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WHITE NELSON DIEHL EVANS LLP

Certified Public Accountants S&&Consultants

INDEPENDENT AUDITORS' REPORT

The Board of Directors
Hesperia Housing Authority
Hesperia, California

We have audited the accompanying financial statements of the governmental activities and each major
fund of the Hesperia Housing Authority (a component unit of the City of Hesperia) as of and for the year
ended June 30, 2018, and the related notes to the financial statements, which collectively comprise the
Authority’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
erTor.

Auditors’ Responsibility

Our responsibility is to express opinions on these basic financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the State Controller’s Minimum Audit Requirements for California Special Districts. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the Authority’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Authority’s 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.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of the Hesperia Housing
Authority as of June 30, 2018, and the respective changes in financial position for the year then ended in
accordance with accounting principles generally accepted in the United States of America.
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison schedules identified as Required Supplementary
Information (RSI) in the accompanying 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 RSI 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.
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December 18, 2018



MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the Hesperia Housing Authority’s (Authority) financial
performance provides an overview of the Authority’s financial activities for the fiscal year ending
June 30, 2018. Please read it in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

The Authority’s net position decreased by 13% or approximately $2.0 million from
June 30, 2017. The decrease is due to selling two properties at a combined loss of $1.9 million.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Position
and the Statement of Activities provide information about the activities of the Authority as a
whole and present a longer-term view of the Authority’s finances. Fund financial statements tell
how these services were financed in the short term as well as what remains for future spending.
Fund financial statements also report the Authority’s operations in more detail than the
government-wide statements by providing information about the Authority’'s most significant
funds.

REPORTING THE AUTHORITY AS A WHOLE

The discussion and analysis provided here are intended to serve as an introduction to the
Authority’s basic financial statements. The basic financial statements consist of three
components: 1) government-wide financial statements, 2) fund financial statements, and 3) the
notes to financial statements. This report also includes supplementary information intended to
furnish additional detail to support the basic financial statements themselves.

Government-Wide Financial Statements

One of the most important questions asked about the Authority’s finances is, “Is the Authority as
a whole better off or worse off as a result of this year's activities?” The Government-Wide
Statements — The Statement of Net Position and the Statement of Activities — report information
about the Authority as a whole and about its activities in a way that helps answer this question.
These statements include all assets and liabilities using the accrual basis of accounting method,
which is similar to the accounting used by most private-sector companies. All of the current
year’s revenues and expenses are taken into account regardless of when cash is received or
paid.

The statement of net position presents financial information on all of the Authority’s assets,
liabilities, and deferred inflows/outflows of resources, with the difference 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 Authority is improving or deteriorating.

The statement of activities presents information showing how the Authority’s 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 for some items that will only result in cash
flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

The government-wide financial statements can be found on pages 7-8 of this report.



REPORTING THE AUTHORITY’S MOST SIGNIFICANT FUNDS

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

Governmental Funds - Governmental funds are 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 fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Such information may
be useful in assessing a government’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 fund balance sheet and the governmental fund
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The basic governmental fund financial statements can be found on pages 9-12 of this report.

Notes to the Financial Statements - The notes provide additional information that is necessary
to acquire a full understanding of the data provided in the government-wide and fund financial
statements. The notes to the financial statements can be found on pages 13-22 of this report.

THE HESPERIA HOUSING AUTHORITY AS A WHOLE

Our analysis focuses on the Condensed Statement of Net Position (Table 1) and Changes in
Net Position (Table 2) of the Authority. As noted earlier, net position over time, may serve as a
useful indicator of a government’s financial position.

Table 1
Condensed Statement of Net Position
Changes from 2017 to 2018

2017 2018 Amount Percentage
Current and other assets $ 15,876,356 $ 13,900,665 $ (1,975,691) -12%
Capital assets 4,420 3,101 (1,319) -30%
Total assets 15,880,776 13,903,766 (1,977,010) -12%
Total deferred outflow of resources - - - 0%
Current liabilities 8,691 44,491 35,800 412%
Total liabilities 8,691 44,491 35,800 412%
Total deferred inflow of resources - - - 0%
Net Position:
Investment in capital assets 4,420 3,101 (1,319) -30%
Restricted 15,867,665 13,856,174 (2,011,491) -13%
Total Net Position $ 15,872,085 $ 13,859,275 $ (2,012,810) -13%




The following is a brief explanation for the changes in Table 1 above for the fiscal year ending
June 30, 2018:

e Current and other assets in the amount of $13.9 million decreased by approximately $2.0
million or 12% from the year ending June 30, 2017, which is due to selling two parcels of
land held for resale at a loss.

e Due to depreciation, capital assets decreased during the year.

e Current liabilities totaled $44,491 at June 30, 2018, which is an increase of $35,800 and is
primarily attributed to the timing of the payment of invoices.

AUTHORITY ACTIVITIES

As shown in Table 2, the Authority’s expenses at June 30, 2018 totals $2.2 million, which
consists primarily of a $1.9 million loss from the sale of two parcels of land held for resale, as
well as salaries and benefits of approximately $0.2 million. The Fiscal Year (FY) 2017-18
expenditures of $2.2 million are $3.0 million less than the FY 2016-17 expenditures of $5.2
million. This $3.0 million decrease is attributable to the loan of $3.8 million to Eagle Hesperia 55
L.P. to construct a 96-unit affordable senior apartment complex during FY 2016-17.

Table 2
Changes in Net Position
Changes from 2017 to 2018

2017 2018 Amount Percentage
Revenues
General revenues:
Income from money and property $ 95,761 117,874 22,113 23%
Other 87,399 88,430 1,031 1%
Total revenues 183,160 206,304 23,144 13%
Expenses
Development Services 5,260,229 2,219,114 (3,041,115) -58%
Total expenses 5,260,229 2,219,114 (3,041,115) -58%
Change in net position (5,077,069) (2,012,810) 3,064,259 -60%
Net position at July 1 20,949,154 15,872,085 (5,077,069) -24%
Net position at June 30 $ 15,872,085 $ 13,859,275 $ (2,012,810) -13%

FINANCIAL ANALYSIS OF THE AUTHORITY’S FUNDS

At year-end, the Authority’s governmental funds reported combined fund balances of $13.9
million.

e The fund balance of the Hesperia Housing Authority Fund is $12.1 million, which is
restricted for low and moderate income housing functions. The Fund balance has
decreased by $2.0 million from the June 30, 2017 fund balance of $14.1 million. As
mentioned, this decrease is due to the loss of land sales.

e The Victor Valley Economic Development Agency (VVEDA) Housing Authority Fund balance
of $1.7 million remains relatively unchanged from June 30, 2017. The primary reason is that



VVEDA funds must be utilized for low and moderate income housing functions in the
VVEDA target area.

CAPITAL ASSETS

The capital assets of the Authority, as shown in Table 3, are those assets that are used in the
performance of the Authority’s functions. At June 30, 2018, capital assets, net of depreciation,
of the governmental activities totaled $3,101.

Table 3
Capital Assets at Year-end

Balance at Balance at
July 1, 2017 June 30, 2018
Net of Net of
Accumulated Current Year  Accumulated

Depreciation Increases Decreases Depreciation  Depreciation
Governmental Activities:
Equipment and vehicles  $ 4,420

$ 4,420

3,101
3,101

$ (1,319)
-3 (1,319)

AP

$ $
$ $

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

In Fiscal Year 2018-19, the Authority’s budget anticipates expenditures of approximately $0.3
million to maintain current operations. The expenditures are offset by anticipated revenue of
$0.2 million and use of reserves totaling $0.1 million.

CONTACTING THE AUTHORITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with
a general overview of the Authority’s finances and to show the Authority’s accountability for the
money it receives. If you have questions about this report or need additional financial
information, contact the Authority’s Finance Department, at the City of Hesperia, 9700 Seventh
Avenue, Hesperia, California 92345.



HESPERIA HOUSING AUTHORITY

STATEMENT OF NET POSITION
June 30, 2018

ASSETS

Current Assets:
Cash and cash equivalents
Receivables:
Accounts
Accrued interest
Land held for resale

Total Current Assets

Noncurrent Assets:
Other Noncurrent Assets:
Deposits
Notes receivable
Allowance for notes receivable
Total Other Noncurrent Assets

Capital assets:
Equipment and vehicles
Less: Accumulated depreciation
Total Capital Assets
Total Noncurrent Assets

Total Assets

LIABILITIES

Current liabilities:
Accounts payable and other current liabilities

Total Current Liabilities
Total Liabilities

NET POSITION

Investment in capital assets
Restricted for low income housing

Total Net Position

See accompanying notes to financial statements.

Governmental
Activities

4,747,804

215,010
18,052
8,911,584

13,892,450

8,215
22,004,494
(22,004,494)

8,215

6,596
(3,495)

3,101

11,316

13,903,766

44,491

44,491

44,491

3,101
13,856,174

13,859,275




HESPERIA HOUSING AUTHORITY

STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2018

Net (Expense)
Revenue and

Changes in
Program Revenues Net Position
Operating Capital
Charges for  Grants and Grants and  Governmental
Functions/Programs Expenses Services  Contributions Contributions Activities
Primary Government
Governmental Activities:
Development Services $2,219,114 $ - $ - $ - (2,219,114)
Total Governmental Activities $2,219,114 § - $ - $ - (2,219,114)
General Revenues:
Income from money and property 117,874
Other 88,430
Total general revenues 206,304
Change In Net Position (2,012,810)
Net position at the beginning of the year 15,872,085
Net position at the end of the year $ 13,859,275

See accompanying notes to financial statements.



HESPERIA HOUSING AUTHORITY

BALANCE SHEET
June 30, 2018

Hesperia VVEDA Total Housing
Housing Housing Authority
Authority Authority Funds
Assets
Assets:
Cash and cash equivalents $ 3,014,524 $1,733,280 $ 4,747,804
Accounts receivable 215,010 - 215,010
Accrued interest 11,471 6,581 18,052
Notes receivable 22,004,494 - 22,004,494
Allowance for notes receivable (22,004,494) - (22,004,494)
Land held for resale 8,911,584 - 8,911,584
Total Assets $12,152,589 $1,739,861 $13,892,450
Liabilities, Deferred Inflows of Resources, and Fund Balances
Liabilities:
Accounts payable and other current liabilities $ 44491 % - $ 44,491
Total Liabilities 44,491 - 44,491
Fund Balances:
Restricted:
Low income housing 12,108,098 1,739,861 13,847,959
Total Fund Balances 12,108,098 1,739,861 13,847,959
Total Liabilities, Deferred Inflows of Resources, and Fund Balances $12,152,589 $1,739,861 $13,892,450

See accompanying notes to financial statements.



HESPERIA HOUSING AUTHORITY

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL
FUNDS TO THE STATEMENT OF NET POSITION
June 30, 2018

Amounts reported for governmental activities in the Statement of Net Position are different because:
Total fund balances - governmental funds $13,847,959

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

Cost $ 6,596
Less: Accumulated depreciation (3,495) 3,101

Deposits with insurance providers to pay for long-term liabilities are not current
financial resources to the governmental funds. These amounts are deferred
and amortized in the Statement of Net Position. 8,215

Total Net Position $13,859,275

See accompanying notes to financial statements.
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HESPERIA HOUSING AUTHORITY

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

For the Year Ended June 30, 2018

Hesperia VVEDA
Housing Housing Total Housing
Authority Authority Authority Funds
Revenues:
Use of money and property $ 96,350 $ 21,524 $ 117,874
Other revenues 88,430 - 88,430
Total Revenues 184,780 21,524 206,304
Expenditures:
Current:
Development services 2,218,115 - 2,218,115
Total Expenditures 2,218,115 - 2,218,115
Excess (Deficiency) of Revenues
Over (Under) Expenditures (2,033,335) 21,524 (2,011,811)
Fund balances at beginning of period 14,141,433 1,718,337 15,859,770
Fund balances at end of year $ 12,108,098 $ 1,739,861 $ 13,847,959

See accompanying notes to financial statements.

11



HESPERIA HOUSING AUTHORITY

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2018

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

Net change in fund balances - total governmental funds $ (2,011,811)

Governmental funds report capital outlays as expenditures; however, in the
Statement of Activities, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense. This is the
amount by which depreciation and disposal exceeded capital outlays in the
current period.
Depreciation expense (1,319)

Recording of long-term deposits are included in governmental activities in the
government-wide statement of activities. 320

Change in net position of governmental activities $ (2,012,810)

See accompanying notes to financial statements.

12



HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

1.

June 30, 2018

REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

a. Reporting Entity:

The Hesperia Housing Authority (Authority), which is a subsidiary component unit of the City of
Hesperia (City), was established on April 5, 2011 by Resolution No. 2011-022 of the City
Council. The Hesperia Housing Authority was activated when the dissolution of the former
Hesperia Community Redevelopment Agency occurred on February 1, 2012. The Authority
develops, manages, and promotes programs and projects that preserve and improve the
supply of affordable housing in the City for low and moderate income persons.

The Authority is an integral part of the reporting entity of the City. The accounts of the
Authority have been included within the scope of the basic financial statements of the City
because the City Council has financial accountability over the operations of the Authority. Only
the accounts of the Authority are included herein, therefore, these financial statements do not
purport to represent the financial position or results of operations of the City. Upon
completion, the financial statements of the City can be obtained at City Hall.

Basis of Presentation:

The accounting policies of the Authority conform to accounting principles generally accepted in
the United States of America as they are applicable to governmental units. The Governmental
Accounting Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting and financial reporting principles. The more significant accounting
policies reflected in the financial statements are summarized as follows:

Government-Wide Financial Statements:

The government-wide financial statements (i.e., the statement of net position and the
statement of activities) report information on all of the activities of the Hesperia Housing
Authority. For the most part, the effect of interfund activity has been removed from these
statements. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely
to a significant extent on fees and charges for support. The Authority has no business-type
activities.

The statement of activities demonstrates the degree to which the direct expenses of a given
function are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function. Program revenues include 1) charges to customers who
purchase, use, or directly benefit from goods, services, or privileges provided by a given
function and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function. Taxes and other items not properly included among
program revenues are reported instead as general revenues.
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HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

b. Basis of Presentation (Continued):

Governmental Fund Financial Statements:

The accounting system of the Authority is organized and operated on the basis of two funds,
each of which is considered to be a separate accounting entity. Each fund is accounted for by
providing a separate set of self-balancing accounts that constitute its assets, deferred outflows
of resources, liabilities, deferred inflows of resources, fund equity, revenues, and expenditures.
Governmental resources are allocated to and accounted for in individual funds based upon the
purposes for which they are to be spent and the means by which spending activities are
controlled.

Fund financial statements for the Authority’s governmental funds are presented after the
government-wide financial statements. These statements display information about major
funds individually.

The Authority’s Governmental Fund Balances are comprised of the following component:

o The restricted fund balance category includes amounts that can be spent only for the
specific purposes stipulated by constitution, external resource providers, or through
enabling legislation.

In the governmental fund statements, when expenditures are incurred, the Authority uses the
most restrictive funds first. The Authority would use the appropriate funds in the following
order: committed, assigned, and lastly unassigned amounts.

The Authority has two major funds described below:

Hesperia Housing Authority Fund is used to account for Low and Moderate Housing activity.
The fund balance is set aside to provide for future low and moderate income housing.

Victor Valley Economic Development Authority (VVEDA) Housing Authority Fund is used to
account for Low and Moderate Housing activity within the VVEDA project area that is located
within the boundaries of the City.

c. Measurement Focus:

Measurement focus is a term used to describe “which” transactions are recorded within the
various financial statements.

In the government-wide Statement of Net Position and the Statement of Activities, activities
are presented using the economic resources measurement focus. Under the economic
resources measurement focus, all (both current and long-term) economic resources and
obligations of the government are reported.

In the fund financial statements, all governmental funds are accounted for on a spending or
“financial flow” measurement focus. This means that only current assets and current liabilities
are generally included on their balance sheets. Their reported fund balances (net current
assets) are considered a measure of “available spendable resources”. Governmental fund
operating statements present increases (revenues and other financing sources) and
decreases (expenditures and other financing uses) in net current assets. Accordingly, they are
said to present a summary of sources and uses of available spendable resources during a
period.
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HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

C.

Measurement Focus (continued):

Because of their spending measurement focus, expenditure recognition for governmental fund
types excludes amounts represented by noncurrent liabilities. Since they do not affect net
current assets, such long-term amounts are not recognized as governmental fund type
expenditures or fund liabilities.

Amounts expended to acquire capital assets are recorded as expenditures in the year that
resources were expended, rather than as a fund asset. The proceeds of long-term debt are
recorded as other financing sources rather than as a fund liability. Amounts paid to reduce
long-term indebtedness are reported as fund expenditures.

In the Statement of Net Position, the net position is classified in the following categories:

¢ Investment in capital assets — This amount consists of capital assets net of accumulated
depreciation and reduced by outstanding debt that is attributed to the acquisition,
construction or improvement of the assets.

o Restricted net position — This amount is restricted by external creditors, grantors,
contributors, or laws or regulations of other governments.

e Unrestricted net position — This amount is the net position that does not meet the definition
of “investment in capital assets, net of related debt” or “restricted net position”.

When both restricted and unrestricted resources are combined in a fund, expenses are
considered to be paid first from restricted resources, and then from unrestricted resources.

Basis of Accounting:

Basis of accounting refers to “when” transactions are recorded regardless of the measurement
focus applied.

In the government-wide Statement of Net Position and Statement of Activities, the
governmental activities are presented using the accrual basis of accounting. Under the
accrual basis of accounting, revenues are recognized when earned and expenses are
recorded when the liability is incurred or economic asset used, regardless of the timing of
related cash flows. Revenues, expenses, gains, losses, assets, and liabilities resulting from
exchange and exchange-like transactions are recognized when the exchange takes place.

In the fund financial statements, governmental funds are presented using the modified-accrual
basis of accounting. Their revenues are recognized when they become measurable and
available as net current assets. Measurable means that the amounts can be estimated, or
otherwise determined. Available means that the amounts were collected during the reporting
period or soon enough thereafter to be available to finance the expenditures accrued for the
reporting period. The Authority considers revenues to be available if they are collected within
60 days of the end of the current fiscal period.
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HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
d. Basis of Accounting (continued):

Revenue recognition is subject to the measurable and availability criteria for the governmental
funds in the fund financial statements. Exchange transactions are recognized as revenues in
the period in which they are earned (i.e., the related goods or services are provided). Locally
imposed derived tax revenues are recognized as revenues in the period in which the
underlying exchange transaction upon which they are based takes place. Imposed
nonexchange transactions are recognized as revenues in the period for which they were
imposed. If the period of use is not specified, they are recognized as revenues when an
enforceable legal claim to the revenues arises or when they are received, whichever occurs
first. Government-mandated and voluntary nonexchange transactions are recognized as
revenues when all applicable eligibility requirements have been met.

e. New Accounting Pronouncements:

Current Year Standards:

. GASB Statement No. 75 - “Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions”, effective for periods beginning after June 15, 2017, and
did not impact the Authority.

. GASB Statement No. 81 - “Irrevocable Split-Interest Agreements”, effective for periods
beginning after December 15, 2016, and did not impact the Authority.

. GASB Statement No. 85 - "Omnibus 2017”, effective for periods beginning after
June 15, 2017, and did not impact the Authority.

. GASB Statement No. 86 - “Certain Debt Extinguishment Issues”, effective for periods
beginning after June 15, 2017, and did not impact the Authority.

Pending Accounting Standards:

GASB has issued the following statements which may impact the Authority’s financial reporting
requirements in the future:

. GASB Statement No. 83 - “Certain Asset Retirement Obligations”, effective for periods
beginning after June 15, 2018.

. GASB Statement No. 84 - “Fiduciary Activities”, effective for periods beginning after
December 15, 2018.

° GASB Statement No. 87 - “Leases®, effective for periods beginning after
December 15, 2019.

. GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct
Borrowings and Direct Placements, effective for periods beginning after
December 15, 2018.

. GASB Statement No. 89, Accounting for Interest Cost Incurred before the End of a
Construction Period, effective for periods beginning after December 15, 2019.

° GASB Statement No. 90, Majority Equity Interests—an amendment of GASB Statements
No. 14 and No. 61, effective for periods beginning after December 15, 2018.
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HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

f.

Cash and Investments:

Investments are stated at fair value (quoted market price or best available estimate thereof,
see Note 2).

Claims and Judgments:

When it is probable that a claim liability has been incurred at year end, and the amount of the
loss can be reasonably estimated, the Authority records the estimated loss, net of any
insurance coverage under its self-insurance program. At June 30, 2018, in the opinion of the
Authority's Attorney, the Authority had no material unrecorded claims that would require loss
provision in the financial statements, including losses for claims that are Incurred But Not
Reported (IBNR). Small dollar claims and judgments are recorded as expenditures when paid.

The Authority participates in the self-insurance program of the City of Hesperia. Information
relating to the self-insurance program can be found in the notes to the basic financial
statements of the City of Hesperia.

Land Held for Resale:

Land held for resale is carried at the lower of cost or estimated realizable value.

Capital Assets:

Capital assets, which include land, buildings, building improvements, and equipment, are
depreciated (with the exception of land) and are reported in the government-wide financial
statements. Authority policy has set the capitalization threshold for reporting capital assets at
$5,000.

Capital assets have an estimated useful life greater than one year and are valued at historical
cost or estimated cost if actual historical cost is not available. Donated capital assets are
recorded at acquisition value at the date of acquisition. The cost of normal maintenance and
repairs that do not add to the value of the assets or materially extend asset lives are not
capitalized.

Depreciation is charged to operations using the straight-line method based on the estimated
useful life of an asset. Land is not depreciated.

Buildings 30-50 Years
Improvements 20 Years
Machinery and Equipment 5-30 Years
Vehicles 8-20 Years

Deferred Outflows/Inflows of Resources:

In addition to assets, the statement of net position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows
of resources, represents a consumption of net position that applies to a future period(s) and so
will not be recognized as an outflow of resources (expense/expenditure) until then. The
Authority does not have any type of these items at June 30, 2018.
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HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

-

Deferred Outflows/Inflows of Resources (Continued):

In addition to liabilities, the statement of net position will sometimes report a separate section
for deferred inflows of resources. This separate financial statement element, deferred inflows
of resources, represents an acquisition of net position that applies to a future period(s) and so
will not be recognized as an inflow of resources (revenue) until that time. The Authority does
not have any type of these items at June 30, 2018.

Receivables:

All accounts, taxes, and service receivables are shown net of an allowance for uncollectibles.

Use of Estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

2. CASH, CASH EQUIVALENTS, AND INVESTMENTS:

Equity in Cash and Investment Pool of the City of Hesperia:

The Authority does not have a separate bank account; however, the Authority’s cash and
investments are maintained in an investment pool managed by the City. The Authority is a
voluntary participant in that pool. This pool is governed by and under the regulatory oversight of
the Investment Policy adopted by the City Council of the City. The Authority has not adopted an
investment policy separate from that of the City. The fair value of the Authority’s investment in this
pool is reported in the accompanying financial statements at amounts based upon the Authority’s
pro-rata share of the fair value calculated by the City for the entire City portfolio. The balance
available for withdrawal is based on the accounting records maintained by the City, which are
recorded on an original cost basis.

Cash and Investments

Cash and cash equivalents at June 30, 2018 are classified in the financial statements as follows:

STATEMENT OF NET POSITION:
Current Assets: June 30, 2018

Cash and cash equivalents $ 4,747,804
Total cash and investments $ 4,747,804
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HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

2. CASH, CASH EQUIVALENTS, AND INVESTMENTS (Continued):
Investments Authorized by the California Government Code and the Authority’s Investment Policy:

The table below identifies the investment types that are authorized for the Authority by the
California Government Code (or the Authority’s investment policy, where more restrictive). The
table also identifies certain provisions of the California Government Code (or the Authority’s
investment policy, where more restrictive) that address interest rate risk, and concentration of
credit risk.

Maximum Maximum
Maximum Percentage Investment
Authorized Investment Type Maturity Of Portfolio In One Issuer
U.S. Treasury Obligations 5 years 100% None
U.S. & State or Local Agency Securities 5 years 100% None
Banker’s Acceptances 180 days 25% 5%
Commercial Paper 270 days 15% None
Negotiable Certificates of Deposit 5 years 25% None
Repurchase Agreements 1 year 20% None
Local Agency Investment Fund (LAIF) N/A 100% None
Medium-Term Notes 5 years 30% None
Mutual & Money Market Funds 90 days 20% None
Collateralized Bank Deposits 5 years 10% None
Investment Pools N/A 30% None
Municipal Bonds 5 years 10% None

Disclosures Related to Interest Rate Risk, Credit Risk and Custodial Credit Risk and Fair Value
Measurements:

The Authority’s cash and cash equivalents are pooled with the City of Hesperia’s cash and
investments. Additional disclosures regarding the pooled investments related to interest rate risk,
credit risk, custodial credit risk and fair value measurements are available in the City of Hesperia’s
Comprehensive Annual Financial Report.

3. CHANGES IN CAPITAL ASSETS:
A summary of changes in capital assets at June 30, 2018 is as follows:

Balance at Balance at
June 30, 2017 Increases Decreases June 30, 2018

Capital Assets being depreciated:

Equipment and vehicles $ 6,596 $ - 8 -5 6,596
Less accumulated depreciation for:
Machinery and equipment (2,176) (1,319) (3,495)
Total accumulated depreciation (2,176) (1,319) - (3,495)
Total capital assets being
depreciated, net 4,420 (1,319) - 3,101
Net capital assets $ 4420 $ (1,319) $ - $ 3,101
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HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

4. NOTES RECEIVABLE:

Notes receivable, totaling $22.0 million at June 30, 2018 consists of loans provided for low and
moderate income housing, with interest between one percent (1%) and three percent (3%) and
maturity of fifty-five (55) years. Due to the terms of the notes, offsetting allowance for notes
receivable of $22.0 million has been established.

Notes receivable at June 30, 2018 include the following:

Outstanding Outstanding
June 30, 2017 Additions Deductions  June 30, 2018
KDF VAH |, L.P. $ 3,091,602 $ 29000 $ (7,540) $ 3,113,062
KDF Hesperia, L.P. 1,828,872 24,459 (13,565) 1,839,766
KDF Hesperia ll, L.P. 2,486,316 28,102 - 2,514,418
PDDC San Remo Hesperia, L.P. 4,248,244 39,557 - 4,287,801
PDDC San Remo Hesperia ll, L.P 6,314,216 60,189 (108,722) 6,265,683
Eagle Hesperia 55, L.P. 3,907,124 76,640 - 3,983,764
Totals $21,876,374 $ 257,947  $(129,827) $ 22,004,494

A. KDF VAH I, L.P.:

In July 2006, the former Hesperia Community Redevelopment Agency (HCRA) entered into an
Owner Participation Agreement (OPA) with KDF VAH |, L.P. (a California limited partnership)
for the development, construction and operation of a 68-unit apartment complex of which
certain units shall be available to very low income tenants, low income tenants, and moderate
income tenants. Under the terms of the OPA, the HCRA loaned $2,900,000 of its low and
moderate income housing funds toward the actual cost for the development, construction, and
operation of the project. The loan is for a term of not more than fifty-five years and shall bear
interest at a rate of one percent (1%). The agreement is secured by a deed of trust on the
property. Due to the dissolution of redevelopment agencies by AB 26x1, the Authority
assumed responsibility of the HCRA notes receivable. Accrued interest on the note through
June 30, 2018 is $213,062. The balance of the loan outstanding at June 30, 2018 was
$3,113,062. Payments on the loan are based on a percentage of the Partnership’s positive
cash flow. Any unpaid balance is due and payable at the maturity date.

B. KDF Hesperia, L.P..

In December 2005, the former HCRA entered into an OPA with KDF Hesperia, L.P. (a
California limited partnership) for the development, construction and operation of a 110-unit
apartment complex of which certain units shall be available to very low income tenants, low
income tenants, and moderate income tenants. Under the terms of the OPA, the HCRA
loaned $1,250,000 of its low and moderate income housing funds toward the actual cost for
the development, construction, and operation of the project. The loan is for a term of not more
than fifty-five years and shall bear simple interest at a rate of one percent (1%). The
agreement is secured by a deed of trust on the property. Due to the dissolution of
redevelopment agencies by AB 26x1, the Authority assumed responsibility of the HCRA notes
receivable. On February 1, 2012, the Housing Authority issued a loan of $398,589, with an
interest rate of three percent (3%), to assist with converting the construction loan to a
permanent loan. Accrued interest on the combined notes through June 30, 2018 is $191,177.
The balance of the loan outstanding at June 30, 2018 was $1,839,766. Payments on the loan
are based on a percentage of the Partnership’s positive cash flow. Any unpaid balance is due
and payable at the maturity date.
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HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

4. NOTES RECEIVABLE (Continued):
C. KDF Hesperia ll, L.P.:

In March, 2006, the former HCRA entered into an OPA with KDF Hesperia Il, L.P. (a California
limited partnership) for the development, construction and operation of a 72-unit apartment
complex of which certain units shall be available to very low income tenants, low income
tenants, and moderate income tenants. Under the terms of the OPA, the HCRA loaned
$2,000,000 of its low and moderate income housing funds toward the actual cost for the
development, construction, and operation of the project. The loan is for a term of not more
than fifty-five years and shall bear interest at a rate of one percent (1%). The agreement is
secured by a deed of trust on the property. Due to the dissolution of redevelopment agencies
by AB 26x1, the Authority assumed responsibility of the HCRA notes receivable. On
February 1, 2012, the Authority issued a loan of $270,070, with an interest rate of three
percent (3%), to assist with converting the construction loan to a permanent loan. Accrued
interest on the combined notes through June 30, 2018 is $244,348. The balance of the loan
outstanding at June 30, 2018 was $2,514,418. Payments on the loan are based on a
percentage of the Partnership’s positive cash flow. Any unpaid balance is due and payable at
the maturity date.

D. PDDC San Remo Hesperia, L.P.:

On November 2007, the former HCRA entered into an OPA with PDDC San Remo Hesperia,
L.P. (Palm Desert Development Company, a California limited partnership) for the
development, construction, and operation of a 65-unit apartment complex of which certain
units shall be available to very low-income tenants and low-income tenants. Under the terms
of the OPA, the HCRA loaned $3,955,711 of its low and moderate income housing funds
toward the actual cost for the development, construction, and operation of the project. The
loan is for a term of not more than fifty-five years and shall bear interest at a rate of one
percent (1%). The agreement is secured by a deed of trust on the property. Due to the
dissolution of redevelopment agencies by AB 26x1, the Authority assumed responsibility of the
HCRA notes receivable. Accrued interest on the note through June 30, 2018 is $332,090.
The balance of the loan outstanding at June 30, 2018 was $4,287,801. Payments on the loan
are based on a percentage of the Partnership’s positive cash flow. Any unpaid balance is due
and payable at the maturity date.

E. PDDC San Remo Hesperia ll, L.P.:

On October 5, 2010, the former HCRA entered into an OPA with PDDC San Remo Hesperia ll,
L.P. (Palm Desert Development Company, a California limited partnership) for the
development, construction, and operation of a 58-unit apartment complex of which certain
units shall be available to very low-income tenants and low-income tenants. Under the terms
of the OPA, the HCRA loaned $6,613,620 of its low and moderate income housing funds
toward the actual cost for the development, construction, and operation of the project. The
loan is for a term of not more than fifty-five years and shall bear interest at a rate of one
percent (1%). The agreement is secured by a deed of trust on the property. Due to the
dissolution of redevelopment agencies by AB 26x1, the Authority assumed responsibility of the
HCRA notes receivable. Accrued interest on the note through June 30, 2018 is $485,597 and
payments received are $833,534. The balance of the loan outstanding at June 30, 2018 was
$6,265,683.
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HESPERIA HOUSING AUTHORITY NOTES TO FINANCIAL STATEMENTS

4. NOTES RECEIVABLE (Continued):
F. Eagle Hesperia 55, L.P.:

On February 16, 2016, the former HCRA entered into an OPA with Eagle Hesperia 55 L.P. (a
California limited partnership) for the development, construction, and operation of a 96-unit
apartment complex of which certain units shall be available to low income senior citizens.
Under the terms of the OPA, the Authority loaned $3,831,975 of its low and moderate income
housing funds toward the actual cost for the development, construction, and operation of the
project. The loan is for a term of fifty-five years, with the option of extending the term up to
twenty-five years; the option must be exercised between the fifty-third year and fifty-fourth
year. The loan shall bear interest at a rate of two percent (2%). The agreement is secured by
a deed of trust on the property. Accrued interest on the note through June 30, 2018 is
$151,789. The balance of the loan outstanding at June 30, 2018 was $3,983,764. Any unpaid
balance is due and payable at the maturity date.

5. SELF-INSURANCE RISK POOL:

The Authority, through the City of Hesperia, is a member of the Public Entity Risk Management
Authority (PERMA), a joint powers authority for the purpose of achieving savings on insurance
premiums. Disclosures regarding these policies are available in the City of Hesperia’s
Comprehensive Annual Financial Report.

6. PENSION PLAN AND OTHER POST EMPLOYMENT BENEFIT OBLIGATIONS:

The employees of the Authority participate in the defined benefit pension plan and the other post
employment benefit plan of the City of Hesperia. Disclosures regarding these plans are available
in the City of Hesperia’s Comprehensive Annual Financial Report.

7. SUBSEQUENT EVENTS:

Events occurring after June 30, 2018 have been evaluated for possible adjustments to the
financial statements or disclosure as of December 18, 2018, which is the date these financial
statements were available to be issued.
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REQUIRED SUPPLEMENTARY INFORMATION
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HESPERIA HOUSING AUTHORITY

REQUIRED SUPPLEMENTARY INFORMATION
BUDGETARY COMPARISON SCHEDULE

HESPERIA HOUSING AUTHORITY SPECIAL REVENUE FUND
For the Year Ended June 30, 2018

Budgeted Amounts

Variance with

Original Final Actual Final Budget
Fund Balance, July 1 $ 14,141,433 $ 14,141,433 $ 14,141,433 $ -
Resources (Inflows):
Use of money and property 78,301 78,301 96,350 18,049
Other Revenues 102,500 102,500 88,430 (14,070)
Amount Available for Appropriations 180,801 180,801 184,780 3,979
Charges to Appropriations (Outflows):
Current:
Development Services 443,982 2,218,115 2,218,115 -
Total Charges to Appropriations 443,982 2,218,115 2,218,115 -
Excess of Resources Over/(Under)
Charges to Appropriations (263,181) (2,037,314) (2,033,335) 3,979
Fund Balance, June 30 $ 13,878,252 $ 12,104,119 $ 12,108,098 $ 3,979

See accompanying note to required supplementary information.

24



HESPERIA HOUSING AUTHORITY

REQUIRED SUPPLEMENTARY INFORMATION
BUDGETARY COMPARISON SCHEDULE
VVEDA HOUSING AUTHORITY SPECIAL REVENUE FUND
For the Year Ended June 30, 2018

Fund Balance, July 1

Resources (Inflows):
Use of money and property

Amount Available For Appropriations

Charges to Appropriations (Outflows):

Current:
Development Services

Total Charges to Appropriations

Excess of Resources Over
(Under) Charges to Appropriations

Fund Balance, June 30

Budgeted Amounts

Variance with

Original Final Actual Final Budget

$ 1,718,337 $1,718337 $ 1,718,337 $ -
17,100 17,100 21,524 4,424
17,100 17,100 21,524 4,424
17,100 17,100 21,524 4,424
$ 1,735437 $ 1735437 $ 1,739,861 § 4,424

See accompanying note to required supplementary information.
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NOTE TO REQUIRED

HESPERIA HOUSING AUTHORITY SUPPLEMENTARY INFORMATION

1.

June 30, 2018

BUDGETARY DATA:

In conjunction with the City of Hesperia’s budgeting process, the Authority adopts annual
operating budgets for the governmental funds each year. The Authority's Board approves each
year's budget submitted by the City Manager prior to the beginning of the new fiscal year. The
Board conducts public hearings prior to its adoption. Supplemental appropriations, when required
during the period, are also approved by the Board. Increases in annual expenditures require
approval by the Board. Interdepartmental budget changes are approved by the City Manager. In
most cases, expenditures may not exceed appropriations at the fund level for each fund. At fiscal
year end, all operating budget appropriations lapse. However, encumbrances at year end are
reported as reservations of fund balance. Budgets for the governmental funds are adopted on a
basis consistent with generally accepted accounting principles.
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