemental appropriations and budget modifications made
during the year, creating the modified adopted budget.

The following items are budgeted on a cash basis:

1. Loans made for housing and other purposes are budgeted as expenditures but reported as
receivables.

2. Loan payments received for housing and other purposes are budgeted as revenue but reported
as reductions to receivables.

3. Purchases of land held for resale are budgeted as expenditures but recorded as assets.

Budgetary comparisons and reconciliations are included in the Statement of Revenue,
Expenditures and Changes in Fund Balance — Budget and Actual, in the Fund Financial
Statements.

E. NEW PRONOUNCEMENTS
GASB Statement 48

Effective July 1, 2007, the Agency has implemented GASB Statement No. 48, “Sales and Pledges of
Receivables and Future Revenues and Intra-Entity Transfers of Assets and Future Revenues.” This
statement includes disclosure requirements for future revenues that are pledged or sold.
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CHICO REDEVELOPMENT AGENCY
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

E. NEW PRONOUNCEMENTS (Continued)

GASB Statement 49

Effective July 1, 2008, the Agency will be implementing GASB Statement No. 49, Accounting and
Financial Reporting for Pollution Remediation Obligations, which provides standards for accounting and
reporting for pollution (including contamination) remediation obligations, which are obligations to address
the current or potential detrimental effects of existing pollution by participating in pollution remediation
activities such as site assessments and cleanups.

The Agency is currently analyzing the impact of the required implementation of this statement.
DETAILED NOTES

CASH AND INVESTMENTS

Authorized Investments

The amounts shown as the Agency’s cash and investments represent its pro rata share of the City’s cash
and investments held in the City Treasury as well as the Agency’s cash with fiscal agents. The table
below identifies the investment types that are authorized for by California Government Code Section
53601. The Agency’s investment policy limits the amount of funds invested in instruments with
maturities over one year to 15%, unless adequate liquidity is available, yield appears favorable and the
Executive Director approves the investment in advance. This table does not address investments of debt
proceeds held by bond trustees that are governed by the provisions of debt agreements of the Agency
rather than the general provisions of the Agency’s investment policy.

Maximum Maximum
Percentage Investment
Authorized Investment Type Maximum of in One Minimum
Maturity Portfolio Issuer Rating

U.S. Treasury Securities 5 years None None None
U.S. Agency Securities 5 years None None None
Money Market Mutual Funds 5 years 20% 10% AAA
Collateralized Bank Deposits 5 years None None None
State of California and
California Local Agency 5 years 15% 5% None
Bonds
Repurchase Agreements 5 years None 5% None
Local Agency Investment Fund N/A None None None

Investments Authorized by Debt Agreements

Investment of debt proceeds held by the bond trustee are governed by the provisions of the debt
agreements, these agreements specify that the eligible investments are those that are permitted by
California Government Code Section 53601 at the time of the investment.
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CHICO REDEVELOPMENT AGENCY
NOTES TO THE BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2008

Il. DETAILED NOTES (Continued)
A. 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
California Government Code and the Agency’s investment policy do not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits or investments, other than
the following provision for deposits and securities lending transactions: The California Government
Code requires that a financial institution secure deposits made by state or local governmental units by
pledging securities in an undivided collateral pool held by depository regulated under stated law. The
market value of the pledged securities in the collateral pool must equal at least 110% of the total amount
deposited by the public agencies. As of June 30, 2008, the City’s balance in financial institutions was
$1,735,445. Of that amount, $100,000 was covered by Federal depository insurance, and $1,635,445 was
covered by collateral held in the pledging bank’s trust department, but such collateral was not held in the
City’s name. Of the $1,735,445, the Agency reports $268,771 as its pro rata share. The custodian of the
investments is not the counterparty for the investments held for the Agency and hence these investments
are not exposed to custodial credit risk.

Concentration of Credit Risk

The investment policy of the Agency contains 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
Agency include $49,102,299 in unrestricted cash and investments reported in the Merged Redevelopment
Capital Projects Fund, which are held in a guaranteed investment contract issued by Rabobank, and
$8,455,840 in restricted cash and investments reported in the Redevelopment Agency Bonds Debt Service
Funds and in the Chico Public Financing Authority Bonds Debt Service Funds, which are held in
guaranteed investment contracts issued by FSA Capital Management Services.

Interest Rate and Credit 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. As a means of limiting its exposure to fair value losses arising from
rising interest rates, the Agency manages its exposure to interest rate risk by investing in the Local
Agency Investment Fund (LAIF), which provides the necessary cash flow and liquidity needed for
operations, as well as purchasing a combination of shorter term and longer term investments so that a
portion of the portfolio is maturing or coming close to maturing evenly over time. The Agency uses the
segmented time distribution method for reporting its interest rate risk.
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Il. DETAILED NOTES (Continued)

A. CASH AND INVESTMENTS (Continued)

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. It is the Agency’s policy to purchase investments with the minimum ratings required
by the California Government Code.

As of June 30, 2008, the Agency’s investments and credit ratings are as follows:

Maturity
Credit
Rating
(S&P/ Under 30 31-365 1-5 Over 5 Fair
Moody’s) Days Days Years Years Value
Investments held by City Treasurer:
Cash in Bank $ 268,771
Local Agency Investment Fund Not Rated $ 12,159,325 - - - 12,159,325
Money Market Mutual Fund Not Rated $ 646,789 - - - 646,789
Securities in City of Chico Pool AAA - $ 262,285 $1,998,438 - 2,260,723
Total Investments held by City
Treasurer: 15,335,608
Investments held by Fiscal Agents:
Guaranteed Investment Contract AAA - $ 49,102,299 - - 49,102,299
Money Market Mutual Fund AAA/Aaa $ 222,216 - - - 222,216
Guaranteed Investment Contract AAA/Aaa - $ 8,455,840 8,455,840
Total Investments held by
Fiscal Agents: 57,780,355
Total Cash and Investments $ 73,115,963

The Agency is a voluntary participant in the Local Agency Investment Fund (LAIF) that is regulated by
California Government Code Section 16429 under the oversight of the State of California Treasurer. The
fair value of the Agency’s investment in this pool is reported in the accompanying financial statements at
amounts based upon the Agency’s pro-rata share of the fair value provided by LAIF for the entire LAIF
portfolio (in relation to the amortized cost of that portfolio, as calculated monthly). The balance available
for withdrawal is based on the accounting records maintained by LAIF, which are recorded on an
amortized cost basis.

The cash and investments as of June 30, 2008, are displayed on the statement of net assets and
governmental funds balance sheet as follows:

Cash and Investments $ 64,437,907
Restricted Cash and Investments 8,678,056
Total Cash and Investments: $ 73,115,963
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Il. DETAILED NOTES (Continued)
B. RECEIVABLES

Loans receivable of $25,737,435 consist of loans made for down payment assistance to low and moderate
income first-time homebuyers and for building and rehabilitating affordable housing, as well as loans
made for the purpose of removing blight and increasing economic development in the Chico
Redevelopment Project Area. The loans are collateralized by second deeds of trust and land covenants.

For deferred loans, payments are deferred until one of the following occurs: (1) the borrower ceases to
occupy the property as the principal place of residence, (2) the property is sold, refinanced or transferred
without the consent of the Agency or (3) the borrower defaults on any of the covenants or conditions of
the loan agreement or deed of trust. Amortized loans are repaid in either monthly or annual instaliments.

The Agency does not record an allowance for doubtful accounts as management considers all receivables
to be collectible.

The amount of total receivables includes $26,913,849 that is not expected to be received within one year.

C. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2008, was as follows:

July 1, 2007 Additions Deletions June 30, 2008
Capital assets, not
being depreciated:
Construction
in progress $ 153,274  $ 178575  $ - 3 331,849
Land 3,657,032 275,654 - $ 3,932,686
Total Capital Assets $ 3,810,306  $ 454229 % - $ 4,264,535
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DETAILED NOTES (Continued)

INTERFUND TRANSACTIONS

For the year ended June 30, 2008, transfers in and out were comprised of the following:

Transfers from:

Merged Chico
Low and Public
Merged Moderate  Redevelopment Financing
Redevelopment Income Agency Authority
Transfers to: Special Revenue  Housing Bonds Bonds Total
Chico Merged Low and Moderate
Income Housing $ 6,106,492 $ - $ - 8 - $ 6,106,492
Merged Art 165,047 - - - 165,047
Redevelopment Agency Bonds 5,277,080 - 2,757,291 8,034,371
Chico Public Financing Authority Bonds 1,818,189 385,860 22,869,874 - 25,073,923
Chico Urban Area Joint Powers Authority 1,900,000 - - 1,900,000
Total $ 15,266,808 $385,860 $ 22,869,874 $ 2,757,291  $41,279,833

Transfers between funds were made to set aside resources for low and moderate income housing as
required by law, to set aside resources for the arts per Agency policy, for the payment of debt service on
the outstanding tax allocation revenue bonds and tax allocation bonds and, to set aside resources as
required by the Chico Urban Area Joint Powers Financing Authority agreement.

LONG-TERM LIABILITIES

2001 Tax Allocation Revenue Bonds

On July 31, 2001, the Chico Public Financing Authority (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.

2005 Tax Allocation Bonds

On November 17, 2005, the Chico Redevelopment Agency (Agency) issued $68,500,000 of 2005 Tax
Allocation Bonds (2005 TABS) to finance redevelopment projects in the Chico Amended and Merged
Redevelopment Project Area. Interest rates for the remaining term of the 2005 TABS range from 3.50%-
5.00%, and payments are due in semi-annual installments on October 1 and April 1, through April 1,
2032. Additionally, term bonds of $11,655,000, $19,770,000 and $14,885,000 are due April 1, 2027,
2030 and 2032, respectively. The Agency is subject to mandatory sinking fund payments ranging from
$5,690,000 to $7,625,000 beginning 2026 and ending 2032.
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Il. DETAILED NOTES (Continued)

E. LONG-TERM LIABILITIES (Continued)

2007 Tax Allocation Refunding Bonds

2007 Tax Allocation Refunding Bonds (2007 TABS) were issued in the amount of $23,405,000 for the
purpose of refunding the outstanding 1996 Tax Allocation Revenue Bonds. Interest rates for the
remaining term of the 2007 TABS range from 4.00%-4.625%; payments due in semi-annual installments
on October 1 and April 1 through April 1, 2025.

Current Year’s Defeasance of Debt

On July 10, 2007, the Redevelopment Agency issued $23,405,000 in Tax Allocation Refunding Bonds
with an average interest rate of 4.4% to advance refund $22,340,000 of outstanding Chico Public
Financing Authority 1996 Tax Allocation Revenue Bonds (1996 TARBS) with an average remaining
interest rate of 5.33%. The net proceeds of $22,869,874 (after an original issue discount of $15,628 and
payment of $510,237 in underwriting fees, bond insurance and other issuance costs) plus and additional
$59,873 of 1996 TARBS reserve fund monies were used to purchase U.S. government securities. Those
securities were deposited in an irrevocable trust with an escrow agent to provide for all future debt service
payments on the 1996 TARBS, including early redemption premiums of $223,400. As a result the 1996
TARBS are considered to be defeased and the liability for those bonds has been removed from the
government-wide statement of net assets.

The advance refunding resulted in a difference between the reacquisition price and the net carrying
amount of the old debt of $1,013,408. This amount is netted against the new debt and amortized over the
life of the refunding bonds, which is shorter than the remaining life of the refunded bonds, using the
straight-line method. The Agency completed the advance refunding to reduce its total debt service
payments over the next 18 years by $1,664,029 and to obtain an economic gain (difference of the present
values of the old and new debt service payments of $1,072,757).

The balance of the 1996 TARBS, considered defeased, were paid in full on October 1, 2007.

Compensated Absences

Compensated absences are absences for which employees will be paid, such as vacation, sick leave, and
compensatory time. A liability for compensated absences that are attributable to services already
rendered and that are not contingent on a specific event that is outside the control of the government and
its employees is accrued as employees earn the rights to the benefits. Compensated absences that relate to
future services or that are contingent on a specific event that is outside the control of the government and
its employees are accounted for in the period in which such services are rendered or such events take
place.

Claims liabilities and settlements

A legal settlement of $7,500,000 was reached in early July 2008 and was determined to be a liability at
June 30, 2008.
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E. LONG-TERM LIABILITIES (Continued)

Changes in the Agency’s long-term liabilities during the year ended June 30, 2008, were as follows:

Beginning Ending Due within
Balance Additions Reductions Balance One Year

Revenue Bonds Payable:
1996 TARBS $ 22,340,000 $ - $(22,340,000) $ - $ -
2001 TARBS 26,735,000 - (995,000) 25,740,000 1,025,000
2005 TABS 68,335,000 - (490,000) 67,845,000 785,000
2007 TABS - 23,405,000 (1,195,000) 22,210,000 975,000
Compensated absences 111,912 64,477 (44,872) 131,517 10,617
Claim liabilities & settlements - 7,500,000 - 7,500,000 3,000,000
Subtotal 117,521,912 30,969,477 (25,064,872) 123,426,517 5,795,617
Add: Original issuance premium 924,570 - (36,983) 887,587 -
Less: Deferred amount on refunding - (1,013,408) 56,300 (957,108) -
Total long term liabilities $118,446,482  $29,956,069  $(25,045,555) $123,356,996  $5,795,617

Future annual debt service requirements for the revenue bonds are as follows:

Year Ending June 30 Principal Interest Total
2009 $ 2,785,000 $ 5,436,270 $ 8,221,270
2010 2,970,000 5,328,795 8,298,795
2011 3,085,000 5,214,445 8,299,445
2012 3,215,000 5,079,408 8,294,408
2013 3,345,000 4,946,420 8,291,420
2014-2018 19,355,000 22,428,456 41,783,456
2019-2023 24,095,000 17,508,243 41,603,243
2024-2028 28,560,000 11,447,463 40,007,463
2029-2032 28,385,000 3,634,750 32,019,750
Total $ 115,795,000 $ 81,024,249 $ 196,819,249

F. PLEDGED REVENUES

The Agency has pledged a portion of tax increment revenue to repay $68,500,000 in 2005 Tax Allocation
Bonds issued in November 2005 to finance redevelopment projects in the Chico Amended and Merged
Total principal and interest remaining on the bonds is $126,583,955,
payable through April 2032. For the current year, principal and interest paid and total tax increment
revenues were $3,722,352 and $30,532,462 respectively.

Redevelopment Project Area.

The Agency has pledged a portion of tax increment revenue to repay $23,405,000 in 2007 Tax Allocation
Refunding Bonds issued in July 2007 to advance refund the outstanding 1996 Tax Allocation Revenue
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DETAILED NOTES (Continued)

F. PLEDGED REVENUES (Continued)

Bonds. Total principal and interest remaining on the bonds is $32,480,488, payable through April 2025.
For the current year, principal and interest paid and total tax increment revenues were $1,926,013 and
$30,532,462 respectively.

The Agency has pledged a portion of tax increment revenue to repay a loan from the Chico Public
Financing Authority (Authority). 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. The
Agency’s annual loan payment is an amount sufficient to cover the principal and interest on the
Authority’s debt for that year. The Authority has pledged, as security for the bonds, the annual loan
payments from the Agency. Total principal and interest remaining on the debt is $37,754,806, payable
through April 2024. For the current year, principal and interest paid by the Authority and total tax
increment revenues were $2,295,374 and $30,532,462 respectively.

. AGENCY AGREEMENTS

Beginning with the 1983-84 tax increments, the Chico Redevelopment Agency entered into agreements
for the Chico Merged RPA with the County of Butte, Butte County Mosquito Abatement District, and the
Chico Area Recreation District to pay to them 70% of the property tax increment revenues allocated to
the Agency which would have been received by these three taxing entities if the Agency had not been
formed.

Beginning with the 1994-95 tax increments, the Chico Redevelopment Agency entered into agreements
for the Greater Chico Urban Area RPA with the County of Butte, Butte County Mosquito Abatement
District, the Chico Area Recreation District, the Chico Unified School District, the Butte-Glenn
Community College District, and the Butte County Superintendent of Schools. The agreements call for
payments to the entities for varying amounts.

In 2004, the Chico Redevelopment Agency completed a fiscal merger of its four project areas: Southeast
Chico Redevelopment Project Area, Greater Chico Urban Area Redevelopment Project Area, Central
Chico Redevelopment Project Area, and the Chico Municipal Airport Redevelopment Project Area. As a
result of this fiscal merger and with the adoption of an ordinance to repeal the time limit for incurring
debt (per SB 211), the Chico Redevelopment Agency is now required to make statutory pass-through
payments to all affected taxing entities that do not currently have contractual fiscal agreements. The
statutory pass-though payments are designed to alleviate the financial burden on the taxing entity from the
passage of the SB 211 ordinance.

In 2005, the governing boards of the Chico Redevelopment Agency and the County of Butte established a
joint powers agency known as the Chico Urban Area Joint Powers Financing Authority (JPFA). The
Agency has agreed to contribute up to $1,900,000 annually to the JPFA through the year 2036 to finance
the installation and construction of sewer facilities and improvements in the project area. These amounts
are reported as transfers.
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RISK MANAGEMENT

The Agency is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. The Agency participates in the
City’s self-insurance programs. The City established the general liability and workers’ compensation
liability fund (self insurance funds) to account for and finance its uninsured risks of loss. Under this
program, the general liability program provides coverage up to a maximum of $500,000 for each general
liability claim, and the workers’ compensation program provides coverage for up to a maximum of
$750,000 for each workers’ compensation claim. The City purchases excess insurance coverage to cover
losses over these amounts. For the workers’ compensation program, the excess insurance covers losses
over $750,000 up to State statutory limits. Excess insurance coverage for the general liability program is
described below. Settled claims resulting from these programs have not exceeded the City’s excess
insurance coverage in any of the past three fiscal years.

The City is a member of the California Joint Powers Risk Management Authority (Authority) for liability
insurance purposes. The Authority is comprised of California member cities and special districts
organized under a joint powers agreement pursuant to the California Government Code. The purpose of
the Authority is to arrange and administer programs of self-insurance and insurance for the pooling of
losses and to purchase excess liability coverage. The Board of Directors consists of representatives from
each member entity, with an Executive Committee consisting of the President and Vice President elected
by the Directors every two years, and Executive Committee non-officer positions filled by a permanent
rotation list every two years. Annual deposits are paid by member entities and may be retrospectively to
cover costs. The City self-insures the first $500,000 of each loss. Participating entities share in loss
occurrences in excess of $500,000 up to $5,000,000, and purchase insurance to provide additional
coverage up to $40,000,000. The auto/general liability program of the Authority provides coverage for
comprehensive general liability, personal injury, employment practices liability ($6,000,000 sublimit),
contractual liability, errors and omissions, and auto liability. The City also participates in the Authority’s
auto physical damage program which provides property damage coverage for vehicles valued in excess of
$25,000 and in the Authority’s property insurance program which provides property and boiler &
machinery coverage with a $25,000 deductible per occurrence.

CONTINGENCIES AND COMMITMENTS
The Agency is party to one administrative action brought by the contractor employed by the Agency to
remediate contamination at a site located within the Redevelopment Project Area. As of October 31,

2008 a tentative settlement has been reached wherein the Agency will pay the plaintiff $1,750,000.

Construction and contractual commitments for major construction projects at June 30, 2008 are as
follows:

Chico Urban Area Nitrate Compliance Program: Project is for the installation of sanitary sewer mains,

trunks, and laterals throughout the Chico Urban Area as identified in the Compliance Program Project
Report.
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CONTINGENCIES AND COMMITMENTS (Continued)

A State Revolving Fund loan obtained by the Chico Urban Area Joint Powers Financing Authority
(JPFA) is being used to finance the expansion and will be repaid though dedicated tax increment collected
in the future. Approximately $350,000 has been expended and approximately $51 million will be
expended over then next ten years.

Other construction commitments include the East Eighth Street Reconstruction, Cohasset Road Widening
and Manzanita Corridor Reconstruction: These Projects are funded from various sources including
grants, redevelopment funds and user fees. Approximately $13 million has been expended and
approximately $11 million will be expended over the next two years on these projects.

. RESTATEMENT OF BEGINNING NET ASSETS/FUND BALANCES

At July 1, 2007, the City restated the beginning fund balance due to the reclassification of the following
Funds:

1. $4,195,588 of the Bond Reserves major Debt Service Fund beginning fund balance was
reclassified to the Redevelopment Agency Bonds major Debt Service Fund.

2. $4,429,230 of the Bond Reserves major Debt Service Fund beginning fund balance was
reclassified to the Chico Public Financing Authority Bonds major Debt Service Fund.

3. The 1996 Tax Allocation Revenue Bonds major Debt Service Fund beginning fund balance of
$77,400 was reclassified to the Chico Public Financing Authority Bonds major Debt Service
Fund.

4. The 2001 Tax Allocation Revenue Bonds major Debt Service Fund beginning fund balance of
$43,170 was reclassified to the Chico Public Financing Authority Bonds major Debt Service
Fund.

5. The 2005 Tax Allocation Bonds major Debt Service Fund beginning fund balance of $5,111 was
reclassified to the Redevelopment Agency Bonds major Debt Service Fund.

6. $1,522,083 of the Merged Redevelopment major Capital Projects Fund beginning fund balance
was reclassified to the HRBD Remediation Monitoring major Special Revenue Fund.

7. ($6,844,978) of the Merged Redevelopment major Capital Projects Fund beginning fund balance
was reclassified to the Merged Redevelopment major Special Revenue Fund.
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RESTATEMENT OF BEGINNING NET ASSETS/FUND BALANCES (Continued)

The restatement had no effect on net assets. The restatement of beginning fund balances as previously
reported is presented below:

Merged Merged
Redevelopment HRBD Redevelopment ~ Redevelopment
Special Remediation Capital Agency
Revenue Monitoring Projects Bonds
Fund balance,
June 30, 2007, as
previously reported $ - $ - $ 54808518 $ -
Fund reclassifications (6,844,978) 1,522,083 5,322,895 4,200,699
Fund balance,
July 1, 2007,
as restated $ (6,844,978) $1,522,083 $ 60,131,413 $ 4,200,699

Chico
Public 1996 Tax 2001 Tax
Financing Allocation Allocation 2005 Tax
Authority Revenue Revenue Allocation Bond
Bonds Bonds Bonds Bonds Reserves
Fund balance,
June 30, 2007, as
previously reported $ - $ 77400 $ 43,170 3% 5111  $ 8,624,818
Fund reclassifications 4,549,800 (77,400) (43,170) (5,111) (8,624,818)
Fund balance,
July 1, 2007,
as restated $ 4549800 $ - $ - $ - $ -
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Richardson & Company 550 Howe Avenue, Stite 210

Sacramento, California 95825

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

REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Chico Redevelopment Agency
Chico, California

We have audited the financial statements of the Chico Redevelopment Agency (the Agency) as of and for
the year ended June 30, 2008, and have issued our report thereon dated October 31, 2008. We conducted
our audit in accordance with generally accepted auditing standards and the standards applicable to
financial audits contained in Government Auditing Sandards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Agency’s internal control over financia
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Agency’s
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the Agency’ sinternal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the Agency’s financial statements that is more
than inconsequential will not be prevented or detected by the Agency’ sinternal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’ s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.
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To the Board of Directors
Chico Redevelopment Agency

Compliance

As part of obtaining reasonable assurance about whether the Agency’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. Such provisions include those provisions of laws and
regulations identified in the Guidelines for Compliance Audits of California Redevelopment Agencies,
issued by the State Controller. However, providing an opinion on compliance with those provisions was
not an objective of our audit and, accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

Thisreport is intended solely for the information and use of the management, Board of Directors, and the
State Controller’s Office and is not intended and should not be used by anyone other than these specified

parties. /e £

October 31, 2008
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