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overview of the financial statements and compares changes from year to year.
The basic financial statements follow the MD&A and report the financial position
and results of operations of SHRA as a whole and the financial performance of
SHRA'’s governmental funds, proprietary funds and component units. Footnotes
to the financial statements are included to provide additional information. Lastly,
the Statistical Section provides information on selected financial, demographic,
and operating trend information.

The audit includes the following entities and specified funds:

e Housing Authority of the City of Sacramento
e Housing Authority of the County of Sacramento
e Norwood Avenue Housing Corporation (NAHC)
o Phoenix Park |, L.P.
o Phoenix Park Il, L.P.
e Sacramento Housing Authority Asset Repositioning Program, Inc.
(SHARP)
e Sacramento Housing Development Corporation
o Riverview Plaza Associates

Policy Considerations: There are no policy implications as a result of this
informational report.

Economic Impacts: Not applicable.

Environmental Considerations:

California Environmental Quality Act (CEQA): The proposed action is
exempt from environmental review as an administrative activity under the
California Environmental Quality Act (CEQA) per the Guidelines Section

15378(b).

Sustainability Considerations: N/A
Other: The National Environmental Policy Act (NEPA) does not apply.
Commission Action: At its meeting of June 19, 2013, the Sacramento Housing

and Redevelopment Commission received the attached report. No specific action
was required.
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Rationale for Recommendation: This item is for information only and no action
is required.

Financial Considerations: There are no financial considerations associated with this
informational report.

M/WBE and Section 3 Considerations: The items discussed in this report do not
involve federal funding; therefore, there are no M/WBE or Section 3 requirements.

Respectfully Submitte
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INVESTING IN COMMUNITIES

June 14, 2013

City Council, Housing Authority

of the City of Sacramento
Board of Supervisors, Housing Authority

of the County of Sacramento
Sacramento Housing and Redevelopment Commission
Sacramento Housing Development Corporation
Sacramento, California

State law requires that the Sacramento Housing and Redevelopment Agency (the Agency) publish a
complete set of financial statements presented in conformity with accounting principles generally
accepted in the United States of America (GAAP) applied to governmental entities. The financial
statements are to be audited by certified public accountants in accordance with auditing standards
generally accepted in the United States and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. Pursuant to
that requirement, we hereby issue this Comprehensive Annual Financial Report (CAFR) of the Agency
for the year ended December 31, 2012.

Management assumes full responsibility for the completeness and reliability of the information
contained in this report. To provide a reasonable basis for making these representations, Agency
management has established a comprehensive internal control framework that is designed both to
protect the Agency’s assets from loss, theft or misuse and to compile sufficient reliable information for
the preparation of the Agency’s financial statements in conformity with GAAP. Because the cost of
internal controls should not outweigh their benefits, the Agency’s comprehensive framework of
internal controls has been designed to provide reasonable, rather than absolute, assurance that the
financial statements will be free from material misstatement. As management, we assert that, to the
best of our knowledge and belief, this financial report is complete and reliable in all material respects.

The Agency’s financial statements have been audited by Macias Gini & O’Connell LLP, a firm of
licensed certified public accountants. The goal of the independent audit was to provide reasonable
assurance that the financial statements of the Agency as of and for the year ended December 31, 2012,
are free of material misstatement. The independent audit involved examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement
presentation. The independent auditor concluded, based upon the audit, that there was a reasonable
basis for rendering an unqualified opinion that the Agency’s financial statements as of and for the year
ended December 31, 2012, are fairly presented in conformity with GAAP. The independent auditor’s
report is presented as the first component of the financial section of this report, which can be found on

pages 1 and 2.
801 12™ Street
Sacramento, CA 95814
www,shra.org



Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s report
and provides a narrative introduction, overview, and analysis of the basic financial statements.
MD&A complement this letter of transmittal and should be read in conjunction with it.

PROFILE OF THE AGENCY

The Agency is located in Sacramento, California. The City of Sacramento, established in 1849, serves
as the capitol for the State of California and is the center of state government. Sacramento also serves
as the seat of Sacramento County government. It is the sixth largest populated city in California and
continues to see a migration of people from the San Francisco Bay Area and Southern California. The
State of California Department of Finance estimates the population on January 1, 2013 at 473,509 for
the City and 1,445,806 for the County of Sacramento. Sacramento encompasses 99 square miles and
is located in the northern section of California’s burgeoning Central Valley. Sacramento is a charter
city and operates under a Council-Manager form of government.

The Agency is a joint powers authority formally created in 1982 (but operating since 1973) to provide
common professional staffing to the City and County of Sacramento to administer and mange its
housing authorities and the city and county federal housing and community development entitlement
funds. The Agency is a separate legal entity and is not a component unit of the City or County of
Sacramento. The Agency receives no City or County general funds and SHRA is not included in
Comprehensive Annual Financial Report of either the City or County of Sacramento.

The members of the joint powers agency included the City and County of Sacramento, the Housing
Authorities of the City and County of Sacramento and the Redevelopment Agencies of the City and
County of Sacramento. On February 1, 2012, all Redevelopment Agencies in the State of California
were eliminated and replaced with a Successor Agency responsible for the wind down of former
redevelopment agency activities and obligations. On February 1, 2012, the legal and treasury
functions related to the administration and management of the former redevelopment activities and
payment of debt for the former redevelopment agencies of the City and County of Sacramento were
assumed within the City and County management structure. However, all housing assets and housing
functions of the former redevelopment agencies were assumed by the Housing Authority of the City
and the Housing Authority of the County to be staffed, managed and administered by the Agency

The Agency serves as the fiscal agent/administrator and provides the exclusive staffing for the
Housing Authorities of the City and County of Sacramento. The Housing Authorities of the City and
County were formed in July 1939 and June 1940, respectively. Additionally, since June of 1982 the
Agency administers and manages the federal Community Development Block Grant Programs
(CDBG) and Home Investment Partnership Programs (HOME) for the City and County of
Sacramento. In 2012 with changes to federal regulations related to Homeless Continuum of Care
funding, the Agency assumed administration of Housing Opportunities for Person with AIDS
(HOPWA), a federal grant program from the County of Sacramento.

The governing board of the Agency is the Sacramento Housing and Redevelopment Commission
(Commission). The Commission authority to approve housing related projects, programs and budgets
is limited to what is delegated to them by the governing boards of the Agency members. The City
Council, serves as the City Housing Authority and the City Redevelopment Agency Successor Agency
governing boards and retained the power to approve City housing related projects, programs and
budgets. The County Board of Supervisors, serves as the County Housing Authority and the County
Redevelopment Agency Successor Agency governing boards and retained power to, approve County
related housing agenda items. The Commission also serves in an advisory capacity for each Agency
member and the Commission has operational authority within the budget and policy direction
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approved by the City Council and County Board of Supervisors.

The Agency has defined its reporting entity in accordance with Governmental Accounting Standards
Board (GASB) Statement No. 14, "The Financial Reporting Entity," which provides guidance for
determining which governmental activities, organizations, and functions should be included in its
reporting entity. The component units discussed in the following paragraphs are included in the
Agency's reporting entity because of the significance of their operational or financial relationships with
the Agency. Blended component units, although legally separate entities are, in substance, part of the
government’s operations. The discretely presented component units are reported in a separate column
in the government-wide financial statements (see note below for description) to emphasize that they
are legally separate from the Agency. Complete financial statements of individual component units can
be obtained from the Finance Department of the Agency.

Blended Component Unit

Foundation Uniting Needs and Deollars (FUND, Inc.) - A nonprofit corporation established to
maintain or aid charitable activities serving the public. It is a component unit of the Agency because
the purpose of this corporation is to promote and support the activities and programs of the Sacramento
Housing and Redevelopment Agency. The Board of Directors of FUND, Inc. is comprised of the
members of the Commission. Acting in its capacity as the Board of Directors, the Commission
approves the FUND, Inc. budget. The Executive Director of the Agency serves as the Executive
Director of FUND, Inc.

Discretely Presented Component Units

Sacramento Housing Development Corporation (SHDC) - A nonprofit public benefit corporation
created to serve as the general partner of Riverview Plaza Associates (RPA). It is a component unit of
the Agency because the governing board of the SHDC is comprised of the members of one of the
governing boards of the Agency, the County Board of Supervisors. The Redevelopment Agency of the
City of Sacramento is legally obligated to finance any deficits of SHDC. The Executive Director of the
Agency also serves as the Executive Director of SHDC. SHDC is the General Partner of the following
limited partnership:

Riverview Plaza Associates (RPA) - A California limited partnership created to provide
affordable housing to seniors with limited income. One of the governing boards of the Agency
(the County Board of Supervisors) serves as the Board of Directors of the general partner. The
Housing Authority of the City of Sacramento serves as the limited partner. Additionally, through
contractual arrangement, the Agency is responsible for all financial matters including
management of daily operations. Finally, the Agency has historically contributed funds to cover
obligations of the RPA, to the extent that RPA revenues are inadequate. During the year ended
December 31, 2012, the Agency did not contribute to RPA.

Shasta Hotel Corporation (Corporation) - A nonprofit corporation with a governing board
comprised of Agency staff and representatives of selected nonprofit housing and social service entities.
It is a component unit because the general partner’s governing board members serve at the direction of
the Executive Director of the Agency, and through contractual arrangements, the Agency is
responsible for financial and operational matters of the Partnership. The Corporation is the General
Partner of the following limited partnership:

iii



Shasta Hotel Investors Partnership - A California limited partnership created for the purpose of
constructing and operating an 80 unit rental housing project in Sacramento, California. The
Partnership is comprised of the following two entities: (1) Shasta Hotel Corporation, as managing
general partner and (2) Norwood Avenue Housing Corporation, a California nonprofit public
benefit corporation as limited partner.

Sacramento Housing Authority Asset Repositioning Program, Inc. - As a nonprofit public benefit
corporation, the Sacramento Housing Authority Repositioning Program, Inc. (SHARP), was formed
for the purpose of serving as the general partner of the entity that will own, rehabilitate and operate
former public housing properties acquired through HUD’s assets demolition and disposition process.
The purpose of SHARP is to allow the Housing Authority of the City of Sacramento and the Housing
Authority of the County of Sacramento to leverage private sector capital to make improvements to
housing inventory removed from the federal Public Housing program through HUD’s asset disposition
process. SHARP will be closely controlled by the Housing Authority of the City of Sacramento and
the Housing Authority of the County of Sacramento and board members will be appointed by the
Agency’s Executive Director. Assets transferred to SHARP will be rehabilitated through various
financing structures including the use of limited partnerships that will be able to benefit from the use
of tax credit financing.

Norwood Avenue Housing Corporation (NAHC) - A nonprofit public benefit corporation with a
governing board comprised of three Agency staff appointed by the Executive Director of the Agency
and two community representatives. It is a component unit because through contractual arrangements,
the Agency bears some responsibility for financial and operational matters of NAHC, as well as having
the ability to impose its will on the NAHC. The NAHC is the General Partner of the following limited
partnerships:

Phoenix Park I L.P. (PPI) - A California limited partnership created for the purpose of providing
low- income housing to the poor and distressed by developing, financing, constructing,
rehabilitating, owning, maintaining and operating a rental housing project. The project consists of
178 units located in Sacramento, California. PPI has a Managing General Partner, Norwood
Avenue Housing Corporation, a California nonprofit public benefit corporation; MMA Special
Limited Partner, Inc., a Florida corporation, as Special Limited Partner;, and MMA Financial
Warehousing, LLC, a Maryland limited liability company, as Investor Limited Partner.

Phoenix Park II L.P. (PPH) - A California limited partnership created for the purpose of
providing low- income housing to the poor and distressed by developing, financing, constructing,
rehabilitating, owning, maintaining, and operating a rental housing project. The project consists
of 182 units located in Sacramento, California. PPII has a Managing General Partner, Norwood
Avenue Housing Corporation, a California nonprofit public benefit corporation; and MMA
Financial Institutional Tax Credits XXVIII, LP, as an Investor Limited Partner.

Budget. The annual budget of the Agency, consisting of the operating and project budgets, is adopted
on a calendar year basis. Prior to December 1, the Executive Director submits a proposed operating
budget to the governing bodies for review and approval. The budget is legally enacted through
passage of resolutions prior to January 1 of each year. The budget adoption resolution specifies that
the legal level of budgetary control is at the fund level. Budgeted expenditures represent original
appropriations adjusted by supplemental budgetary appropriation amendments.
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Annual operating budgets are adopted on ‘a modified accrual basis for all Debt Service funds, Local
Tax Special Revenue funds and Housing Special Revenue funds, except for the Revenue Bond
Program and FUND, Inc. Project budgets are adopted for the Agency’s major special revenue funds,
City and County HOME, for the duration of the project which may extend over several years. The
adopted project budgets for the Community Development and Revenue Bond Program Special
Revenue funds and for the Capital Project funds are adopted on a project length basis. Additionally,
although not legally required, the Agency adopts annual budgets for the Enterprise, Internal Service,
and certain Component Unit funds.

FACTORS AFFECTING ECONOMIC CONDITION

The information presented in the financial statements is perhaps best understood when it is considered
from the broader perspective of the specific environment within which the Agency operates.

Local economy.

The California State University Sacramento College of Business Administration reports that more than
two years into the local recovery, the Sacramento economic outlook continues to improve, albeit at a
moderate pace, as expected. The regional unemployment rate improved to 9.8% in the latest reading
(November 2012), down from 11% a year ago (Figure 1). This compares to 9.6% for California and
7.4% for the United States (unadjusted). This drop in the local unemployment rate has come through
both a gain in nonfarm payrolls and a shrinking of the labor force. The government sector, even after
shrinking through spending cuts and layoffs in recent years, still accounts for nearly 28% of the local
labor market. While government spending stayed largely intact during the early days of the economic
slowdown, the eventual sharp tax revenue decline and fiscal shortfall made spending cuts inevitable,
leading the government sector to shed the most jobs of all the major sectors post-recession.

Long-term financial planning

Recognizing an emerging trend toward economic instability on a national and local level, the Agency
adopted conservative fiscal strategies in anticipation of a progressive decline in resources. In 2008 the
Agency began to restructure and re-engineer the organization which entailed an analysis of span of
control (number of employees reporting to management), process improvements, adjusting service
level expectations and implementing initiatives that streamline and consolidate services and functions.
Many of the initiatives have been implemented and have resulted in a much more cost effective and
efficient organization. Had the Agency not implemented a timely response at the first signs of these
fiscal challenges, our current budget situation would have required a more drastic approach.

Some of the guiding principles used to develop the Agency's budget include:

e Protecting "core services" to the greatest extent possible, with delivery of housing programs,
public services and capital projects being a major priority;

e Managing program activities by focusing on the efficiency of program delivery and the
maximization of results;

e Consideration of the long term financial sustainability;

e Using partnerships with community based organizations and private entities whenever
practical; and

e Developing budget plans that deal with the immediate needs of the Agency and employ
strategies that address the long-term needs of the communities we serve.



Relevant financial policies

The primary sources of non-local revenue are from numerous programs sponsored by the U.S.
Department of Housing and Urban Development (HUD). The federal government continues to revise
HUD practices, programs and overall appropriation levels. Since 2008, the Agency has administered
$56 million in funds authorized under the Housing Assistance Tax Act of 2008 and the American
Recovery and Reinvestment Act of 2009. The majority of these funds have been expended for their
intended purpose which was to stabilize the local real estate market and stimulate job creation through
the completion of capital projects. To this end, the Agency has developed a comprehensive strategy
and implemented specific programs targeted at the purchase, rehabilitation and sales of foreclosed
properties in critical geographic areas throughout the City and County of Sacramento. The Agency is
in the process of closing out the last phases of these one-time federal grant funds.

The demand for affordable housing in Sacramento City and County, and in the entire Sacramento
region, has increased with the slow housing recovery and as unemployment and household income
remains stagnate. In turn, this trend has put pressure on the rental market and has increased the demand
for affordable housing.

The Agency is committed to increasing the supply of affordable housing and has worked closely with
the City and County in the development of inclusionary ordinances, the development of a ten year plan
to end chronic homelessness, and other policies that will help increase rental housing production and
homeownership opportunities.

As a lender and developer, the Agency strives to efficiently manage its resources in order to address
the range of need and reach special populations, the workforce population, and those who are moving
out of the rental market and buying their first homes.

Locally, the elimination of redevelopment has resulted in the loss of approximately $54 million
annually to the Sacramento region. Assembly Bill x1 26, enacted on June 29, 2011 for the express
purpose of eliminating California redevelopment agencies, was upheld by the California Supreme
Court on December 29, 2011. Accordingly, as of February 1, 2012, all redevelopment agencies in
California, including the Redevelopment Agency of the City of Sacramento and the Redevelopment
Agency of the County of Sacramento, ceased to exist and successor agencies were appointed to wind
down the affairs of the former redevelopment agencies.

At the federal level, the emphasis on reduced spending for "discretionary” programs, which began in
2011 and continued in 2012, leaves a high level of uncertainty for 2013. The proposed budget for 2013
was developed based upon the multiple proposals put forth by the President and the various
committees within congress. Based upon that information, federal funding for 2013 would be
relatively status quo compared with 2012; however, the approach of the "fiscal cliff' at the end of 2012
and the across the board cuts of sequestration that apply under current law to the 2013 federal budget
offer little in the way of certainty. Given the wide range of possibilities regarding federal funding, we
do not expect to gain certainty about next year's federal funding levels until later in 2013.



INITIATIVES

The Agency will continue to partner with the City and County of Sacramento to initiate projects and
programs that maximize affordable housing opportunities for low-income, very low-income, and
extremely low-income households and revitalize low-income communities. A major focus of our
housing initiatives will be the development of housing for the chronic homeless and the rehabilitation
and replacement of single-room occupancy (SRO) units in the City of Sacramento. We will also
continue strategies to eliminate blight and revitalize low-income communities, older commercial
corridors, and converted military bases. Our initiatives include infrastructure and community facility
improvements, financial assistance for commercial development, homeownership and housing
rehabilitation assistance, and intervention to transform troubled rental properties into safe and
affordable housing that complements the surrounding neighborhoods.
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AWARDS AND ACKNOWLEDGEMENTS

Certificate of Achievement for Excellence in Financial Reporting

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Agency for its comprehensive
annual financial report for the year ended December 31, 2011, This was the Twentieth consecutive
year that the Agency has achieved this prestigious award. In order to be awarded a Certificate of
Achievement, a government must publish an easily readable and efficiently organized comprehensive
annual financial report. This report must satisfy both generally accepted accounting principles and
applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requircments and we are submitting it to the GFOA to determine its eligibility for another certificate.

The preparation of this report could not be accomplished without the efficient and dedicated services
of the entire staff of the Finance Department. Their dedication to professional excellence is reflected
in an improved comprehensive annual financial report. We would also like to commend the Agency's
Commission, the City Council and the County Board of Supervisors for their interest, support of this
substantial effort, and shared commitment to assuring the financial viability of the Agency which
remains progressively committed to meeting the economic, redevelopment and housing needs of the
communities we serve.

Respectfully submitted,

DONALD CAVIER
Director of Finance
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internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions. The financial statements of the Hotel were not audited in accordance with Government
Auditing Standards.

Opinions

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the Agency as of December 31, 2012, and the
respective changes in financial position, and, where applicable, cash flows thereof for the year then ended
in accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matters

As discussed in Note I (B) to the financial statements, in 2012 the Agency adopted new accounting
principles, GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 and AICPA Pronouncement, and GASB Statement No. 63,
Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net Position.
QOur opinion is not modified with respect to this matter.

As discussed in Note IV (E) to the financial statements, as of February 1, 2012, redevelopment agencies
in Califoria, including the Redevelopment Agency of the City of Sacramento and the Redevelopment
Agency of the Connty of Sacramento, were terminated and successor agencies were appointed to wind
down the affairs of the redevelopment agencies in accordance with the provisions of Assembly Bill X1
26. The City and County of Sacramento elected to serve as successor agencies for purposes of winding
down the affairs of the former Redevelopment Agency of the City of Sacramento and the Redevelopment
Agency of the County of Sacramento, respectively. The Housing Authority of the City of Sacramento
and Housing Authority of the County of Sacramento were appointed to serve as successor agencies for
purposes of winding down the remaining housing obligations of the former Redevelopment Agency of the
City of Sacramento and the Redevelopment Agency of the County of Sacramento, respectively. Our
opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and the schedules of funding progress, listed as required supplementary
information in the table of contents, be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other



knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Agency’s basic statements. The introductory section, combining and individual fund
statements and schedules, Schedule of Annual Contribution Contracts for Capital Fund Program (CFP),
American Recovery and Reinvestment Act (ARRA), ROSS Public Housing Self Sufficiency (FSS),
ROSS Service Coordinator (SC) Programs and Choice Neighborhood Initiative (CNI) grant, and
statistical section are presented for purposes of additional analysis and are not a required part of the basic
financial statements.

The combining and individual fund statements and schedules and the Schedule of Annual Contribution
Contracts for Capital Fund Program (CFP), American Recovery and Reinvestment Act (ARRA), ROSS
Public Housing Self Sufficiency (FSS), ROSS Service Coordinator (SC) Programs and Choice
Neighborhood Initiative (CNI) grant are the responsibility of management and were derived from and
relate directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied by us in the audit of
the basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to preparc the basic
financial statements or to the basic financial statcments themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the combining and individual fund statements and schedules and the Schedule of Annual Contribution
Contracts for Capital Fund Program (CFP), American Recovery and Reinvestment Act (ARRA), ROSS
Public Housing Self Sufficiency (FSS), ROSS Service Coordinator (SC) Programs and Choice
Neighborhood Initiative (CNI) grant are fairly stated in all material respects in relation to the basic
financial statements as a whole.

The introductory and statistical sections have not been subjected to the anditing procedures applied in the
audit of the financial statements and, accordingly, we express no opinion on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 14, 2013
on our consideration of the Agency’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant 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 or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Agency’s internal control over
financial reporting and compliance.
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Sacramento, California
June 14, 2013
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Sacramento Housing and Redevelopment Agency
Management’s Discussion and Analysis

For the Year Ended December 31, 2012
(dollar amounts expressed in thousands)

This portion of the Sacramento Housing and Redevelopment Agency’s (Agency) annual
financial report presents a narrative overview and analysis of the Agency’s financial
activities for the year ended December 31, 2012, Please read this in conjunction with the
transmittal letter at the beginning of this report and the Agency’s financial statements
following this section. All dollar amounts are expressed in thousands unless otherwise
indicated.

FINANCIAL HIGHLIGHTS

Governmental ~ Business-type
Activities Activities Total

Net position:

Net investment in capital assets $ 52,784 $ 163,561 $ 216,345

Restricted 129,376 6,836 136,212
Unrestricted 175,243 22,176 197,419
Total net position $ 357,403 $ 192,573 $ 549,976

s The assets of the Agency exceeded liabilities at the end of the 2012 year by $549,976
(net position). Of this amount, $216,345 is net investment in capital assets and
$136,212 is restricted to specific purposes (restricted net position). Of this amount
$5,693 was restricted for Housing Choice Vouchers, $1,715 for debt service, $247 for
housing operations and $128.,405 for community development. The unrestricted net
position of $197,419 consists of amounts that are committed or assigned to capital
projects and unassigned amounts.

e The Agency’s total net position, excluding discretely presented component units,
increased over the course of the year by $119,141 to $549,976. The net position of
governmental activities increased by $122,439, and the net position of business-type
activities decreased by $3,298.

» As of December 31, 2012, the Agency’s governmental funds reported combined fund
balances of $167,769, a decrease of $182,377 for the year due primarily to the
elimination of redevelopment.

o The capital assets of the Agency are primarily the property of the Agency’s two
Housing Authorities and the net position will reflect positive balances long into the
future because of this.

OVERVIEW OF THE FINANCIAL STATEMENTS

This 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 basic financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.
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Sacramento Housing and Redevelopment Agency
Management’s Discussion and Analysis (Continued)
For the Year Ended December 31, 2012
(dollar amounts expressed in thousands)

Government-wide Financial Statements are designed to provide readers with a broad
overview of Agency finances, in a manner similar to a private-sector business.

The statement of net position presents information on all Agency assets and liabilities,
with the difference between the two reported as net position. Over time, increases or
decreases in net position 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 net position changed
during the most recent fiscal year. All changes in net position 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 (e.g., grant revenue, accounts payable and
earned but unused vacation leave).

Both of these government-wide financial statements distinguish functions of the Agency
that are principally supported by intergovernmental revenues (governmental activities)
from other functions that are intended to recover all or in part a portion of their costs
through user fees and charges (business-type activities). The governmental activities of
the Agency include a variety of federal, state and local housing programs, community
development programs funded by the federal government, including the City and County
Community Development Block Grant Program (CDBG), community social service
programs, and capital projects which include acquisition and construction of major
capital facilities.

The business-type activities of the Agency consist of assisted housing, which includes
public housing subsidized by the Department of Housing and Urban Development
(HUD), locally funded housing projects, and units subsidized by the State of California’s
California Housing Finance Agency. In addition, the Housing Authority operates the
Housing Choice Voucher (formerly Section 8) Program.

Component units included in the Agency’s basic financial statements consist of legally
separate entities whose inclusion is necessary for the fair presentation in accordance with
generally accepted accounting principles. Included within this grouping are: Sacramento
Housing Development Corporation, Shasta Hotel Corporation, Sacramento Housing
Authority Asset Repositioning Program, Inc. and the Norwood Avenue Housing
Corporation.

The government-wide financial statements can be found on pages 24 - 25 of this
report.

Fund Financial Statements are groupings of related funds that are 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 finance-related legal compliance. All of the funds of the Agency can be

divided into two categories: governmental funds and proprietary funds.
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Sacramento Housing and Redevelopment Agency
Management’s Discussion and Analysis (Continued)
For the Year Ended December 31, 2012

(dollar amounts expressed in thousands)

Governmental funds arc used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements.

However, unlike the government-wide financial statements, governmental funds 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 the Agency’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing 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
governmental funds and governmental activities.

The Agency maintains 119 individual governmental funds. Information is presented
separately in the governmental funds balance sheet and in the governmental funds
statement of revenues, expenditures and changes in fund balances for the City and
County HOME funds and the City Housing Successor Capital Projects fund as each is
considered a major fund. Data from the other governmental funds are combined into a
single, aggregated presentation. Individual fund data for each of these nonmajor
governmental funds is provided in the form of combining statements elsewhere in this
report.

The governmental funds financial statements can be found on pages 26 - 29 of this
report.

Proprietary funds include two different types of funds. Enterprise funds are used to
report the same functions presented as business-type activities in the government-wide
financial statements. The Agency uses enterprise funds to account for City and County
Public Housing Authorities’ operations, locally funded housing projects, units funded by
the State of California’s California Housing Finance Agency and the Housing Choice
Voucher program. Internal service funds are an accounting device used to accumulate
and allocate costs internally among the Agency’s various functions. The Agency uses
internal service funds to account for the internal support services of administrative
divisions, payroll, SHRA administration building and self-insurance. Because these
services predominantly benefit governmental rather than business-type functions, they
have been included with govermmental activities in the government-wide financial
statements.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The County Housing Choice Vouchers and the County
AMP 5 funds are considered to be major funds of the Agency.
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