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Description/Analysis

Issue: The audit firm of Macias Gini & O’Connell LLP has audited the financial statements of
the Sacramento Housing and Redevelopment Agency (SHRA) and issued its unmodified
(clean) opinion that these documents for the year ending December 31, 2014 are fairly
presented in accordance with Generally Accepted Accounting Principles (GAAP) in the United
States of America. The CAFR is presented in a standard format prescribed by the
Government Finance Officers Association (GFOA).

The CAFR is organized into three major sections. First is the Introductory Section with a
transmittal letter summarizing economic conditions, budget initiatives, etc. Next is the
Financial Section which is comprised of the Management Discussion and Analysis (MD&A),
which provides a narrative 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:

Sacramento Housing and Redevelopment Agency
Housing Authority of the City of Sacramento
Housing Authority of the County of Sacramento
Norwood Avenue Housing Corporation (NAHC)
Sacramento Housing Authority Asset Repositioning Program, Inc. (SHARP)
Sacramento Housing Development Corporation
o Riverview Plaza Associates
e Shasta Hotel Corporation
o Shasta Hotel Investors Partnership

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 an
administrative activity and is not considered a project under CEQA per the Guidelines
Section 15378(b).

Sustainability Considerations: Not applicable.

Other: The proposed action is an exempt activity pursuant to 24 Code of Federal
Regulations 58.34(a)(2) & (3) and further environmental review is not required under the

National Environmental Policy Act (NEPA). 2 of 242



Commission Action: At its meeting of July 15, 2015, the Sacramento Housing and Redevelopment
Commission received the attached report. No specific action was required.

Rationale for Recommendation: This item is for information only and no action is required.
Financial Considerations: This is an informational report only.

LBE/M/WBE/Section 3 and First Source Considerations: Not applicable.
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INVESTING IN COMMUNITIES

June 22, 2015

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, 2014.

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, 2014,
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 unmodified opinion that the Agency’s financial statements as of and for the year
ended December 31, 2014, 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
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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. The
MD&A complements 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, 2014 at 475,122 for
the City and 1,454,406 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 manage 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 is not included in the
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. Also in 2012, the Agency assumed administration of the Emergency
Solutions Grant (ESG) and Shelter Plus Care (SPC) programs from the County of Sacramento.

The governing board of the Agency is the Sacramento Housing and Redevelopment Commission
(Commission). The Commission’s 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 each13 .
[0}



Agency member and the Commission has operational authority within the budget and policy direction
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, as amended by GASB Statement
No. 39, Determining Whether Certain Organizations Are Component Units, and GASB Statement No.
61, The Financial Reporting Entity: Omnibus, 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 Dollars (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 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 Housing Authority of the City
of Sacramento is legally obligated to finance any deficits of SHDC. Also, the Executive Director of the
Agency 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, 2014, 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:

14 of 242
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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.

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.

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 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.

Budget

The annual budget of the Agency, consisting of the operating and project budgets, is adopted on a
calendar year basis. Prior to December 25", 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.

Annual operating budgets are adopted on a modified accrual basis for all debt service funds, Local Tax
Special Revenue funds, Community Services and Housing Special Revenue funds, except for the City
Housing Successor, County Housing Successor, 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 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.

FACTORSAFFECTING 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.
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L ocal economy

Like most cities in the country, Sacramento continued its modest economic recovery in 2014. As of
June 2014, unemployment for the Sacramento metropolitan area and Sacramento County was 6.9%
and 7.1%, respectively, compared to 8.4% and 8.7%, respectively, as of June 30, 2013. According to
the latest University of California, Los Angeles Economic Forecast, recovery in California is expected
to continue in 2015.

While there is an expectation of continued economic recovery and growth, recent economic data
indicates that economic growth in the Sacramento region will be slow, and will continue to generally
lag behind national trends and other areas of California. It is encouraging that the latest edition of the
Brookings Institution Metro Monitor (September 2014) showed growth in employment in the first two
quarters of 2014 along with higher housing values.

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 the 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 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
continuing support of the efforts of Sacramento Steps Forward 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.
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2014 Accomplishments

Despite the slow recovery of federal funding sources, the Agency’s performance continues to be
regarded as a model for best practices in affordable housing preservation and production through
successful public-private-nonprofit partnerships. Those accomplishments are worthy of recognition.

Affordable Housing (new construction/renovation/completed)

e Completed renovation and/or construction of seven multi-family developments providing 643
units of affordable housing:

o Township 9

o Garden Village

0 Ridgeway Studios
o0 Washington Plaza
0 GlenEllen

o Greenway Village
0 Los Robles

Affordable Housing (under construction/renovation/financed)

e Began this year or will commence early next year on 668 units of affordable housing including
12 single family homes:

700 K Street

Curtis Park Court Apartments
Woodhaven Apartments
Sierra Vista Apartments
Sutterview Apartments

Del Paso Nuevo IV

O 0O O0OO0OO0Oo

e Provided $37 million in Mortgage Revenue Bonds, and $24.9 million in multifamily loan
assistance for affordable housing rehabilitation/construction.

e Approved financing for 60 families for Homebuyer and Mortgage Credit Certificate Programs.
e Managed a $281 million portfolio of over 1,400 loans.

e Monitored 396 single family regulatory agreements and monitored compliance of more than
1,100 single family home loans.

Neighborhood Stabilization Program (NSP)

We are continuing to administer Sacramento’s federal NSP 3 funds which are being used to rehab
homes in low income communities that were severely impacted by the housing crisis.
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Specifically, we are working with VVolume Builders to rehabilitate multiple properties and in 2014:

e 18 homes were rehabbed and sold under NSP 3, and nine more are currently being rehabbed or
are on the market for sale.

e Under our Property Recycle Program, nine of 19 homes are expected to be released to a
developer by the end of 2015 for rehab and will then be sold at affordable prices.

Commercial/Infrastructure and public facilities (completed/under construction)

e Completed new construction of the Louise A. Perez Community Center, a public-private
partnership that provides residents with convenient access to services, programs resources and
employment opportunities.

e Completed the first of three phases to rehabilitate and preserve the Bing Kong Tong building in
Isleton which will eventually be restored as a community gathering place and museum of
Chinese and Chinese American culture and history in the Delta.

e Began design and environmental work for a new Dos Rios Light Rail Station at 12™ Street and
Richards Boulevard. The light rail stop planned for this location will eventually provide
convenient access for residents within walking distance of the Twin Rivers public housing
community and surrounding areas.

e Completed the Franklin Boulevard Streetscape improvement project and began construction on
the Old Florin Town Street improvement project to create safer pedestrian access and attract
more customers to local businesses along Franklin Boulevard and Old Florin Town.

e Completed the Femoyer Avenue streetscape project which improves connectivity, to the
Mather community and neighborhood schools, as well as access to future development
opportunities.

e Providing funding for design work with construction to begin next year on:

Meadowview Traffic Signal Project

Colonial Heights Improvement Project

South Sacramento Lighting Project

Walnut Grove ADA Restroom Project

Rio Linda Community Center Rehabilitation Project

O 0O O0OO0Oo

Job Creation and Employment Opportunities

Our work to produce a