El Cajon Community Development Corporation

Comments regarding Blue Ribbon Commission Recommendations and Observations


	Blue Ribbon Commission Report
	Community Development Corporation Comments

	V.
BRC RECOMMENDATION: Suspension of CDC Operations/PBID, which would include the PBID not being recertified.

1. The administrative cost of PBID is excessive, which presents an unsalvageable situation for CDC based on the following analysis:

1.1
For 2009-2010 PBID Analysis, Total PBID Income: $702,669

1.2
For 2009-2010 PBID Analysis, Total PBID Administrative Cost: $316,392 (it represents 45% of the PBID income) (EXHIBIT "3')

1.3 
The suspension of the CDC/PBID would effectively inject over $500,000 into the businesses in that district. We believe that this annual benefit of that amount of savings to the businesses will make them more viable. Reduction of the assessments associated with operating businesses in that blighted district is more likely to encourage new businesses to locate there.

1.4 
We believe the investment of the grant money into an assemblage of land for redevelopment would be a wiser investment. The grants are not being prudently administered, and have not proven to be a good investment for the City. Further, grants by the CDC should be suspended immediately.


	Unaudited number was $702,669. Final audited number was $684,101.09
1.2  For 2009-2010 PBID Analysis, Total PBID Administrative Cost: $291,529 or 42.6% (Exhibit 3) 
1.3 Ideally, a decrease in assessment could result in additional investment in the district, but it is speculative to suggest such.  Nearly ½ of the property owners downtown are not business owners and there is absolutely no guarantee that a reduction in assessment would mean more dollars available to the businesses, nor that the property owners would pass that savings on to their tenants.  Throughout the United States and abroad, PBIDS and BIDS have demonstrated significantly greater success in encouraging business development over downtowns without such districts due to the presence of a well managed, well marketed environment. (Segal). Many property owners do not operate businesses in the district.  It is questionable whether property owners would reduce rents to their business tenants by an amount equal to a reduction in the benefit assessment.
1.4  Incentives available to investors in grant or low interest loan form are consistently proven to attract investment, generate business and provide a good return on investment for cities and redevelopment agencies. While the CDC administers grant programs for the City/RDA the RDA has always had final review and approval of all proposals and dispersals of funds.  The previous grant program structure, agreed upon by both RDA and CDC was not the most effective. In July of 2010 the  RDA and CDC Staff jointly initiated the following important improvements:

· Grants are now only made on a reimbursement basis, based on prior approval of proposed expenses

· Matching Funds are now required – 75/25 (façade) and 50/50 (Business Success Grants) creating an immediate ROI for the RDA

· Only fixed improvements are permitted

· FY2010-11 grants are targeted to stimulating investment in a strategic mix of retail, restaurant and entertainment activities on the ground floor downtown. This strategy will increase economic vitality of the business district over time. 

There is no reason to abandon the grants program and other redevelopment activities in favor of an acquire, scrape and build program. Downtown is a mix of property ownership, in a size and scale, which creates a diverse economic base. Property acquisition and assembly can still take place, and should, but it does not replace incremental economic development in a diversely held context. The property rights and investment opportunity for the diverse group of downtown property owners should be respected. 

	2. 
The City should help facilitate the formation of a Downtown El Cajon Business Association ("BOA") entirely composed of Main Street property/business owners. This would be similar to the La Mesa Village Merchants Association, which has proven to be an effective model. It is also worth noting downtown La Mesa merchants are fighting formation of a City initiated PBID.


	2. There are any number of combinations that will work in a downtown.  The tools of a PBID, BID, Redevelopment area, eminent domain, merchants association and many others are just that – tools in a tool kit for revitalization of a downtown.  Understanding of downtown revitalization strategies and implementation of a program that works on marketing, promotions, special events, design, economic development and community engagement is a comprehensive activity.  Merchant organizations are only a part of the structure and work that needs to be done.  In the evolution of downtown revitalization programs, the work starts at a merchant organization and usually evolves into an organization/s that can handle the broader responsibilities of a comprehensive economic development strategy. Often times, merchant organizations fold into downtown revitalization programs, but sometimes not. At any rate, attention to the comprehensive requirements of a revitalization program is usually addressed as merchant organizations begin to see the need for a fuller more mature effort.  It is not likely that multiple organizations would thrive in downtown El Cajon.  In addition, increased involvement from the property ownership community in organizations such as a PBID increases investment, strategic action and a greater understanding of the local economy and its potential. Well managed private sector activity in addition to public and non-profit action is needed for downtown’s success.

	3. 
Reconsider where "redevelopment" grant funds are spent. We feel that funding should be more closely monitored and be initially approved by an independent advisory board having construction and/or development experience (EXHIBIT "4") and later ratified by elected representatives, rather than delegating the responsibility to an "independent agency" that does not have a vested interest in monitoring costs closely. The redundancy of a staffed CDC-type organization being funded to the level of what exists now is unrealistic for administering $500,000 to $600,000 in annual funding. The $200,000 to $300,000 in salaries and benefits (EXHIBIT "2"), plus $100,000 or more in office expenses are just too much overhead to be supported by even the combination of the PBID and Grant Funding plus their other functions.


	3.  A more streamlined CDC, with a Management Council dominated by property owners would be an excellent start at redefining the CDC’s role.  It is absolutely the case that the PBID management council or board should be elected by the stakeholders and that the board/council membership should reflect those who have the greatest stake.  

In addition, a better understanding of how staffing supports programming is needed.  Salaries, benefits and supporting costs associated with fulfilling the CDC’s mission by rolling out its programs are not classic “overhead” expenses.  Nearly every employee,   even the CDC’s CEO expends a considerable amount of her time in the direct performance core functions of the CDC.  The current CEO possesses a unique qualifications in the area of business recruitment and since her hiring in June 2010 has spent an estimated 20% of her time in business recruitment and economic development activities.  Staff that have the words “manager” or “coordinator” in their position descriptions are directly involved in the delivery of the core services for which the CDC is funded by the City Redevelopment Agency.  There is no “redundancy”  but rather a partnership with the RDA and the RDA has not been staffed with people who could provide these services. In addition, the cost of providing those services through the RDA would be significantly higher and not likely to occur in these economic times.  The independence of the outside non-profit and its separate funding capacities and sources creates a stronger structure,  and one relatively resistant to the economic  uncertainties of government funding.


	4. 
Appoint a board composed of several individuals with business and construction background that would review and recommend grants for approval by the City Council.


	4.  Appointing a grant approval committee composed of several individuals with business and construction backgrounds in addition to the RDA and CDC would enhance the approval process and involve more people in the grants oversight. City Council approval would not be necessary as long as the overall expenditures by the RDA and contract with CDC were approved.  Adding a City Council approval process to the individual grant application would add more bureaucracy and extend the time line for approval – which would cost applicants time and money.  In addition, the City charges for its permits and review process and this would be a disincentive to participation in the grants program.  As long as we are all working within established policy and guidelines, this system should work well for the City, the CDC and the public.


	5. 
Institute alternate City funding of the Car Show (through the new BOA). The City could invest over a five year commitment the following amounts: Year (1) $60,000; Year (2) $50,000; Year (3) $40,000; Year (4) $30,000; Year (5) $20,000 with the expectation that thereafter the car show should be able to fund itself. Car shows would run from April until October every year, approximately 30 shows. Businesses that benefit from the car shows would be expected to assume the leadership of this activity.


	5. 

6.

Management of special events such as the car shows and concert series is complex. Substantial funds are raised by the CDC from the community to support these activities.  We have a small but highly effective special events staff – 1.25 people that run these events and others with the support of numerous volunteers, support from the merchant community and outside sponsors. There is an economy of scale to events management and it is an efficient system.  We are growing special events activities into a year round calendar including a new signature event and a farmers market in the future.  The business owners in the community are involved in determining the events calendar and all the related marketing and promotions activities.  We are investing PBID dollars and money raised from other sources to support the needed expansion of special events marketing and promotions in the downtown area.  It is not the time to scale back and reorganize this effort – especially just as we are achieving a high degree of success and greater self determination by merchants.  We are in the expansion mode for this program area – not the time to cut – our enthusiastic, engaged merchants who are participating expect follow through. 

	6. 
Institute alternate City funding for the Concerts on the Green. Approximately 17 to 18 concerts would run annually from May thru August. The City should underwrite a budget of $20,000 per year and have the same BOA (Business Owners Association) manage it.


	5. 

6.

Management of special events such as the car shows and concert series is complex. Substantial funds are raised by the CDC from the community to support these activities.  We have a small but highly effective special events staff – 1.25 people that run these events and others with the support of numerous volunteers, support from the merchant community, the City and outside sponsors. There is an economy of scale to events management and it is an efficient system.  We are growing special events activities into a year- round calendar including but not limited to a new signature event and a farmers market in the future.  The business owners in the community are involved in determining the events calendar and all the related marketing and promotions activities.  We are investing PBID dollars and money raised from other sources to support the needed expansion of special events, marketing and promotions in the downtown area.  It is not the time to scale back and reorganize this effort – especially just as we are achieving a high degree of success and greater self determination by merchants in our programming.  We are in the expansion mode for this program area – not the time to cut – our enthusiastic, engaged merchants who are participating expect follow through on these plans – not disruption of them.

	7.
Leverage the expertise of the San Diego East County Chamber of Commerce, who knows the local business community better and could possibly provide some part-time administrative assistance. Their office is also well located to serve the downtown area.


	7. The San Diego East County Chamber of Commerce is an excellent resource and CDC should increase partnership with them where it is mutually desirable.  We can certainly try to create mutual benefit from working together and utilizing contacts.  We would welcome some part time assistance at CDC if those resources are available, without compromise to the Chamber’s activities.  While the Chamber’s mission is significantly different from a downtown revitalization program, more collaboration could be a very good thing. We cannot expect the Chamber to focus only on one geographic area – as the CDC does. Nor can we expect the Chamber to reform itself for our purposes. Each type of organization has a different mission, target market, services, and expertise. There is virtually no overlap in services.  CDC has invested into the location it occupies to do the work of downtown revitalization and has 8 years left on a ten year lease. We are looking into revenue raising uses for our space that will help us defer cost and increase connectivity in the downtown community.  We think more collaboration in specific program areas could benefit both groups.     

	VI. RECOMMENDATION NOT TO RECERTIFY THE PBID

1. 
The Council needs to clearly understand the distinction between the "redevelopment" CDC-type activities and the PBID. The PBID by State Law is a property owners association whose owners should dictate how their assessments are spent. It should control and nominate a "management company" to administrate their assessment responsibly and effectively. A review of the state law governing the PBID leaves the BRC believing that the law is violated (EXHIBIT "6'), specifically sections 36614.5, 36615, and 36621), or certainly the spirit of the law is violated, in the composition of the PBID board. There is little control over the board or CEO from PBID assessed property owners.


	1. Property owners should dominate the board of the PBID.  Ideally the PBID Management Council or Board could function in partnership with the CDC Board.  The PBID Management Council or Board would be dominated by property owners and others (City,County)as directed by the Management Plan.  The PBID Management Council or Board would set PBID budget, review activities on a quarterly basis, elect its own members and review accomplishments and annual expenditures. The current Board of the CDC does not adequately involve property owners. A revised CDC structure that includes a Management Council or Board would provide the needed participation and take advantage of existing resources creating good efficiency. Both can work well together. Redevelopment related tasks can be effectively executed by a CDC organization that has an  strong expertise and leadership and an importantly equal PBID Management Council/Board partner. 

	2. 
If the City wishes to have a CDC type organization to assist with the redevelopment of El Cajon, obtaining of grants, etc., then it should not also be the manager of the PBID. These are two entirely different organizations. Hence, the board of directors of the CDC should be replaced with a new type of board to accomplish these goals. It should be comprised of predominately property and business owners in PBID area, developers from inside and outside of El Cajon, commercial real estate brokers, Chamber of Commerce members, financial experts, and those people familiar with budgeting.


	2. Expertise can always grow and diversify within an organization. It is a good thing to cultivate fresh and relevant leadership, while keeping important expertise in place in traditional governance areas such as finance, real estate, business, legal, risk management and human resources.  In addition, downtown revitalization is a science and takes professional expertise that includes background in economic development, planning, design, real estate, marketing, business, finance, transportation, the arts and familiarity and experience with redevelopment, revitalization strategies, organizational development and non-profit management.  A new PBID Management Councilor Board, a solid CDC board and experienced leadership and staffing supported by volunteers and partners will bring the most highly desirable results to our city and to our downtown.  


	3. 
Redefine the assessment areas to create clear reasons to exist among the assessed Stakeholders. Specifically, Main Street is an obvious strip of commercial businesses experiencing specific concerns. Then, a "benefit" can be defined among that group assessment — and allow those people assessed to define how their money is spent. It is specifically apparent that at least 50% of the PBID dollars collected are used for overhead and approximately 25% are spent on Car Shows and Concerts — recognize that the car shows and concerts benefit El Cajon and a very few of the people assessed by the PBID. Little benefit can be identified to Stakeholders assessed outside of the Main Street corridor.


	3. Our new PBID Management Plan proposal makes some district boundary adjustments and consolidates the district into two zones.  Zone 1 is the primary benefit zone and Zone 2 in the secondary benefit zone.  Assessments have diminished for private property owners  by about 11 % across the board, an important change in this market environment.
Our PBID consultant recommended, and we agree, that 2 zones is more appropriate.  Overall, program funding has been allocated to coincide with the recent stakeholders survey, and budget has been trimmed significantly.  We are working on new marketing and clean and safe activities that will improve benefits significantly to both zones, while implementing a decrease in assessments.  

	4. 
It is apparent, if a PBID is recertified, that a "manager" is needed to implement the plan. In this case, we don't find a justifiable reason that the management needs to a "non- profit" to manage. We don't find a reason that this is particularly beneficial. A private sector management company could implement the will of the PBID for a reasonable fee. For a $700,000 annual budget (that is collected by the County assessor), a fee to the manager of 5-10% is a reasonable fee. We believe that a suitable management company could be found that would manage this PBID and that the overhead of the PBID management could be greatly minimized. This could also be an area in which the Chamber of Commerce could assist.


	4. Downtown revitalization is a science and takes professional expertise that includes background in economic development, planning, design, real estate, marketing, business, finance, transportation, urban improvements, the arts and familiarity and experience with redevelopment, revitalization strategies, organizational development, fundraising and non-profit management.  A new PBID Management Councilor Board, a solid CDC board and experienced leadership and staffing supported by volunteers and partners will bring the most highly desirable results to our city and to our downtown.  The non-profit status held by CDC allows for maximum cultivation of sponsorship and charitable contributions to the downtown revitalization efforts. 

	5. 
The City should consider streamlining the zoning requirements, making it less difficult to build. The SPA 182 appears to coincide with the near absence of redevelopment activity. Consider putting on hold any more additional regulations and consider reviewing and changing what is presently in place. Particular attention should be given to commercial real estate brokers with retail/office and redevelopment experience. This recommendation is also applicable to our preferred scenario.


	5. SP182 is the City’s downtown specific plan, up for public comment at this time.  The CDC works with the city to implement whatever plan the community of El Cajon and its elected leadership dictate.  

	6. 
The board should dictate and control board meetings and its agenda, approve all major purchase and lease transactions, sign-off on PBID directors Code of Conduct, and have a say in what's included in the Code.


	6. The CDC has a policy and procedures manual that guides much of the organizations procedures. The executive committee and CEO, with board input as provided,  create the agendas and the Chair of the Board guide the board meetings.  Major purchases have a $2500 guideline for the director, and checks above that amount require two signatures.  A board member code of conduct, signed at the time of joining the board, guides board behavior and commitment and that code can be amended by the board at any time.

	1.1. Observation

The BRC thinks that the CDC expanded beyond the initial scope that was contemplated in 1996. It appears that their effort during the last few years was for the CDC to continue to grow into a separate agency including a redevelopment industry, real estate information services, construction of housing, taking on grant administration for the City of El Cajon redevelopment agency, serving as the agency to set the vision and review process for development within the SPA 182 area, fund raising to further its support, running additionally funded projects for the City, i.e. Lend A Hand etc. Because they have tried to take on too much, the CDC has become ineffective and non responsive to the "property owners (Stakeholders)", and hence has failed to fulfill its primary objective.
	1.1 The BRC is correct in its observation that the CDC has expanded beyond the scope that was contemplated in 1996.  At that time when the first Property Business Improvement District was authorized by the property owners, there was an urgent need to address pressing issues of safety, cleanliness and disinvestment in the downtown area.  After the initial year of the PBID operated by what was then called Downtown El Cajon, Inc., city officials recognized that the existence of an organization focused on improving the physical and economic circumstances in the downtown area could be a key partner with the city to achieve city objectives throughout the redevelopment project area in downtown El Cajon (which boundaries differ from those of the PBID).  This resulted in the Redevelopment Agency contracting with the CDC to assist with community and economic development projects within the boundaries of the RDA. Additionally, the CDC became a CHODO, and added board membership to reflect those requirements.  The CDC is no longer a CHODO and we are working with the City, our PBID consultant and at the suggestion of the BRC and our own staff, recommending a new structure for governance of the PBID in partnership with the CDC.. 

	1.2
Observation

During the tenure of the CDC, the City has subordinated its vision and control of the SPA 182 area in planning decisions to the CDC. This has caused confusion with the few investors and developers interested in spending time and money in the downtown area. The duplication of services essentially added another layer of development review, which is not accountable to elected officials. Leadership of the CDC has been out of touch with the realities of the market place and what downtown El Cajon could realistically support. During the last 15 years, real estate development has never been more active. Essentially, downtown El Cajon missed the entire cycle of development opportunity during the most active market since the City was founded. We believe it specifically was the lack of coordination and the confusion in relating to the development community that did not leverage resources but provided a lack of realistic vision that has stymied redevelopment.
	1.2  The City is clearly in control of the planning for the downtown specific plan area known as Specific Plan 182 (SP 182).  The City has contracted with the CDC to provide design review services within the SP 182 area in accordance with the regulations developed and adopted by the City.
It is important that the City’s redevelopment partners, PBIDs, BIDs, and other organizations embrace a market viewpoint and act with market based approach.  It is also true that organizations – the city and CDC mature in their expertise. CDC has significantly improved our expertise at the CEO level and our background as a board of directors.  Business and property owners who have invested downtown in the last 15 years would not say we missed the entire cycle of opportunity.  Could the RDA and CDC have done more? Possibly. We cannot control the past. We do not have to repeat it.  We can control the future. We can and will be responsive to the market,  partner well, leverage resources, improve expertise and encourage development, investment and dialogue within the downtown district.

	1.3
Observation

The third PBID objective is to deliver services through a cost-effective, non-bureaucratic and easy-to-access organizational structure. This organization is bloated, inefficient, not cost-effective, and particularly not easy to access. It fails this objective completely. The management of the PBID is substantially used as a funding tool for the objectives of the CDC and not primarily to benefit the PBID. The organization was cautioned in December of 2009 (EXHIBIT "10") by their auditor that it had to trim its budgets and activities. At that time, CDC employed, according to its tax return, 38 individuals (EXHIBIT "15").
	1.3 The CDC needs to be a highly responsive, market driven, entrepreneurial, non-bureaucratic organization.  We cannot be a bloated, inefficient organization and must be easily accessed. This is the focus of our new leadership and our Board. Our new CEO has already implemented significant changes in our staffing, cut costs, streamlined processes and is continuing to accelerate those efforts.  She fully understands the organization that is needed to satisfy our property investors, our city and our community and has the experience to implement efficient, effective programs.

The organization structure of the CDC has changed over the years.  As the CDC has taken on responsibilities in addition to management of the PBID, it has been necessary to diversify its staffing to be responsive to the demands embraced when offered by the city and others.  What some might seem non-responsive and bureaucratic, others might describe as appropriately staffed to meet the range of responsibilities placed upon the organization.  The management of the PBID is one very important responsibility of the CDC, but it is not the only one.  The funding received from the PBID special assessment is used to support those activities that benefit the properties within the boundaries of the PBID.  Funding received from other sources is sometimes used to supplement activities that benefit the PBID property owners.  That includes sharing of the overall administrative expenses of operating the CDC.
Exhibit 10 is the Consolidated Financial Statements and Independent Auditors’ Report for the fiscal year ended June 30, 2009 which was actually issued in November 2009, not December as stated in the BRC report.  The reference to a caution by the auditor refers to a statement in the report commenting on actions then being taken by the Board of Directors and management to address the result of the early stages of the current recession in which grant funds and sponsorship income to the CDC was less than expected.  The auditor’s statement was merely that the “ability of the CDC to continue as a going concern is dependent upon the Board of Directors and management’s ability to fulfill these steps.”  In a subsequent letter dated December 3, 2009 from the CDC (Exhibit 11), five specific actions that had been taken to date to address these issues were documented by the CEO.  The subsequent year’s (FY 2009-10) audit [attached to this report] reaffirmed that the Board of Directors and management had taken these comments seriously and demonstrated that as result, the net asset position of the CDC had improved from ($59,834) to $145,440, an overall improvement of over $205,000 in just one year!  Furthermore, the Consolidated Financial Statements notes affirmed that the Board of Directors and management are continuing to closely manage the CDC’s finances by taking the following steps:
· Continue to evaluate the cost of special projects and events to meet with revenue expectations.
· Initiate new special projects which generate diverse revenue streams to meet city and community needs.

· Continue to evaluate personnel costs and staffing structure to appropriately align staffing levels and compensation within revenue expectations.

· Continue to put forth efforts to obtain other income sources of revenue.

· Utilize volunteers for soliciting grants and sponsorships.

· Solicit fees for contract services associated with various programs.

At no time has the CDC employed 38 individuals at one time.  The exhibit referenced in the report was the tax information return for fiscal year 2008-09.  The IRS requires that the form report on the number of employees reported on form W-3, Transmittal of Wage and Tax Statements, filed for the year covered.  There were many part-time employees of the CDC, particularly ambassadors and technicians (who worked on an intermittent basis during the event season).


	1.4
Observation

The CDC is neither accountable nor responsive. The delays in providing records and accounting as detailed in the Barnett Report were ominous; specifically, the delays, repeated incomplete responses, defensive behavior and lack of cooperation were disconcerting. Upon review of the CDC rebuttals to concerns expressed in the Barnett report, we consistently side with the Barnett observations. We find that many of the rebuttals by CDC provide false or misleading information, or information contrary to both Barnett and BRC findings. The BRC experienced the same behavior and delays Barnett experienced during his work.
	1.4   It was unfortunate that an extended absence due to medical reasons of a key employee resulted in an unexpected delay in the CDC’s ability to respond.  CDC management and Board of Directors learned from that experience that some of the observations initially made in the Barnett report were true regarding the need to provide a better backup of that employee.  The CDC is not staffed to be able to both deliver timely and cost-effective services and to be able to respond to requests for information which in many instances dated back more than 10 years.  While on the one hand the BRC observed that the CDC is a “bloated” organization, on the other hand they complain that it was not able to pull together information that was requested to meet its expectations.  At no time was there lack of cooperation.  All requests of the BRC were responded to in the best manner possible given the limitations of staff and time.  


	1.5
Observation

The following comments address some of the concerns raised by the Barnett Consulting report submitted to the City on July 12, 2010. It is apparent that the Barnett report initiated a flurry of defensive responses. We undertook additional research, and have determined that the CDC has a difficult time accepting criticism or for that matter inquiry. Only after considerable effort does it acknowledge infractions, take obvious and immediate corrective action and move on.

One example is the hiring of Ron Sequin, which the Barnett report describes as inappropriate. However, current management provided a justification letter of 8/2/2010 stating that EC Police Lt. Jim Cunningham was the chair of the CDC selection committee and the hiring was not by the CEO. Although that may be true, Claire Carpenter knew she was married to Mr. Sequin and did not appear to clearly disclose that fact. Furthermore, CDC continued in the same letter to claim "safeguards were put in place during Sequin's, Carpenter's husband, employment to assure that he (her husband) did not directly report to the CEO". This appears to have been disingenuous. Note from the EXHIBIT "1" (the flow chart of CDC employees) that the Clean and Safe manager in fact reports directly to the CEO and no one else. When questioned about this, Cindi Fargo admitted that to her knowledge Ron Sequin did report to Claire, and that the present employee chart is the same as it was under Claire as it pertains to this issue.

Part VII of the statements and recommendations of 2006 PBID Management District Plan (EXHIBIT "8') puts forth (very few) rules and regulations that should be considered by the CDC management pending certification. Specifically dealing with Conflict of Interest approximately five years went by and only after scrutiny by the City Council and Barnett was any effort made to begin considering conflicts of interest. One area only has been dealt with so far — nepotism. It is clear that normal "rules of conduct" are pretty easy to adopt from other agencies that have public scrutiny and accountability, the choice has been to do it only when pressed.
	1.5 Human nature demonstrates that it is usually easier to give criticism than to receive it. In hindsight, many people have said that  workshops to address the issues in question early on would have brought more success than the chosen path. It would seem that dialogue and conversation among people of diverse interests could have fostered cooperative solutions with less political and administrative cost. A conversation, not confrontation strategy is always a good choice. 

CDC has been responsive to inquiry during times that included staff transition and other obstacles. Could CDC have been more responsive, possibly.  Could the process have been more positively conducted, possibly.  CDC’s board accepts responsibility for all its actions.

Ms. Carpenter did employ her husband, Ron Seguin as a direct report with the awareness of a previous CDC board.  This direct report situation was not advisable.  Other staff members conducted Mr. Seguin’s  evaluations, however this does not make the hiring as a direct report any more desirable. At the time, there was no nepotism policy at CDC so Ms. Carpenter was not in violation of a CDC policy.
A nepotism policy prohibiting hiring of family as a direct report has been developed by the CDC. This policy was provided to the BRC.  CDC Board members all sign a board policy agreement that addresses conflict of interest and this practice has been in place for years.



	1.6
Observation

The Barnet report concluded that the CDC has confusing, convoluted and at times non-transparent budgeting and management practices; although "the Finance Manager (Michelle Brown) is extremely detailed and knowledgeable, too much reliance is placed on this one individual for this most critical task".

In the CDC rebuttal to the Barnett Report, it denied this to be the case, stating "In the absence of the Finance and Human Resource Manager, any individual with knowledge of generally accepted accounting practices (GAAP) for non- profit organizations would be able to step in and perform daily, monthly and annual bookkeeping entries and produce accurate financial reports". As is the case with all responsibly operating agencies, the CDC has adopted a Sustainability Plan which identifies and provides for the immediate- and short-term continuity for this function".

However, we found the Barnett statement to be entirely accurate, and the statement of the CDC to be unfounded. During our requests for information, it was apparent that the CDC could not reply in the absence of their Finance Manager and the backup staff was unable to assume the responsibilities as chartered. During our review, Michelle Brown took a leave of absence for five weeks. We were told that the answers we sought would not be available until her return. These were questions that were more than accounting issues, such as providing policy manuals.

In addition, nearly every request we made was partially answered. This required a follow-up letter (many times multiple). We were told that Michelle's absence was an atypical circumstance that could not have been predicted. However, the delay in information, the partial and incomplete delivery of information and the reliance on one individual is completely consistent with the comments from the Barnett report.

The CDC states that it has a backup plan for both the long term and the short term interruption, although this was not apparent.

When an accounting staff member was on leave, the CDC failed to produce its internal control policies and financial transactions, despite the presence of an accounting staff.
	1.6  During the unexpected extended absence of Michelle Brown, daily, monthly and annual bookkeeping entries, payroll processing and tax reporting continued.  What was not able to be done during this absence was the compilation of historical information as requested by the BRC.  As the longest tenured employee of the CDC, Michelle has an “organizational memory” that no other employee possesses.  When it came to responding to some of the requests for information that were tendered by the BRC, there simply was no other person who could provide the information.  This was a learning experience for the CEO, a part of her very early tenure.  With the impending retirement of Michelle Brown, it is the opportune time to implement additional changes in policy and accounting. We are dramatically reducing accounting costs, which have been a significant part of our administrative expenses.  We will still maintain state of the art accounting procedures, but will have additional points of access for retrieving information.  The way information is processed and stored will be improved with the intent of maximizing responses to future inquiries, and eliminating our over-reliance on one person.
Over the years, CDC has hired outside accountants and auditors to create our financial statements and conduct our annual audits.  These materials are regularly submitted to the City RDA and are available at any time to anyone. 

	1.7
Observation

The Barnett report concluded "that the CDC Board is left uninformed on crucial financial decisions, resulting in lax oversight", and "Exec Committee makes significant decisions without informing the full board". The CDC rebuttal was "that this statement is without merit of support or fact".

We concur with the Barnett statement. For example, it was discovered that the CDC Board is never consulted and informed as to "facade/business development/business success grants". Any and all decisions are made by the CEO and Redevelopment Agency (now Melissa Ayres, formerly David Cooksey). Even though there are redundant requirements for reviews and records as to what and whom money gets distributed to, there is no real accountability of the process. The board is entirely uninvolved in the oversight of the grants.
	1.7  The CDC continues to disagree with the conclusion that the “Board is left uninformed on crucial financial decisions, resulting in lax oversight.”  The example cited of the façade/business development grants not coming before the Board of Directors for action seems to be a difference of opinion with regard to whether those are “crucial financial decisions.”  The CDC contracts with the City of El Cajon Redevelopment Agency to carry out the façade and business development grant program in accordance with rules and guidelines promulgated by the RDA.  Specific financial limits are prescribed by the RDA, as well as eligibility criteria for grant award.  The decisions involved in awarding of these grants are fairly well hemmed in by the regulations.  These do not rise to the level of significant policy decisions which would normally be the purview of a board of directors.  The RDA has delegated authority its Director of Community Services and likewise the CDC Board has delegated authority to its CEO to following the guidelines prescribed and administer the program as contracted.  The CEO is always accountable to the Board of Directors for her actions.  If any member of the Board were to believe the administration of this program warranted greater accountability, he or she could request that the Board review the actions of the CEO and the full Board would take action as appropriate.  The CDC’s Finance Committee meets on a regular basis, our CFO sits on both the Executive Committee and the Finance Committee as well as our board.  The Finance Committee consists of bankers, real estate professionals, the City RDA, our CFO. our CEO, and our accountant.


	1.8
Observation

The CDC payroll and the results are a poor match. The large amount of money spent on payroll would be better spent attracting major developers and businesses. The smaller businesses should then find it easier to attract customers to the heart of the City. Many of the grants given recently have not helped to further the redevelopment of El Cajon; continuing these failed policies will not guarantee future success. Smaller businesses should be encouraged to apply to banks for loans rather than using CDC grant funds.
	1.8 It is true that more funds can be spent on business recruitment, cultivation of investor prospects and on project activities.  The upcoming PBID budget will reflect these changes.  Our new CEO has extensive expertise and she has already challenged our status quo in this area, improving the dollars hitting the ground for services over staffing.  Grants received have generated substantial return on investment, though that ROI is varied across the projects. Alternative funding and incentives are always a part of successful revitalization programs and should not be eliminated.  We agree that loans are also a good option and will propose a low interest loan program as well. 

	1.9
Observation

BOARD MEMBER RESPONSIBITIES - The CDC Board Handbook (EXHIBIT "9a", page 2, and EXHIBIT "9B", page 2) states (Board Member Obligation), "When an organizational decision has been properly made, it will become a policy that all El Cajon CDC board members must accept. This Board of Directors represents a single entity with one public voice. If a board member does not agree with the decision, he or she should ask that the designated secretary record the disapproval of the motion in the minutes. A member should never publicly discuss his or her disapproval of an approved policy in such a way that is malicious or derogatory toward the El Cajon CDC Board, President, or CEO". Creating a prohibition of dissent, and prohibiting a board member from discussing his dissent publicly is giving way too much power to the CEO. The BRC considers this a troublesome policy.
	1.9  The stated policy of the CDC regarding Board Member dissention has been misinterpreted. Unity behind decisions made by a board of directors is a hallmark of good board behavior.  A good example of this is:  While I personally believe otherwise… our board’s decision was to …. and I support the board’s decision. Respectful behavior during dialogue and dissent preserves civility and encourages respect for one of our basic liberties – freedom of expression.    A clear reading of the statement would show that the emphasis is on the civility of the Board Member in discussing such dissent, advising against discussing the dissent “in such a way that is malicious or derogatory toward the El Cajon CDC Board, President, or CEO.”


	1.10 Observation

It is the opinion of the BRC that there is a conflict of interest when a board member is a recipient of a grant (within 2 years before, during, or after being on the board). We believe that the CDC board has been lax in oversight in many areas; particularly in supervising the actions of staff and CEO in determining what constitutes a legitimate use of grant funds, overseeing the rules of the grant, administration of the grant and reimbursement from the City. The power to annually administer $600,000 of public funds without a board or elected body supervising is not well advised.
	1.10 The RDA and CDC have always worked closely on the grants process.  RDA has final authority on all expenses and  reimbursements.
The grants have always been guided by policy.  The policies have recently been refined by mutual agreement between RDA and CDC.

All grant recipients are asked to commit to being involved in downtown revitalization as a way to further secure their interest in the process and to bring greater results to the RDA’s investment. The RDA staff on behalf of the City has always oversee the public funds entrusted to the CDC and CDC has always demonstrated a high level of accountability.  Please see the earlier question regarding grants. V1.4

	1.11 Observation

BOARD COMPOSITION - The original entity, Down Town Development Inc., was formed in 1996 to "influence the development of Management District Policies, budgets and assessment, but it will not be a legal entity with the ability to implement day to day services".

It consisted of a 7-9 member advisory board that made up of (property owners) Stakeholders within the PBID district. A majority of this Board was intended to be property owners paying assessments within the boundaries of the management district. This board suggested budgets and priorities important to the Stakeholders and the budget was approved by the El Cajon City Council. Subsequently, the budget was managed and implemented by Down Town Development Inc.

At the present time, the board (CDC) consists of 18 members, two of which represent the City and County interests, 1/3 are PBID Business or Property Owners, 1/3 are community representatives and 1/3 are Downtown El Cajon Urban Core residents.

The CDC Board was revised in 2001 as follows:

a.
1/3 is Downtown El Cajon Urban Core residents that we have determined do not even live in the PBID district, have no businesses in the district, nor pay any assessment to the district. They have no "skin in the game". This segment of the board does not have the qualifications or experience to benefit the PBID Stakeholders, nor the City of El Cajon with redevelopment experience.

b.
1/3 is Community Representatives that we have determined do not live, do not have businesses and do not own properties within the PBID district.

c.
1/3 is involved in ownership or businesses that constitute involvement in approximately 2% of the privately assessed PBID property. We believe this to be too low for PBID Stakeholders to consider they have meaningful representation.

Therefore, 2/3rds of the participants responsible for supervision of the CDC have either no qualification to be on the board, nor responsibility to Stakeholders that are paying for PBID assessments as originally defined in 1996.

The 1/3 of the board that are Stakeholders are in no position to have a meaningful way to direct the CDC. The evolution in board composition has created taxation without representation. It is the opinion of the BRC that the original PBID and its management thereof is not representative of today's PBID and lack's the representation of Stakeholders' interests.
	1.11  As noted previously, the CDC has a broad range of responsibilities, including the management of the Property Business Improvement District.  Among those other duties are economic development, overseeing grants from the RDA to provide services throughout the downtown and neighborhood revitalization.  At one time, the CDC was designated as a Community Housing Development Organization under guidelines of the U.S. Department of Housing and Urban Development and the City of El Cajon Redevelopment Agency.  In order to carry out the breath of activities, the governance of the organization has evolved beyond simply a property owner board.  In fact, the HUD requirements for CHDO designation required that at least a third of the governing board reside in neighborhoods that are considered low and moderate income.  The current bylaws of the CDC still reflect that Board composition.  It has been proposed that the bylaws be amended to remove the requirement for residents of low and moderate income neighborhoods.  That will happen before the next election of Board Members in June 2011.  There are currently discussions about the future composition of the Board of Directors and the relationship to the governance of the PBID.  The result of those discussions will inform future decisions concerning other changes to the CDC bylaws related to governance and representation.

	1.12 Observation

There needs to be developers, builders, significant business leaders and most importantly commercial real estate specialists that can bring together the information necessary to determine a realistic vision and know how to implement it. Testimony, particularly by Jim Wood (developer that tried to develop El Cajon Towne Center) and members of the BRC, brought to light that what is needed to redevelop downtown El Cajon are people that bring experience doing just exactly that.
	1.12  We agree that developers, builders and commercial real estate specialists would add a dimension to the Board of Directors that is presently absent.  We encourage people with those backgrounds to seek election to the Board of Directors when the next election cycle occurs from April – June 2011.

	1.13 Observation

It is the opinion of the BRC that the salaries to support the CDC have become top heavy, and CDC is no longer capable of economically managing the PBID. The scheduled payroll for running the 18 employees (without counting three additional unfilled positions) is almost $600,000. This amount of overhead is unrealistic for this size of an operation (EXHIBIT "7").

The CDC has at times raised $200,000 per year in additional funding to spend within the District. However, there is no way of knowing if the costs of raising those additional funds exceeded the funds raised. It is not uncommon when hiring outside "fund raisers" that the seed money and effort expended results in a negative bottom line. The staff time that is allocated to further fundraising, promotions etc., can all easily inordinately disrupt the normal operations. In our opinion, CDC should specifically do what it has been funded to do - manage the PBID; and if the City continues to ask them, to administer grants.
	1.13  The determination of what is “overhead” and what is not is a very precise exercise that involves examining the amount of time an employee spends on activities that provide services and the amount of time he/she spends on activities that support the overall organization.  That can’t be done by taking a simplistic look at an organization chart and saying “this person is overhead, this person is direct services, etc.”  For instance, the present CEO spends approximately 25% of her time in direct discussions with current and potential business owners regarding expanding or locating new businesses within the downtown area. 
The hiring of outside fundraisers is not an ongoing practice, nor will it become so.  The CDC raises money through its grant proposals, sponsorships,  its upcoming booster program . Other innovative fundraising and resource development activities are under consideration, along with cost cutting measures to help us raise more and spend less. 

	1.14 Observation

No policy exists for conflict of interest when serving as a member of the Board. Board members should sign statements acknowledging their fiduciary responsibilities and potential conflicts of interest.
	1.14  Board Members are given a Board Manual at the beginning of each fiscal year which contains a summary of duties and responsibilities of Board Members and various organization policies which apply to both Board Members and staff of the CDC.  Board Members are then required to sign a statement acknowledging receipt of such policies and agreeing to carry out their duties in an appropriate manner. 


	1.15 Observation

The Board has an insufficient range of experience in downtown business development. It is missing expertise in finance, commercial real estate knowledge, audit, leadership and executives specializing in non-profit, as well as insufficient representation of the Stakeholders.
	1.15  The composition of the Board of Directors changes annually with the election of new members.  Currently, the Board consists of several people with current or past backgrounds in finance and real estate, including property owners and investors.  Many of the current Board members serve or have served on other non-profit boards.  One current Board Member has a masters degree in non-profit management.  Future Board Member elections will encourage people who have specific expertise identified as lacking to run for a term on the Board.


	1.16 Observation

No credible evidence was produced to substantiate the Board's effectiveness in introducing and approving key policies.
	1.16  We are not sure how to respond to this. Our board recently created and adopted a Nepotism Policy, is working on organizational restructuring, and has leadership that will bring development of key policies to our agenda when needed. 

	1.17 Observation

The Blue Ribbon Committee has recognized some dubious conditions when looking into the Board and Executive Board practices. At times there were no prepared agenda or minutes. There is no indication the board questioned management about significant budget deviations. It is apparent that the board members either do not possess adequate financial skills or the structure of the organization does not permit this scrutiny and subsequent dialogue. The Board has often been excluded from the approval of negotiated contracts.
	1.17  All meetings of the CDC Board of Directors and its committees and task forces, including the Executive Committee, have written agendas.  The Board and all committees have written minutes of all meetings.  Those minutes are presented at each subsequent meeting for approval and all committee minutes are provided to the full Board of Directors at the regular meetings of the Board so that all Board Members can be aware of actions taken by the various committees.  It is true that prior to the findings of the Barnett Report, the Executive Committee did not have formal minutes prepared.  That practice has changed effective in September 2010 and the few subsequent meetings have had written minutes prepared.   A financial report is made at each regular meeting of the Board by the Chief Financial Officer.  Board Members ask questions which are answered as appropriate by the CFO, CEO and Finance & HR Manager.  Authority to approve some contracts is delegated to the CEO with the approval of the annual budget by the Board of Directors.  Other contracts come before the Board on a case by case basis for review and approval.


	2. 
Key Performance Indicator: PBID Performance
2.1 
Observation DISTRICT CONFLICT OF INTEREST
The PBID district was expanded to include more assessable properties adding a further dissimilarity of types of properties (Stakeholders needs became dissimilar). We are concerned that the CDC/PBID has become mostly focused on Main Street. The value of the CDC/PBID is questionable once you leave Main Street. If the PBID is to be renewed for another term, it would be worthwhile to establish the benefits to each portion of the district and determine how all Stakeholders can be benefited. Recent changes in CDC grant philosophy as to what type of businesses are eligible for grants have further discriminated against most anyone but retail sales generators locating on Main Street.

Furthermore, it is apparent that the Stakeholders have not been given financial information that is cogent, simple to understand, and relevant as to where their PBID money is being spent. It is the opinion of the BRC that the accounting is as stated in the Barnett report — convoluted and difficult to understand. The Stakeholders have not had adequate accounting provided them for their evaluation. The information that we have does not provide what would be normally expected of a management company. Management functions for similar organizations, like owners associations, managers of buildings, merchants associations etc., are issued line item budgets, expenditures and variations from budgets. No such document exists for the PBID; the various expenses and functions have costs arbitrarily spread that can't be specifically tied to PBID benefits. The PBID could be outsourced and administrated by a company specializing in management services, i.e. homeowners' association managers do similar administration of assessed fees. A normal management fee is in the range of 5-10% of collected assessments. Because of the difficulty differentiating bookkeeping practices, it appears that more than 50% of the PBID costs are directly associated with "overhead" functions. The PBID budget is largely ignored as an agreement with the Stakeholders.
	2.1  New PBID framework for zones 1 and 2 will enhance benefits and reduce costs across the board by about 11% on average. Dissimilar stakeholder needs are often faced by PBIDs and as a result the zone concept is implemented.  We are increasing services in both zones, with targeted benefits identified to provide better return to the investors.  We will continue to work on benefit development as we undertake the new management plan.  Certainly more can be done.
Grant philosophies have been explained elsewhere are strategic to this year’s recruitment priorities and are not discriminatory. RDA funds should be used to provide positive interference with the marketplace (retail, restaurant, entertainment), and not used where the marketplace is in good function.  Additionally RDA funds should be used to help further the RDA’s mission of downtown enhancement as described in its planning documents and policies.

Stakeholders have access to all CDC financial information at any time.  We have provided many formats of the data in an effort to help each inquirer see the information presented in a fashion they can most easily understand. 

We are continuing to improve accounting and administrative procedures as a part of good management practices.  We have a strategic plan, a work plan, detailed budgets and good accounting practices.  Overhead has been addressed previously. 

	2.2
Observation

The PBID Stakeholders no longer control the board or budgets. It is questionable whether or not the first directive (Create and manage programs that best respond to the top priorities of District property owners) can be achieved under the current make up of the board. The Stakeholders on the Board represent less than 3% of the private paying owners in the district. In referring to the controlling legislation from the State of California defining PBID Law, (specifically sections 36614.5, 36615 & 36621b(3), it appears that the law, or certainly the spirit of the law, is being violated in that the Owners association is clearly not being represented by the owners that legally formed the association (EXHIBIT "6")
	2.2  The Board of Directors of the CDC is composed of a range of Board Members as prescribed in the organization’s bylaws. These Board Members represent three categories as noted in observation 1.11.  Under the present makeup of the Board, property owners within the boundaries of the PBID do not “control” the board or budgets.  This has been the subject of much discussion and scrutiny and is being changed both for the purposes of removing the category of Board Members representing low and moderate income neighborhoods, and for the future governance of the PBID.  It is anticipated that future makeup of the CDC will consist of a majority of the Board Members being property owners from within the PBID boundaries.   

	2.3
Observation

Community Representatives and residents (not living in the PBID district) unduly control the board.
	2.3  See responses to Observations 1.11 and 2.2.

	2.4
Observation

The Chamber of Commerce has no representation. This arguably would be a key source for business needs or for those looking to relocate to the downtown area.
	2.4 The San Diego East County Chamber of Commerce has worked cooperatively with the CDC on many issues.  The previous CDC CEO was a Board Member of the Chamber of Commerce.  The current CDC Board has a Member who is a Past Chairman of the Chamber.  The Chamber has been involved with the Economic and Arts Development Committee.  The then-Chairman of the Board of Directors of the Chamber of Commerce was a very active member of the CDC’s CEO search committee. We look forward to the Chamber’s continued and enhanced participation on our board and committees.


	2.5
Observation

The "services" being delivered by the successor to the management company (CDC) are not cost effective, they are bureaucratic and they are not easy to access through the CDC organizational structure.
	2.5 Under our current leadership, the CDC has demonstrated a highly responsive style, interest in eliminating unnecessary bureaucracy, belt tightening measures, and practices to increase our cost effectiveness.  We have reorganized and are continuing that reorganization.  We recognize that leadership transitions offer opportunity for new examination and change, and are responding in that light.   

	2.6
Observation

The CDC (management company) has become the main objective of the PBID organization. The CDC has branched out where the interests are to grow the organization, not simply mange the PBID.
	2.6  See response to observation 1.1.

	2.7
Observation

The accountability stated in the fourth objective, although embellished from the inception (stating open access to Board meetings, elections to the board and board records) is not apparently the case. The fact that only Michelle Brown can answer most of the financial questions put to the CDC is indicative that the records are not readily available and not easily intelligible to a Stakeholder or board member upon observation.
	2.7  All meetings of the Board have been open to the public and in accordance to the Brown Act, an opportunity is provided at each meeting for non-Board members to address the Board on any item not listed on the agenda.  The annual elections are open to any person who meets the category of Board membership as prescribed in the CDC’s bylaws.  All financial records are available for review.  The compilation of historical financial information in a way that was not part of the original financial reports does require the skill of someone like Michelle Brown who knows where to locate the original source documents.


	3. Key Performance Indicator: Marketing and Programs
3.1
Observation - CAR SHOW AND CONCERTS

The limited benefits of the concerts and the car show specifically benefit the City of El Cajon and the restaurants on Main Street. While the BRC supports the continuation of these activities, those merchants that benefit from them would better administrate the funding of these activities. We are recommending that a Downtown Business Owners Association be formed in the absence of a PBID. This would consist entirely of business operators or property owners engaged in business in the Downtown District. Presently, the CDC spends at least $150,000 of the PBID, or approximately one fourth of the PBID budget, on these two items. The City of El Cajon annually contributes approximately $135,000 from property assessments to the PBID. Considering the recommendations listed below, the City would recognize over $50,000 in savings during the first year.
	3.1 We have answered this previously in this document.  The budget numbers provided in the report and incorrect. The assumptions that the city could provide these services for less is not valid. Please see previous items on Car Show and Concerts. 

	4. Key Performance Indicator: Grant Projects

4.1
Observation

The determination of who should be assisted with loans and grants needs to be intrinsically limited to businesses that will benefit the City. Since funds are always limited, it needs to be handled like an investment in the City. We believe that a business approach is necessary to get positive results. Many of the grants do not appear to be administered by anyone with experience in evaluating business plans. It seems questionable based on outcomes that a "business plan approach" is even considered by CDC.

It is the opinion of the BRC that much of the grant money has not been wisely invested into the community, and that the City have little expectation of benefit from many of the grants. Additionally, the overhead involved with its distribution is excessive. We studied ten grants. The BRC believes there are significant administration flaws in every one of them.

4.1.1 Omni Graphics, 260 W. Douglas Avenue.

a.
Facade Grant in the amount of $29,760. Approved in 2008 and constructed in 2009 with final reimbursement in 2010.

b.
Summary - Total exterior improvements, encompassing 3 sides of the building or 100 ft. instead of the 25 ft. frontage.

c.
Observation — If the CDC had paid for the front only, it would have granted less than $4,000. In order to get this grant, did the property owner, Rick T. Sweeney put up any of his own money?

The arbitrary definition by the CDC confounds both common sense and the dictionary. This building is not on a corner. The applicant received 100% of the facade funding when only 25% would have been a reasonable expectation. Even though more than one bid was produced in the file, we secured additional bids and determined that inadequate bidding was evident. Additionally, it would appear that the CDC and the applicant were unaware that much of the money spent on electrical work was available through retrofit electrical lighting from SDGE. Little or no money should have been spent for this entire line item of over $7,000.

The CDC states in their grant applications that El Cajon businesses should be used for work funded by the CDC, when in fact (partially in the Omni case and in several others we spot checked), contractors and suppliers within El Cajon City were not preferred, and contractors and suppliers from outside the City did much of the work.

The recipient of the grant has been in the sign business for 25 years and according to their web site, which includes the depiction of their own sign, manufactures and installs signs. It chose to outsource and pay a San Diego company to manufacture and install a sign from a competing company on their El Cajon business. This sign cost the City of El Cajon $3,940.00. This is an example of an expenditure that should not have been allowed.

Thirdly, during the grant application process, the applicant must state IF they are willing to serve on a CDC committee. As in the case of Omni Graphics, there is an expectation that IF you get a grant that YOU WILL serve on a board or committee of the CDC which can easily create a conflict of interest. When we asked about the propriety of a CDC board member receiving a grant, we were told that there is "no conflict of interest" because the Board doesn't know anything about where the grant money goes, therefore there is no conflict of interest.

Observation. There is no policy about board members receiving money from the CDC constituting conflict of interest — the BRC believes there is a conflict in this instance and the absence of a policy stating so is troublesome.
	4.1  The entire grant program has had a thorough revamping since the grants listed here were made. The grants program administered by CDC is in partnership with the RDA.  CDC does not make policy, but follows policy direction in partnership with the RDA.  Bids were provided as required by existing policy. All grants were reviewed and approved by the RDA. Business plan evaluation is a part of the current process and the CEO is qualified to review business plans and to guide people in their proper development.  It is true that many of the previous grant policies may have needed to be stronger, but those were the policies and the CDC acted accordingly.  New expertise at the RDA and CDC has recognized the need for this tune up and acted accordingly.  Please see previous items where grants, the justification for their existence and the anticipated results have been discussed.  There is nation-wide recognition of the benefits of well managed grant programs used as development and investment incentives. CDC’s explanation of the term “façade” would be upheld in any examination of façade grant policies undertaken elsewhere. It is not legal for the RDA to require that only local businesses be able to bid on contract work. Encouragement to serve on a board, committees or be involved in the downtown revitalization program is a part of standard developer agreements, including those administered by the City’s RDA.  CDC will be happy to take direction if given, to eliminate this from the grant program expectations. Minimum 3 year leases are required to be in place prior to funding.  We are working to create “clusters” of uses and to support their development through marketing, promotions  and special events. In addition, we cannot require that a business owner retain ownership, as that restricts financial ability. In the case of a business for sale that had received a grant, we worked closely with the prospective owner on the transaction and made them aware of the grant obligations.  This particular sale was due to health and family hardship.   The BRC report is somewhat contradictory where it states that it is “not prudent” to give a grant to an office business “that contributes nothing” and then also states that CDC/RDA are discriminating for not making those funds available to offices.  We have difficulty responding to these conflicting comments.
Each of the grant summaries listed below is incomplete in its description of the process, outcome and incorrect in many of its assumptions. All of the program expenses covered were allowable, at the time.  We will be happy to go over in detail with each person who wants to look at the grant files. Again, it is important to confirm that grant procedures have already changed as a result of collaboration between the RDA and CDC under their new leadership.  
We think that we can track return on investment , and “before and after”, etc. more successfully, to provide a stronger, more accurate picture of the results of RDA investment.

	4.1.2
Russell Stringer, dba Clip Barber Shop, 340 No. Magnolia Ave.

a.
Business Recruiting Grant - $10,180.30.

b.
Summary - There was $11,000 invested in improvements, and the owner was reimbursed $10,180.30. This includes the following: coffee maker, cups, coffee, creamer, calculator, cash register, towels, booster seat, and miscellaneous supplies.

c.
Observation — These are ineligible expenses. In a case such as this, perhaps the owner should have applied for a small business loan rather than a grant.
	

	4.1.3
Russell Stringer, dba Clip Barber Shop, 340 No. Magnolia Ave.

a.
Facade Grant - $4,021.66

b.
Summary — Awning to cover 20' of facade; no funds invested by business owner

c. Recommendation - The City should get a percentage of the gross when the owner has made little or no investment. The CDC should only grant money when a return is realistically forthcoming from the business in the form of sales tax or increased property taxes.
	

	4.1.4
Quizno's, 124 W. Main St.

a.
Business Success Grant - $5,875.

b.
Summary - Grant paid for outdoor furniture. Grant paid for delivery vehicle branding wrap, which was ordered from a company in Denver, Colorado and installed by Custom Auto Wrap in Lemon Grove.

c.
Observation — 1.) Outdoor furniture - Good use of grant money since outdoor dining should be encouraged; 2.) Whenever possible, goods should be purchased from El Cajon vendors; i.e. could Omni Graphics, 260 W. Douglas have done this job?
	

	4.15
Tawi Investments, LLP, 220 W. Main St.

a.
Facade Grant - $30,000.

b.
Summary - Facade was upgraded to create three storefronts for future businesses, which have not materialized. Awnings were paid for and have now been removed (see EXHIBIT "13" pictures). It is the opinion of the BRC that the owner of the building owes the city a refund for not leaving the improvements intact that were supposed to improve the appearance of the building within the District. The owner is an absentee owner, who used out of town contractors to complete their work.

c.
Observation - Leases should be in place before grants are approved. Items paid for should be in place.
	

	4.1.6
Pacific Health Systems, 161 E. Main Street

a.
Facade Grant-$30,000.

b.
Summary - Copies, supplies, phone installation, security system installation and digital control unit for phone system were listed under facade improvement.

c.
Observation - The property looks fine from the outside. However, many of the items should be been ineligible for reimbursement.
	

	4.1.7
Pacific Health Systems, 161 E. Main Street

a.
Business Success Grant - $30,000

b.
Summary - Furniture was paid for through grant

c.
Observation — These are ineligible expenses
	

	4.1.8
Dance Conservatory of Southern California, 237 E. Main St.

a.
Business Success Grant-$30,000.

b.
Summary - Business moved here based on the existence of the Performing Arts Center.

c.
Observation — The CDC should facilitate symbiotic relationships among similar businesses.
	

	4.1.9
My Daily Deli, 330 N. Magnolia Ave.

a.
Business Success Grant - $30,000

b.
Summary - Business did not succeed more than a few months. Estimated project cost was $30,694 and the estimated investment by the owner was $6,000

c.
Observation — Businesses/owners need to be effectively qualified. Those who are underfunded or inexperienced should not be given grants. The CDC is acting as a venture capitalist representing the taxpayers of El Cajon, and as such, needs to be more prudent in its investments.
	

	4.1.10
Sal Silva 360 W. Lexington Ave. #100

a.
Business Success Grant-$22,444.90.

b.
Summary - Reimbursement was for furniture, computers, software, and miscellaneous supplies.

c.
Observation - These are all ineligible expenses. The location of this office does nothing to promote businesses downtown. This business does not generate sales tax. Why was there a grant issued in this case?
	

	When Kathi Henry was quizzed about a City return on investment from the $15,000,000 (the City spent $27M from 2005-2010) or so that has been spent by the CDC/PBID (EXHIBIT "4'), she stated that increased revenues from sales tax certainly could not attest to a return, and she did not know as to the property tax benefit. However, it is the BRC's opinion that the monies expended have not been wisely spent and that the City has not enjoyed a reasonable return on investment. In this particular case and many others, the nature of the business does not create significant sales tax.

The BRC feels that the City Redevelopment Agency funds are being spent without regard to "return on investment". The City and PBID Stakeholders have little to show for the $15+ million dollars CDC PBID has spent during the last 15 years. Unless a significant change in policy is put into place, there can be no expectation for a different outcome by doing more of the same. It is evident that sponsoring weak businesses that fail only reinforces the perception that downtown is a poor location to open a business.
	

	4.2
Observation - Amended Grant Administration Goals

It appears the CDC's new main goal is filling the vacancies in downtown with retail tax generating businesses. While this sounds like a good idea, you must have the market to support retail. Just because a policy states retail does not mean retailers will come, or survive once they get there. Free market and economics are the deciding factor in tenant activity. This new policy has left several viable businesses that were in the process of signing leases and applying for grants out in the cold.

One example of this is Intero Real Estate Services, a fast growing real estate office with 20+ employees. Sandy Miller had been working with Roberto Garcia since last June. She was originally going to open her business in Rancho San Diego, but decided to move her business to the downtown El Cajon district as a result of the opportunity to receive a grant. She went through all the steps, signed a lease, and put down a $3,500.00 deposit. After all was completed, Ms. Miller went back to the CDC for an orientation and was told that she was no longer eligible. CDC told her it was the City Council's decision and to take it up with them.

Another example was an insurance agency with currently 15 employees looking to move downtown. They also spent time in orientation, filled out applications; put together business plans only to have the door close. They were also told that they would no longer qualify. They wasted a significant amount of time and energy preparing their business to qualify for a grant. Evidently, the CDC ran out of grant funds, compounded by the change in policy approved by Cindi Fargo and Melissa Ayres (did the CDC board ever consider this?).

This policy that has been put into place will bring negative results to the City, as it is missing opportunities to fill vacancies and help building and business owners. Furthermore, the grant money being spent is going to businesses with little or no significant retail. If the City is to continue investing redevelopment grant money, proper evaluation should be made regarding the market and how to strategically invest in viable businesses. Whether it is an office with 20 employees, retail or a restaurant, the focus should be demand /opportunity driven. Restaurant and storeowners would love the extra couple of hundred people walking around downtown at lunchtime that office uses could provide.
	4.2 CDC has conducted reliable market analysis which has lead to our retail recruitment strategy.  Our entire Economic Development Committee and many of our board attended this strategy development workshop and participated in market analysis with a highly experienced economic development consultant over two days in late 2010. The market analysis does support the recruitment effort. We have tied the incentives and strategies to the market analysis and the RDA support. 
We interviewed Sandy Miller in responses to the report.  She profoundly denies that she told anyone that CDC told her “it was the City Council’s decision and to take it up with them”.  She expressed displeasure at being misquoted and did not appreciate being used for the purpose of discrediting the CDC.  We continue to assist her husband with locating in the downtown and have a very cordial relationship with them.

The grants criteria were being reworked by the CDC and RDA between July and Nov. 2010. CDC maintained a mailing list of interested candidates, and following completion of the guidelines offered 3 large workshops and many individual and group orientations and consultations that continue to occur.  We did inform prospects about the new guidelines once they were finished, however that does not make the change any better for them, it just helps them understand and appreciate our direction.  Grant funds were fully encumbered at the end of the previous fiscal year and there were no funds available until new contracts were signed between the RDA and the CDC and new guidelines were completed.  The CEO and the RDA Director and their staffs have collaborated closely on this process and are understood to have the authority to act on this matter on behalf of their board and council. 

	5.
Key Performance Indicator: Redevelopment Activities thru CDC Performance
5.1
Observation - Redevelopment Project

One of the examples that can be cited is the Wisconsin Cottage Project. This is what happens when a CEO and a board does not have the proper experience to undertake a development project. Additionally, when the group has no financial responsibility in the business, it spends redevelopment funds in a fashion that generally ends up with disastrous results like this project. The CDC, whose prime job is "managing the PBID", undertook the development of a residential project. This should have been done by private developers with equity invested. The intention to create "low income" housing was misguided, because the size, design and cost of the housing were never priced to meet the definition of "low income housing". The cost of administration and construction resulted in costs that ran significantly higher than privately completed projects during the same time period. The lack of cost control and supervision ended up costing the redevelopment agency/City over $1,300,000 in losses to create 7 houses — a loss of over $200,000 per home. The economy was also a problem, but not the root of the problem.
	5.1  The RDA and CDC embarked on this project jointly and while it did cost more than originally expected, CDC has consistently been told by City leadership that they still believe this was a good investment.  We have been informed by staff that the project was offered to local developers who rejected the opportunity.  The project is well built and well maintained and has created an additional neighborhood in the downtown area.
The CDC is no longer a CHODO.

	5.2
Observation - Example of Lost Opportunity

According to the testimony of Jim Wood, the developer that tried to bring a big box user to El Cajon Towne Center, Claire Carpenter had her own idea of how he should develop his property. Unfortunately, he spent over three years trying to work with her, during which time she used CDC funds (PBID) to hire an architect to design his project in a fashion that was not only uneconomic but also for which there was no market. Ultimately, it was a bad experience; he sold the project at a loss and moved on. When questioned by the BRC as to what El Cajon could do to promote redevelopment, his answer was clear: a. provide a clear vision of what the City wants and; b. have enough sense to know what the marketplace can support. It was his opinion that neither existed.

Mr. Wood made it clear that developers will follow opportunity. Given an opportunity to make a profit, talent and capital will be attracted from near and far. He stated that the higher sales taxes, coupled with higher-than-usual fees even within El Cajon (because of PBID assessments), causes redevelopment to have further impediments. When direction by CDC was given to chase tenants that were not "in the marketplace actively looking for a location like El Cajon", it rendered the project an impossible task to complete with any probability of a profit. Hence, Mr. Woods decided to leave town. It was his contention that redevelopment will only happen when the potential users "looking" in the market are matched with opportunity to locate at a price they can expect to realize a profit. So, there are two levels of reality for the developer and the tenant. CDC has failed to recognize either of these realities. In actuality, the CDC may have only effectively helped weak tenants climb the stairs of the gallows.

So, coupled with the transition of Downtown Development Inc to CDC and the rise in control that the planning department delegated to CDC, both provided an impediment to redevelopment of Downtown El Cajon. Additionally, the PBID Stakeholders lost a clear voice in determining how assessment monies were spent. CDC went from an organization charged with "managing the PBID" to an organization that during one year, according to its tax return, had 38 employees. Presently it has about 18 employees.
	5.2 The CDC’s current leadership does not know Mr. Wood and does not have the adequate information to respond to his comments.  We do understand that often times revitalization organizations can be fully up to date with market vision and reality.  There are also times where this is not so.  The City was in complete control of this potential project and of its outcome. We have not interviewed Ms. Carpenter for her version of what happened. We do believe in opportunity for development projects in the downtown, and in the power of public –private partnerships to make investment happen. We are currently in conversations with developers and investors about downtown projects. Mr. Woods is correct in his statement that redevelopment happens when potential uses looking in the market are matched with an opportunity to locate at a price they can expect to realize a profit.  There are many ways we can improve development opportunity. PBID fees have never been cited as a deterrent in our development conversations, in fact the reverse, as well managed and marketed districts decrease some of the risk associated with development therein. 

	6.
Key Performance Indicator: Economic Justification
6.1
Observation
The auditor outlined in the 2008-2009 Audit, seven steps necessary for "the ability of the CDC to continue as a going concern is dependent upon the Board of Directors and management's ability to fulfill these steps" (see EXHIBIT "10'):

6.1.1 Negotiate with its lenders to extend the maturity dates of its loans. 6.1.2 Evaluate the cost of special projects and events to meet with revenue expectations.

6.1.3 Evaluate personnel costs to either eliminate and/or reduce positions to part-time status.

6.1.4 Seek tenants to sublet office space.

6.1.5 Solicit advertising income from advertisements placed on the CDC's website.

6.1.6 Utilize volunteers for soliciting grants and sponsorships.

6.1.7 Solicit fees for contract services associated with various programs.
	6.1  The BRC misunderstood the Consolidated Financial Statements and Independent Auditors’ Report for the fiscal year ended June 30, 2009 (see EXHIBIT 10).  The note which listed seven steps to improve the financial position of the CDC was prepared by CDC management, not the auditor.  The comment regarding “the ability of the CDC to continue as a going concern is dependent upon the Board of Directors and management’s ability to fulfill these steps” was from the auditor.  As noted in the response to observation 1.3, the Board and management of the CDC not only took these steps seriously, but the financial results for the CDC for the year ended June 30, 2010 improved by an increase in net assets by more than $205,000, from ($59,834) to $145,440. CDC leadership has continued to address improving our financial picture, volunteer development and income potential.

	6.2
Observation
The CEO followed up with a letter of December 3, 2009 (see EXHIBIT "11') that enumerated five steps to respond to the auditors concerns.

6.2.1 Evaluated and eliminated 14 special events.

6.2.2 Evaluated and eliminated 2 management positions.

6.2.3 Ongoing effort to sublet office space, sell web advertising space and utilizing volunteers to solicit grants and sponsorships.

6.2.4 Purchased equipment to immediately implement fee for service contacts for the Clean and Safe program.

6.2.5 Hired part-time, bonus based membership coordinator to sell benefits, i.e. fee for service contracts through the Clean & Sale program, sponsorships and memberships to our Community Builders program.

However, it is apparent that with these warnings, nothing meaningful has been accomplished to get the CDC on track. During this same period of time, the CDC increased their office size and corresponding rent/overhead. The staff list provided us scheduled 31 employees with a payroll of approximately $650,000 at the time of the audit. Even though the staff level has been trimmed to 18 employees, the present burn (payroll only) rate is still approximately $600,000 per year (EXHIBIT "9").
	6.2  See response to observations 1.3 and 6.2, above.  The list of 31 employees showed all persons who had been employed by the CDC during the year, not the number employed at any one time.  Many of the 31 were hourly, intermittent employees who were employed for very limited time periods for specific functions.

	6.3
Observation
a. For 2009-2010 PBID Analysis, Total PBID Income: $702,669

b. For 2009-2010 PBID Analysis, Total PBID Administrative Cost: $316,392 (it is 40% of the PBID income)
	6.3 We have answered this question elsewhere in this document.

	6.4 
Summary
It is apparent that the auditor's recommendation, the CEO partial recognition of the auditor statement did not change the outcome. The administrative cost is excessive, which presents a situation whereby the CDC is incapable of efficiently and economically serving to manage the PBID.
	6.4 We have continued to effectively manage the PBID district, providing excellent services, staffing responsiveness and results.  We can continue to improve, to restructure and to become more efficient and effective in our service delivery. Please see our current annual report for the recent accomplishments of the ECCDC. 
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