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HOUSING AND REDEVELOPMENT AUTHORITY

Cecile Bedor, Executive Director P
CITY OF SAINT PAUL 25 West Fourth Street Telephone: 651-266-6655
Christopher B. Coleman, Mayor Saint Paul, MN 55102 Facsimile: 651-228-3261

June 6, 2007

TO: THE BOARD OF COMMISSIONERS OF THE HOUSING AND REDEVELOPMENT
AUTHORITY OF THE CITY OF SAINT PAUL, MINNESOTA AND THE CITIZENS OF
SAINT PAUL: i

The Comprehensive Annual Financial Report of the Housing and Redevelopment Authority of the City
of Saint Paul, Minnesota (HRA) for the fiscal year ended December 31, 2006 is hereby presented to the
Board of Commissioners and the citizens of Saint Paul. This report has been prepared pursuant to, and
demonstrates compliance with Minnesota Statues Section 469.013; and recognizes the HRA’s past and
current practices of financial disclosure.

This report was prepared by the City of Saint Paul’s (City) Department of Planning and Economic
Development. In accordance with an agreement between the HRA and the City, the responsibility for
both the accuracy of the presented data and the completeness and fairness of the presentation, including
all disclosures rests with the City. We believe the data, as presented, are accurate in all material aspects;
that they are presented in a manner designed to fairly set forth the financial position, changes in financial
position, and cash flows of the HRA as measured by the financial activity of its various funds; and that
all disclosures necessary to enable the reader to gain the maximum understanding of the HRA’s
financial affairs have been included. This report has been prepared in accordance with current
accounting and financial reporting principles generally accepted in the United States of America and
standards set by the Governmental Accounting Standards Board (GASB) and also follows the guidelines
recommended by the Government Finance Officers Association of the United States and Canada.

State law also requires an annual audit of the books of account, financial records and transactions, and
this financial report by the State Auditor’s Office. This requirement has been met and the auditor’s
opinion has been included in this report. The audit was designed to meet the requirements of the federal
Single Audit Act Amendments of 1996 and the related U.S. Office of Management and Budget’s
Circular A-133 Audits of States, Local Governments and Non-Profit Organizations. Auditing standards
generally accepted in the United States of America and the standards set forth in the U.S. General
Accounting Office’s Government Auditing Standards were used by the State Auditor in conducting the
engagement. The State Auditor is also issuing a management and compliance letter covering the review
of the HRA’s system of internal control over financial reporting and tests of compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The management and
compliance letter will not modify or affect, in any way, this report.



The Government Finance Officers Association reports a growing awareness that the annual financial
report should be management’s report to its governing body, constituents, oversight bodies, resource
providers, investors and creditors. We agree with this direction, and, in keeping with past practice, will
send a copy of the report to the Board of Commissioners, HRA management, bond rating agencies,
financial institutions and government agencies and other interested parties, who have expressed an
interest in the HRA’s financial affairs.

The report consists of three sections:

1. The Introductory Section includes this letter of transmittal, the City’s organization chart, a listing
of the HRA’s principal officials and the Certificate of Achievement for Excellence in Financial
Reporting. :

2. The Financial Section includes the State Auditor’s opinion, Managemént’s Discussion and

Analysis, Basic Financial Statements, and supplementary schedules. The Management’s
Discussion and Analysis provides an introduction, overview and analysis of the financial
statements. The Basic Financial Statements include both government-wide statements and
individual fund statements, along with notes to the financial statements.

3. The Statistical Section includes a number of tables of unaudited data depicting the financial
history of the HRA for the past several years. Demographic and other miscellaneous information
are also presented.

Profile of the Government

The Saint Paul Housing and Redevelopment Authority was established by State Law in 1947, Chapter
487 (codified at Minn. Stat. Ch. 469). The HRA provides the full range of services as stipulated in
Chapter 469: urban renewal, redevelopment, economic development, and rehabilitation. These services
strive to redevelop the residential, commercial and industrial areas of Saint Paul, provide adequate jobs,
a sound fiscal base, and a variety of affordable housing for Saint Paul residents. The HRA is governed
by a seven-member Board of Commissioners consisting of the members of the City Council.

The HRA was reorganized in 1978 and 1979. Under the reorganization, the HRA employees became
employees of the City of Saint Paul. The HRA and the City entered into an agreement, effective January
1, 1979, whereby the City agreed to perform administrative and accounting services for the HRA.

This report includes all of the funds, capital assets, and long-term debt of the HRA as described in the
Management’s Discussion and Analysis, which can be found immediately following the auditor’s
opinion. In addition, it has been determined that, for financial reporting purposes, the HRA is a
component unit of the City of Saint Paul and is, therefore, included in the City’s Comprehensive Annual
Financial Report for the fiscal year ended December 31, 2005.



The HRA is empowered to levy a tax on both real and personal property in Saint Paul. This tax has been
levied annually by the HRA. The HRA also receives property tax increments on designated Saint Paul
tax increment financing districts that were established for development purposes. Under State Law, the
HRA is authorized to issue revenue bonds on which the principal and interest are payable from specific
revenues. The HRA may pledge the general obligations of the City as additional security on these same
revenue bonds. The HRA is not authorized to issue bonds which counstitute an indebtedness within the
meaning of any constitutional or statutory debt limitation or restriction.

HRA Unified Credit Process

The unified credit process is based on a desire to focus on fundamentally stfong credit administration;

provide uniformity in all programs and projects funded by the HRA; and provide a focused purpose of
serving our costumers while acting in a fiduciary capacity for the citizens and taxpayers of the City of
Saint Paul.

The credit process includes five components: (1) Underwriting discipline and risk rating all loans, (2)
Account (loan) officer portfolio responsibility, (3) Credit Committee review and approval function, (4)
Loan servicing and portfolio management emphasis, (5) Charge-off policy and guidelines. Underwriting
guidelines for each lending program have been developed to guide the application process, ensute
consistency in eligibility determination, financial feasibility analysis and loan approval. All credits are
risk based on consistent risk rating criteria. The Credit Committee is the cornerstone of the credit
process and provides perspective, judgment, experience and consistency to the risk management
process. The successful implementation of the credit process has resulted in a strong and focused credit
culture thronghout the HRA organization. This allows the HRA to be held accountable for providing
value to the citizens, taxpayers and neighborhoods in Saint Paul. To ensure that the credit process
discipline is working, an effective system of internal controls has been developed. These controls assist
in the achievement of the HRA business objectives and provide reasonable assurance that the business is
conducted in a safe and sound manner.

Cash Management Policies and Practices

The HRA’s deposit and investment functions are managed by the City’s Office of Financial Services,
Treasury Division. For certain bond issues, cash and investments are held by trustees as required by
bond indentures. Deposits are maintained at financial institutions authorized by the City Council, all of
which institutions are members of the Federal Reserve System. Minnesota Statutes require that all City
deposits be covered by insurance, surety bond, or collateral. In addition to interest bearing deposits,
cash temporarily idle is invested in various government securities, repurchase agreements, commercial
paper, bankers acceptances, guaranteed investment contracts and other investments authorized under
State Law.



Ecenomic Outlook
Saint Paul is an important part of the overall strong Twin Cities metro area economy.

Saint Paul compares favorably when ranked among the 20 largest northeast and Midwest cities on
certain economic and social factors'.

2" Jowest in unemployment rate

5™ Jowest in percent of people below poverty level (18.6%)

4 highest in percent of population over 25 years with a bachelor’s degree (21.7%)
5™ highest in percent of occupied housing units (91.3%)

40 highest in percent of housing that is owner occupied (58.9%)

6™ highest in median value of owner-occupied houses ($200,100)

The highest in median household income ($44,103)

2" highest in median family income ($55,606)

5™ highest in per capita income ($23,541)

® 6 & o ¢ & ¢ o O

Over the years, Saint Paul has consistently registered a lower unemployment rate than that of the U.S. as
a whole. For 2006, the City’s 4.1% unemployment rate was lower than the U.S. rate of 4.6%. Saint
Paul’s employment is spread among twelve “super-sectors,” with the largest employers being health care
and social assistance (33,559 jobs in 2005; 18.7% of total).

Similarly, tax base growth has been strong and sustained: From Pay 2002 to Pay 2007, Saint Paul’s
taxable market values have increased 67%. Relatively high incomes and moderate housing costs
combine to rank Saint Paul comparatively high in overall housing affordability. The City anticipates
this growth to continue. Based on estimates provided by Ramsey County, the percent change in taxable
value from Pay 2007 to Pay 2008 is expected to be 9% for residential and 11% for commercial and
industrial.

Vacancy rates decreased from 7% to 4% in Saint Paul’s rental market between 2004 and 2006. Rental
rates increased by 7% between 2001 and 2006 for one bedroom apartment units and by 11% for two
bedroom units. Office rental rates are stable — no change since 2004. Total occupied office space has
grown 8% from 2005 to 2006. This is an annual record increase.

Saint Paul sales and use tax and hotel motel tax revenues have grown by 3% between 2005 and 2006.

! The cities are Baltimore, Buffalo, Chicago, Cincinnati, Cleveland, Columbus, Detroit, Indianapolis, Kansas City,
Milwaukee, Minneapolis, New York, Newark, Omaha, Philadelphia, Pittsburgh, St. Louis and Toledo.



Major Initiatives

Invest Saint Paul

Invest Saint Paul is a collaborative effort to strategically channel City, HRA and private resources into
revitalization strategies and redevelopment projects in four strong neighborhoods being challenged by
recent economic and social downturns and persistent disinvestment: Dayton’s Bluff, Lower Eastside,
Frogtown and North End neighborhoods. These neighborhood communities still offer growth
opportunities and have been targeted based on their current and potential assets.

Invest Saint Paul is conceived as an initiative, not a program, to retool for the long-term how the HRA
approaches revitalization in targeted neighborhoods. It is envisioned to operate by coordinating City
resources, jumpstarting physical development, forging partnerships, and engaging residents in
neighborhood visioning and improvement. Intended to catalyze reinvestment and resilience in targeted
areas.

Objectives: To galvanize resources: time, talent, and money into four neighborhoods poised to prosper
after prolonged periods of disinvestment. To support residents as key customers capable of contributing
to decisions about their neighborhood’s future. To illustrate that today’s investments will yield positive
returns for the entire portfolio of neighborhoods that make up the City of Saint Paul.

Indicators and Outcomes: Invest Saint Paul initiatives will concentrate on a strategic combination of
activity around: jobs and economic development, youth and family, quality of life, and physical
development. The anticipated outcome is vitality measured in improved infrastructure and involved
individuals — the visible signs of healthy neighborhoods.

Central Corrider

The Central Corridor runs along University Avenue from the State Capitol to Minneapolis. It has
attracted significant investment in the past few years, and stands to attract more in the future if Light
Rail Transit (LRT) is developed on University Avenue, a final decision on which is expected in the next
couple of years. The Environmental Impact Statement has been completed and approved, and the state
and federal governments have approved funding for preliminary engineering, which Ramsey County has
begun. Anticipating major redevelopment from the construction of the second LRT system in the region,
the City of Saint Paul has begun multi-year land-use planning for the Central Corridor. Two task forces
have been appointed by the Planning Commission to develop a vision and development strategy for
University Avenue and the Capitol/Downtown area.



Fort Road

Also called West Seventh Street, Fort Road runs southwest from the downtown to Fort Snelling, parallel
to the Mississippi River. The Gateway Village across from Fort Snelling at the southwestern gateway to
Saint Paul, 578 units of new rental and ownership housing are now complete. At the western edge of the
downtown, United and Children’s hospitals are nearing the end of their decade-long expansion. Two
new clinics specializing in heart care, and new parking ramps, have been completed in the past 5 years at
Smith and Chestnut, boosting overall employment at these two hospitals to over 4,700. At Randolph
and West Seventh Street, construction on the $13 million United Family Practice Health Center is
expected to begin this summer.

Phalen Corridor

Formerly a blighted and underutilized industrial corridor served by railroads, the Phalen Corridor runs
northeast from downtown to the Phalen Village neighborhood. The last section of the new 2.5-mile, $61
million Phalen Boulevard opened last fall. It is the first new road built in Saint Paul in more than 20
years, and it gives the East Side direct access to Interstate 35E. At the east end of Phalen Boulevard is
Phalen Village, with a new $60 million building for the State Bureau of Criminal Apprehension and
over $50 million in more than 400 units of new and rehabilitated housing adjacent to a repositioned
commercial center, in which a new Cub supermarket is being developed. At the west end of Phalen
Boulevard are the Williams Hill Business Center, the Metro Transit bus barns, and the Westminster
Junction Business Center, which together provide almost 1,500 new jobs developed on a former
brownfields that used to provide only about 50 jobs.

Downtown District

The downtown district extends from the State Capitol campus on the north to the West Side Flats across
the river. The $25 million Smith Avenue Transit Center adjacent to the Xcel Arena, with a bus layover
facility and parking for 600 cars, is almost complete. Important headquarters companies have expanded
downtown including the Saint Paul Companies, Minnesota Mutual and Ecolab. Regions Hospital has
begun a $150 million hospital expansion project, with completion of the 10-story medical tower and
parking ramp anticipated in 2009, and St. Joseph’s $96 million expansion is underway.

Housing

Five years ago, with vacancy rates hovering around 1%, the City established the Housing 5000 Program
to accelerate housing development. When the Housing 5000 Program ended on December 31, 2005, it
had exceeded its goals. Instead of 5,000 new or substantially rehabilitated housing units, the
construction financing for 5,370 units had closed. And, instead of leveraging the investment of $1
billion, the Program had leveraged $1,059 billion, 84% of which came from private sources. As part of
the its Housing 5000 goals, the City also established the goal that the construction financing for 1,000
new or substantially rehabilitated units of affordable housing would close before December 31, 2005.
When the Program ended, construction financing had closed for 1,173 affordable units, 600 of them
affordable to families at or below 30% of Area Median Income (AMI), and 573 affordable to families
between 31% and 50% of AML



Awards and Acknowledgments

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for
Excellence in Financial Reporting to the Housing and Redevelopment Authority of the City of Saint
Paul, Minnesota, for its Comprehensive Annual Financial Report for the fiscal year ended December 31,
2004. This was the twentieth consecutive year that the Saint Paul HRA 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 our current
comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.

The preparation of this report was accomplished through the efficient and dedicated services of the City
Department of Planning and Economic Development Accounting staff. The cooperation and assistance
provided by the State Auditor’s staff was very helpful and is greatly appreciated.

Cecile Bedor Thomas P. Meyer
Executive Director Accountant
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Certificate of
Achievement
for Excellence
in Financial
Reporting

Housing and Redevelopment
Authority of the City of Saint Paul

Minnesota

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
December 31, 2005

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards.in government accounting

and financial reporting.
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STATE OF MINNESOTA
OFFICE OF THE STATE AUDITOR

SUITE 500
b (651) 296-4755 (Fax) -
REBECCA OTTO SAINT PAUL, MN 55103-2139 state.auditor@state. mn.us (E-Mail)
STATE AUDITOR 1-800-627-3529 (Relay Service)

INDEPENDENT AUDITOR’S REPORT

Commissioners of the Housing and Redevelopment
Authority of the City of Saint Paul
Saint Paul, Minnesota

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, and each major fund of the Housing and Redevelopment Authority
(HRA) of the City of Saint Paul, Minnesota, a component unit of the City of Saint Paul, as of and
for the year ended December 31, 2006, which collectively comprise the HRA’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility of
the HRA’s management. Our responsibility is to express opinions on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.. We believe that
our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, and
each major fund of the HRA of the City of Saint Paul as of December 31, 2006, and the
respective changes in financial position and cash flows, where applicable, thereof and the
budgetary comparison for the General Fund for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

@ Recycled paper with 2 minimum of

15% post-consumer waste An Equal Opportunity Employer
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The Management’s Discussion and Analysis is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required

supplementary information. However, we did not audit the information and express no opinion
on it.

Our audit was made for the purpose of forming opinions on the financial statements that
collectively comprise the HRA of the City of Saint Paul’s basic financial statements. The
supplementary schedules listed in the table of contents are presented for purposes of additional
analysis and are not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in

our opinion, is fairly presented in all material respects in relation to the basic financial statements
taken as a whole.

In accordance with Government Auditing Standards, we are also issuing a report dated June 27,
2007, on our consideration of the HRA of the City of Saint Paul’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
ds and should be considered in assessing the results of our audit.

A OTTO  GREG HIERL ER, CPA
STATE AUDITOR DEPUTY STATE AUDITOR

June 27, 2007
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HOUSING AND REDEVELOPMENT AUTHORITY OF THE CITY OF SAINT PAUL, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended December 31, 2006

As management of the Housing and Redevelopment Authority of the City of Saint Paul (HRA),
we provide readers of these financial statements this overview and analysis of the financial
activities of the HRA for the fiscal year ended December 31, 2006. We encourage readers to
consider the information presented here in conjunction with the financial statements which are
found on pages 36-93.

Financial Highlights

Total liabilities of the HRA exceeded total assets at the end of 2006 by $8.7 million. Net
assets decreased by $11.4 million during 2006. This net decrease included a decrease in
business-type activity net assets by $5.0 million and a decrease in governmental activity
net assets by $6.4 million. The business-type activities are the HRA Loan Enterprise
Fund and the HRA Parking Enterprise Fund.

The government-wide statement of net assets was presented for the first time as of
December 31, 2002, as required by GASB 34. This statement reflects a deficit of $49.1
million in unrestricted net assets at year-end 2006. The source of this deficit is reflected
in governmental activity balances and is attributable to the issuance of debt for which no
capital assets have been directly acquired by the HRA. This debt, primarily tax
increment and sales tax bonds, is used to finance various housing and economic
development projects. This debt is serviced by property tax increments and the City’s
half-cent sales tax proceeds, which are highly reliable sources of repayment.

Despite the deficit in the governmental activities in the government-wide statements, the
HRA’s governmental funds reported combined fund balances of $33.1 million. The
unreserved, undesignated balance is $2.2 million, which is totally in the HRA General
Fund. The remainder of the fund balances is either reserved or designated for specific
use. An amount of $20.4 million is reserved for future debt service on existing long term
debt.

The total principal amount of long-term debt decreased during 2006 by $22.1 million to a
total of $239.5 million, an 8.5% decrease from 2005. An amount of $9.4 million was
retired on the Housing 5000 Land Assembly Bonds in 2006. The only new debts issued
in 2006 were the refunding of the Shepard Davern District tax increment debt at $4.8
million and the Saint Paul Housing Foundation Line of Credit with a draw of $195
thousand. Total interest expense on long-term debt in 2006 was $17.3 million, an
mcrease of $0.9 million over 2005.

The assets of loans receivable and accrued interest on loans increased by $6.1 million to a

total of $83.8 million at December 31, 2006. During 2006, large business loans were
issued to Secure Computers, Minnetronix, Memorial Blood Center, and Dental Facilities.

(Continued)
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HOUSING AND REDEVELOPMENT AUTHORITY OF THE CITY OF SAINT PAUL, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended December 31, 2006

Large housing and commercial development loans were issued to developers for the
Crane Ordway project, the Hazel Park Condominium project, the Carty Heights project,
the 7™ Street Partners project, the University-Dale project, the Capitol City project, and
the CHDC Hamline project. Despite the increase in loans receivable, there was an
overall decrease in the net asset after subtracting the allowance for uncollectible loans
and loan interest. Many of the large loans issued for affordable housing projects in 2006
were risk rated in the categories of “loss” and “forgivable”. The allowance for
uncollectible loans and interest, based on an analysis of credit risk and payment
delinquency, is $60.7 million at December 31, 2006, and increase of $14.3 million over
December 31, 2005.

e  New HRA administered tax increment financing districts were created in 2006 in the North
Quadrant, Riverfront Renaissance, Emerald Park, and Phalen areas as reclassifications of
already existing districts for the purpose of tracking the increments. Total tax increment
revenue for HRA Districts was $15.1 million in 2006, an increase of $1.5 million from
2005. The captured tax capacity of all Saint Paul tax increment financing districts is 7.49%
of Saint Paul’s total tax capacity, which compares favorably with other major Minnesota
Cities. This represents a decrease of 0.57% from 2005.

e  The major housing development initiative continued in 2006 with new or substantially
rehabilitated housing units completed is Saint Paul.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the HRA’s basic financial
statements. The HRA’s basic financial statements are comprised of three components: 1)
government-wide financial statements, 2) fund financial statements, and 3) notes to the financial
statements. This report also contains other supplementary schedules and statistical tables in
addition to the basic financial statements themselves.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad view of
the HRA’s finances, in a manner similar to a private-sector business. These are found on pages
36-38 of this report.

Both of the government-wide financial statements distinguish functions that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees
(business-type activities).

(Continued)
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The HRA’s governmental activities include:

e Development in the tax increment financing districts and other redevelopment
areas
Federal, state and local grant programs
Debt service on tax supported debt
General operations financed through the HRA General Fund

The HRA’s business-type activities are:

e Development loan programs
e Parking operations

The statement of net assets presents information on all of the HRA’s assets and liabilities at
December 31, 2006, with the difference between the two reported as net assets. Over time,
increases or decreases in net assets may serve as a useful indicator of whether the HRA’s
financial position is improving or deteriorating.

The statement of activities presents information showing how the HRA’s net assets changed
during 2006. All changes in net assets are reported as soon as the underlying event giving rise to
the change occurs, regardless of the timing of the related cash flows. Thus, revenues and
expenses are reported in this statement for some items that will result in cash flows in future
periods.

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 HRA, like other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements. All of the funds of the HRA can be divided into two categories:
governmental funds and proprietary funds. The governmental fund and proprietary fund
financial statements are found on pages 40-44 and pages 46-50 of this report.

Governmental funds are used to account for 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 spendable resources at the end of the fiscal year.
Such information may be useful in evaluating near-term financing requirements. Because the
focus of governmental funds is narrower than that of the government-wide financial statements,

(Continued)
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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 HRA’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 HRA maintains the following four governmental funds: HRA General Fund, HRA Federal
& State Programs Special Revenue Fund, HRA Debt Service Fund, and HRA Tax Increment
Capital Projects Fund. Information is presented separately in the governmental fund balance
sheet and the governmental fund statement of revenues, expenditures, and changes in fund
balances for each of these four funds.

The HRA adopts an annual appropriated budget for its general fund and its debt service fund.
Multi-year budgets are adopted for the special revenue fund and the capital projects fund. A
budgetary comparison statement has been provided in the basic financial statements for the HRA
General Fund. Budgetary comparison schedules have been provided in the supplementary
schedules for the other three governmental funds. The HRA’s governmental funds reflected
almost exclusively positive variances compared to the final 2006 and multi-year budgets.

Proprietary funds are used to account for the same functions reported as business-type activities
in the government-wide financial statements. The HRA maintains two proprietary funds: HRA
Loan Enterprise Fund and HRA Parking Enterprise Fund. Information is presented separately in
the proprietary fund financial statements for each of these funds.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data
provided in the government-wide and fund financial statements. The notes to the financial
statements are found on pages 51-93 of this report.

(Remainder of this page left intentionally blank)
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Financial Analysis of the HRA as a Whole
Net Assets. The following chart shows components of the HRA’s assets, liabilities, and net
assets and compares 2006 with 2005 at December 31.

Saint Paul HRA's Assets, Liabilities and Net Assets
At December 31, 2006 and 2005

Total
Percentage
Governmental Activities Business-Type Activities Totals Change
12/31/2006 12/31/2005 12/31/2006 12/31/2005 12/31/2006 12/31/2008 2006-2005
Assets
Cash and Investments $43,245629  $55,240,975 $58,202,235 $79,106,855  $101,447,864 $134,347,830 -24.5%
Other Current Assets (4,404,472) (3,032,561} 7,880,748 5,485,093 3,476,276 2,452,532 41.7%
Land Held For Resale 2,498,865 2,138,865 14,976,644 8,212,463 17,475,509 10,351,328 68.8%
Loans Receivable 10,008,291 9,807,241 13,106,180 21,603,786 23,115,471 31,411,027 -26.4%
Leases Receivable 6,570,000 6,870,000 - - 6,570,000 6,870,000 -4 4%
Capital Assets 7,540,194 8,965,271 91,684,672 85,234,510 99,224,866 94,199,781 5.3%
Other Non-Current Assets 1,253,750 1,328,417 1,212,210 1,538,885 2,465,960 2,867,302 -14.0%
Total Assets 66,713,257 81,318,208 187,062,689 201,181,592 253,775,946 282,499,800 -10.2%
Liabilities
Current Liabifities 14,931,691 15,233,654 8,032,724 2,889,358 22,964,415 18,123,012 26.7%
Long-Term Debt 137,225,542 145,167,214 102,280,479 116,465,346 239,506,021 261,632,560 -8.5%
Total Liabilities 152,157,233 160,400,868 110,313,203 119,354,704 262,470,436 279,755,572 -6.2%
Net Assets
Invested in Capital Assets,

Net of Related Debt 7,540,194 8,965,271 10,868,843 5,544,000 18,400,037 14,509,271 26.9%
Restricted for Debt Service 6,861,982 10,105,742 14,524,953 15,720,681 21,386,935 25,826,423 -17.2%
Restricted for Bond Operations

and Maintenance - - 596,679 667,487 596,679 667,487 ~10.6%
Unrestricted (99,846,152)  (98,153,673) 50,759,011 59,894,720 (49,087,141) (38,258,953) -28.3%

Total Net Assets ($85,443,976) (879,082,660)  $76,749,486  $81,826,888 ($8,694,490) $2,744,228 -416.8%

(Continued)
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Total Lablilities of the HRA exceeded total assets resulting in an overall deficit of $8.7 million at
December 31, 2006. Net assets of the business-type activities are $76.7 million at December 31,
2006. However, governmental activity net assets are in a deficit position of $85.4 million. In
governmental activities, the HRA issues long-term debt for housing and economic development
purposes and, in many cases, does not acquire or construct HRA-owned capital assets with the
debt proceeds. This is common for housing and redevelopment authorities. For the Saint Paul
HRA, this has been the case with the tax increment bonds and the sales tax bonds. The debt is to
be retired with future revenues, namely property tax increments and city sales taxes. In past
years financing has been sufficient for all governmental activity long-term debt service payments
and other debt service requirements. Likewise, it is projected that future revenues will
adequately finance all existing debt service requirements. Unrestricted net assets in business-
type activities are $50.8 million at December 31, 2006. However, a large portion of the
unrestricted net assets is represented by loans receivable, which often have repayment terms in
excess of twenty years.

Total assets of the HRA decreased by 10.2%, to a total of $253.8 million at year-end. Cash and
investment balances decreased by 24.5% in 2006 primarily due to the spending of debt proceeds
for development projects from debt issued prior to 2006. Land held for resale increased with the
purchase of land for future development purposes. Some relatively large loans, risk rated as
forgivable or loss, were issued in 2006, With the high loss allowance on outstanding loans and
the collection of loans in 2006, the net asset for loans less their allowance decreased in 2006 by
26.4%. Capital assets increased during 2006 5.3% with additional construction of the Smith
Avenue Transit Center.

The HRA'’s long-term debt, at $239.5 million is 91.3% of its total liabilities. The outstanding
balance of long-term debt decreased by 8.5% during 2006. Governmental activity long-term
debt includes tax-supported debt — the tax increment bonds and the sales tax bonds, along with
the lease revenue bonds and various development notes. Business-type activity debt includes the
parking revenue bonds and notes, that were issued to finance the construction of HRA owned
parking ramps, and the 2004 issued Housing 5000 Land Assembly Bonds.

(Remainder of this page left intentionally blank)
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Changes in Net Assets. The following chart shows the changes in net assets during 2006 and

compares this with 2005.
Saint Paul HRA’s Changes in Net Assets
For the Fiscal Years Ended December 31, 2006 and 2005
Total
. Percentage
Governmental Activities Business-Type Activities Totals Change
2006 2005 2006 2005 2006 2005 2006-2005

Revenues
Program Revenues:

Charges for Services $2,776,370 $4,180,247 $17,846,442 $15,743,922 $20,622,812 $19,924,169 3.5%

Operating Grants and Contributions 19,229,867 20,067,244 1,480,019 10,025,408 20,709,886 - 30,092,652 -31.2%

Capital Grants and Contributions - - 6,235,374 900,000 6,235,374 900,000 592.8%
General Revenues:

Property Taxes 14,604,286 13,055,454 1,397,216 1,372,349 16,001,502 14,427,803 10.9%

Other Taxes and Unrestricted Grants 441,207 551,212 - - 441,207 551,212 -20.0%

Investment Income 1,627,343 1,381,833 2,543,650 1,627,274 4,170,993 3,008,107 38.6%
Total Revenues 38,679,073 39,235,990 29,502,‘/01 29,668,953 68,181,774 68,904,943 -1.0%
Expenses
Housing and Economic Development 37,524,430 31,189,699 - - 37,524,430 31,189,699 20.3%
Interest on Govt Activity Long-Term Debt 12,024,646 10,949,282 - - 12,024,646 10,949,282 9.8%
Development Loan Programs - - 18,508,591 8,450,161 18,506,591 - 8,450,161 119.0%
Parking Operations - - 11,564,825 10,739,279 11,564,825 10,739,279 7.7%
Total Expenses 49,549,076 42,138,981 30,071,416 19,189,440 79,620,492 61,328,421 29.8%
Excess (Deficiency) before Transfers (10,870,003) {2,902,991)  (568,715) 10,479,513 (11,438,718) 7,576,522 (250.98%)
Transfers 4,508,687 445327 (4,508,687)  (445,327) - -
Change in Net Assets (6,361,316) (2,457,664) (5,077,402) 10,034,186 (11,438,718) 7,576,522
Net Assets, January 1 (79,082,660)  (76,624,996) 81,826,888 71,792,702 2,744,228 (4,832,294)
Net Assets, December 31 ($85,443,976) ($79,082,660) $76,749,486 $81,826,888 ($8,694,490) $2,744,228

(Continued)
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Total revenues of the HRA decreased by 1.0% in 2006, while total expenses increased by 29.8%,
resulting in a decrease in net assets in 2006 of $11.4 million.

As shown in the table on the previous page, governmental activities are financed heavily with tax
revenue and operating grants. Property tax revenue in governmental activities increased by
11.9% with most of the increase being in tax increment revenue. However, operating grants and
contributions decreased by 4.2% in 2006. Housing and Economic Development expenses
increased in 2006 from 2005 by $6.3 million, or 20.3%. The largest increase in these expenses
was for development incurred in the tax increment financing districts. Interest on governmental
activity long-term debt increased in 2006 by 9.8% from 2005, primarily due to additional debt
issued in late 2004 and 2005.

Charges for service revenue increased substantially in business-type activities in 2006 - $2.1
million, or 13.3%. The biggest reason for the increase was the sale of land held for resale in the
HRA Loan Enterprise Fund. Operating grants and contributions decreased with $1 million
received in 2006 from the City’s sales tax STAR program for the Housing 5000 initiative, rather
than the $9 million received in 2005. Capital grants and contributions increased due to the $6.2
million received in federal grant funds through the Metropolitan Council to assist in the
financing of the Smith Avenue Transit Center. Total business-type activities expenses increased
substantially in 2006 - $10.9 million or 56.7%. The major reason for this increase in expenses
was the issuance of large development loans with credit risk ratings of “loss” and “forgivable”
which resulted in large loss allowance expenses. Parking operation expenses increased by 7.7%
in 2006.

(Remainder of this page left intentionally blank)
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Financial Analysis of the HRA’s Funds

As noted earlier, the HRA uses fund accounting to maintain control over resources and to ensure
and demonstrate compliance with legal requirements.

Governmental Funds

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

At December 31, 2006, the HRA’s governmental funds reported total fund balances of $33.1
million. Approximately 66% of this is reserved to indicate that it is not available for new
spending. Almost all of the reserved portion is for future debt service on existing bonds and
notes ($20.9 miltion). Unreserved balances total $11.4 million. Of the total unreserved fund
balances, $4.5 million has been designated in the HRA Tax Increment Capital Projects Fund for
unspent balances of previously budgeted projects, primarily in the HRA administered tax
increment financing districts.

The HRA General Fund is the chief operating fund of the HRA. Revenues include the HRA
property tax levy, fees from conduit revenue bond issues, property rentals, land sale proceeds,
and investment earnings. The major spending activities are for staff administration of HRA
programs, maintenance of HRA properties, and professional services for HRA programs and
projects. The fund balance in the HRA General Fund decreased during 2006 by $110 thousand
to a total of $8.0 million at December 31, 2006, which is quite healthy relative to 2006 fund total
spending of $3.1 million.

The HRA Federal & State Programs Special Revenue Fund accounts for intergovernmental
revenues provided primarily by the Federal and State governments for housing grant programs
and projects. Grant revenues are recognized as eligible grant expenditures are incurred, resulting
in little or no fund balance. During 2006, the Special Revenue Fund received $1.9 million in
revenues, of which $1.8 million were grant revenues from other governments.

The HRA Debt Service Fund accumulates resources and pays debt service for the HRA’s debt
that is not financed by the two enterprise funds. Debt service on the bonds is financed by
property tax increments, City sales taxes, lease payments from the City, and investment earnings.
At December 31, 2006, the fund balance is $20.4 million, which is entirely reserved for future
debt service. Total debt spending during 2006 was $20.4 million, of which $4.8 million was to
retire existing bonds using refunding proceeds.

(Continued)
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The HRA Tax Increment Capital Projects Fund accounts for HRA major development projects
and capital projects in Saint Paul tax increment districts and other redevelopment areas. The
total fund balance at December 31, 2006, of $4.7 million is reserved or designated for unspent
balances of previously approved projects. Total 2006 spending from this Fund was $20.8
million. Projects with the largest 2006 spending include the University-Dale project, the
University-St Albans project, the Rice Street-Winnipeg project, the Riverfront Renaissance Tax
Increment District, and the Koch-Mobil Tax Increment District. All of these projects are
financed with tax increment bond proceeds.

Proprietary Funds

The proprietary fund financial statements provide the same information found in the business-
type activities column of the government-wide statements, but in more detail. The proprietary
funds use the economic resources measurement focus and the accrual basis of accounting, which
are the same as those used for private sector business enterprises. The HRA’s proprietary funds
are the HRA Loan Enterprise Fund and the HRA Parking Enterprise Fund.

The HRA Loan Enterprise Fund accounts for loans issued and related servicing for various
housing and economic development programs and projects. The Fund has unrestricted net assets
totaling $40.3 million at December 31, 2006. The assets of the Fund include loans receivable
and accrued interest on theses loans which are reported at $13.1 million (net of allowance) and in
many cases have long repayment terms before there will be liquidation to cash. Cash and
investments are reported at $30.0 million at December 31, 2006, which includes cash and
investments restricted for the Housing 5000 Land Assembly Bonds of $14.3 million. The Fund
had an overall decrease in net assets of $12.5 million for 2006, primarily due to the issuance of
large development loans with credit risk ratings of “loss” and “forgivable”.

The HRA Parking Enterprise Fund accounts for the operation of HRA owned parking facilities
in Saint Paul. The Fund has unrestricted net assets of $10.5 million at December 31, 2006.
Assets in the Fund include capital assets for parking facilities reported at the depreciated amount
of $91.7 million. Long-term debt used for financing the construction of the parking facilities is
$89.6 million in principal outstanding at December 31, 2006. Bonds were issued in 2005 to
construct the Smith Avenue Transit Center. Proceeds of $8.8 million from this bond issue at
December 31, 2006 are awaiting future disbursement for the construction. The Fund had
operating income of $3.9 million during 2006 — a decrease of $0.4 million from 2005.

HRA General Fund Budgetary Highlights

The final amended budget for the HRA General Fund includes the original adopted budget plus
any previously appropriated funds set aside for the purpose of honoring legally incurred
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26



HOUSING AND REDEVELOPMENT AUTHORITY OF THE CITY OF SAINT PAUL, MINNESOTA
MANAGEMENT’S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended December 31, 2006

obligations (prior year encumbrances), plus any additional supplemental appropriations that were
legislated by the Board of Commissioners during the year. The final budget included a
supplemental appropriation for $79,322 that was financed by a property tax levy increase.

Actual 2006 spending was less than 3% different from the final spending budget. Actual
revenues were 31% higher than the final financing budget. The major positive revenue variance
was in conduit revenue bond fees.

Long-Term Debt

At December 31, 2006 the HRA had total long-term debt outstanding of $239.4 million as shown

in the following chart.

Saint Paul HRA's Long-Term Debt
At December 31, 2006 and 2005

Total
Percentage
Governmental Activities Business-Type Activities Totals Change
2006 2005 2008 2005 2006 2005 2006-2005
Tax Increment Bonds $69,420,923 $78,934,780 - $ - $69,420,923 $78,934,780 -12.1%
Sales Tax Revenue Bonds 43,585,000 44,895,000 - - 43,585,000 44,895,000 -2.9%
Lease Revenue Bonds 6,570,000 6,870,000 -- - 6,570,000 6,870,000 -4.4%
Parking Revenue Bonds - - 37,815,000 39,440,000 37,815,000 39,440,000 -4.1%
Tax Increment ~ Parking
Bonds - - 34,705,000 36,005,000 34,705,000 36,005,000 -3.6%
Parking Bonds (Smith
Avenue Transit Center) - - 15,980,000 15,980,000 15,980,000 15,980,000 0.0%
Housing 5000 Land
Assembly Bonds - - 12,455,000 21,830,000 12,455,000 21,830,000 -42.9%
Parking Revenue Notes - - 1,030,000 3,090,000 1,030,000 3,090,000 -66.7%
Development Notes 17,649,619 14,437,441 195,190 - 17,844,809 14,437 441 23.6%
Totals $137,225,542 $145,137,221  $102,180,190 $116,345,000 $239,405,732 $261,482,221 -8.4%
{Continued)
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All of the debt has specified revenue sources that are pledged for its retirement. In addition, the
City of Saint Paul has issued a general obligation pledge on certain tax increment bonds that
have a total of $50.2 million outstanding at year-end 2006. The City’s G.O. pledge provides a
secondary source of repayment if tax increments are not sufficient to service the related bonds.
For the Sales Tax Revenue Bonds, there is a gross pledge of the half-cent sales tax to pay debt
service. For the Lease Revenue Bonds, the City has pledged City sources and RiverCentre
revenues to make lease payments to the HRA. Non-payment of the lease by the City may create
credit rating implications to the City, which is currently rated AAA by Standard & Poor’s. For
the Parking Revenue Bonds, in addition to net parking ramp revenues, the City has pledged the
first $2 million collected annually in parking meter and parking fine revenues.

During 2006, the HRA issued $5.0 million in long-fenn debt. Shepard Davern Rental Housing
Tax Increment Notes were issued in the amount of $4.8 million to refund the Gateway Tax
Increment Bonds, Series 2003.

All 2006 scheduled principal and interest payments were made in accordance with the terms of
the bonds and notes.

Additional information on the HRA’s long-term debt can be found in Note 5.F. on pages 77- 84
of this report. The schedule of revenue bond coverage in the Statistical section of this report
shows the history and reliability of debt service financing sources.

(Remainder of this page left intentionally blank)
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Capital Assets

The HRA’s investment in capital assets for its governmental and business-type activities as of
December 31, 2006 is $99.2 million (net of accumulated depreciation) as shown in the following

chart.
Saint Paul HRA's Capital Assets
{Net of Depreciation)
At December 31, 2006 and 2005
Total
Percentage
Governmental Activities Business-Type Acfivities Totals Change

2006 2005 2008 2005 2006 2005 2006-2005
Land $1,088,230  $1,088,230 $19,514,990 $19,514,090 $20,603,220 $20,603,220 0.0%
Buildings 359,429 380,572 1,852,164 1,905,083 2,211,593 2,285,655 3.2%
Equipment - - 16,048 19,153 16,048 19,153 -16.2%
Parking Ramps - - 60,203,125 62,462,281 60,203,125 62,462,281 -3.6%
Pedestrian Skyway Bridges 6,092,535 6,417,958 - - 6,092,535 6,417,958 -5.1%
Construction in Progress - 1,078,511 10,098,345 1,333,003 10,098,345 2,411,514 318.8%
Totals $7.540,194  $8,965,271 $91,684,672 $85,234,510 $99,224,866 $94,199,781 5.3%

Construction was started in 2005 on the Smith Avenue Transit Center (business-type activities)
and has continued during 2006. This Transit Center will consist of a 603 space parking ramp
near the RiverCentre complex , plus a bus layover facility for Metro Transit buses. The Transit
Center is projected to be open for operation in July 2007 and is reported as construction in
progress at December 31, 2006.

Total depreciation expense for governmental and business type activities during 2006 was $2.7

million.

Additional information on the HRA’s capital assets can be found in Note 5.E. on pages 76-77 of

this report.

(Remainder of this page left intentionally blank)
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Requests for Information
This financial report is designed to provide a general overview of the Saint Paul HRA’s finances.
Questions concerning any of the information provided in this report or requests for additional

information should be addressed to the City of Saint Paul, Department of Planning and
Economic Development, 25 West Fourth Street, Saint Paul, MN 55102.

(Remainder of this page left intentionally blank)
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BASIC FINANCIAL STATEMENTS

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The Government-Wide Financial Statements present a broad overview of the Saint
Paul HRA’s finances. -
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BASIC FINANCIAL STATEMENTS

FUND FINANCIAL STATEMENTS

The Fund Financial Statements present information on each Saint Paul HRA fund
to demonstrate fiscal accountabiltity.
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HOUSING AND REDEVELOPMENT AUTHORITY OF THE CITY OF SAINT PAUL, MINNESOTA
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Year Ended December 31, 2006

1.

Reporting Entity

The Housing and Redevelopment Authority of the City of Saint Paul, Minnesota, (HRA) is a public
agency established pursuant to Minn. Laws 1947, ch. 487, as codified at Minn. Stat. ch. 469, to
undertake urban renewal programs. These programs strive to redevelop the residential,
commercial, and industrial areas of the City of Saint Paul (City) and to provide adequate jobs, a
sound fiscal base, and a variety of affordable housing for City residents. The HRA is governed by a
seven-member Board of Commissioners consisting of the members of the City Council.

The HRA was reorganized during 1978 and 1979. This reorganization consisted of the following:
A. The HRA employees became employees of the City (Note 5.G.).
B." The Public Housing Agency was spun off and became a separate governmental entity.

C. The HRA and the City entered into an agreement, effective January 1, 1979, whereby the
City agreed to perform administrative and accounting services for the HRA.

The HRA, for financial reporting purposes, includes all funds for which the HRA is financially
accountable. Financial accountability was determined on the basis of selection of the governing
body, ability to impose will, a financial benefit/burden relationship, and fiscal dependency
including approval of budgets, tax levies, and bonded debt issuance. In applying the above
financial accountability criteria, it has been determined that there are no component units of the
HRA.

Also, in applying the financial accountability criteria, it has been determined that the HRA is a
component unit of the City of Saint Paul and is, therefore, included in the City’s Comprehensive
Annual Financial Report for the fiscal year ended December 31, 2006. The HRA’s Board of
Commissioners consists of the members of the City Council. The City also has the ability to
impose its will on the HRA since City staff are responsible for the day-to-day management of the
HRA. The City gives final substantive approval to HRA budgets and HRA tax levies. The
financial data of the HRA is blended into the City’s Comprehensive Annual Financial Report.
Copies of the City’s Comprehensive Annual Financial Report for the fiscal year ended
December 31, 2006, can be obtained from the Financial Services Office, Accounting Section, 700
City Hall, Saint Paul, Minnesota 55102.

Joint Venture

The Minneapolis/Saint Paul Housing Finance Board (the Board) was established in accordance with
a Joint Powers Agreement entered into between the Housing and Redevelopment Authority of the
City of Saint Paul (HRA) and the Minneapolis Community Development Agency (MCDA), and
accepted by the cities of Minneapolis and Saint Paul under State of Minnesota laws. The governing
bodies of the HRA and the MCDA each appoint three of the six members of the Board. The Board
was created for the public purpose of providing decent, safe, sanitary, and affordable housing to the
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residents of the City of Saint Paul and the City of Minneapolis. The powers exercised by the Board
include the power to undertake financing programs to implement individual components of the
housing plan for each city and to issue revenue bonds to finance such programs. All bonds are
special limited obligations of the Board and shall be payable only out of funds specifically pledged
for each issue. Total net assets at December 31, 2006, were $12,137,836. The 2006 operations

resulted in an increase of $820,456 to net assets.

During 2006, distributions were made from the HRA and the MCDA to the Board in the total
amount of $412,898. These distributions resulted from surplus funds remaining from closed out
Board issued revenue bonds. There was no effect to HRA assets or net assets as a result of these

distributions.

Upon dissolution of the Board, all properties acquired by the Board and any surplus monies shall be
distributed to the HRA and the MCDA in the proportion and otherwise pursuant to directions
provided in the related indenture of trust or other bond documents. If properties acquired by the
Board and any surplus monies are not traceable to a particular bond issue or the indenture is silent
as to distribution of the assets upon discharge of the issue, the assets shall be distributed on the
basis of the amount of funds each entity has contributed that would affect those assets. The
respective percentage shares of the HRA and the MCDA in the Board’s assets, liabilities, and
equity were not determined at December 31, 2006. There has been no investment made by the
HRA in the joint venture. Thus, the financial statements do not reflect an equity interest in the joint
venture. Complete financial statements of the Board can be obtained from the MCDA at Suite 700,

Crown Roller Mill, 105 Fifth Avenue South, Minneapolis, Minnesota 55401.

2. Summary of Significant Accounting Policies

The financial statements of the HRA have been prepared in conformity with accounting principles

generally accepted in the United States of America as applied to government units.

Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for

establishing governmental accounting and financial reporting principles.
A summary of the significant accounting policies follows:

A.  Fund Accounting

The HRA’s accounting is organized on the basis of funds. Fund accounting is designed to
demonstrate legal compliance and to aid financial management by segregating transactions
related to certain government functions or activities. Each fund is a separate accounting
entity having its own assets, liabilities, equities, revenues, and expenditures or expenses, as
appropriate. Government financial 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 confrolled. All HRA funds are reported as major funds. A description

of the funds follows:

52



HOUSING AND REDEVELOPMENT AUTHORITY OF THE CITY OF SAINT PAUL, MINNESOTA
NOTES TO THE FINANCIAL STATEMENTS-
For the Fiscal Year Ended December 31, 2006

Note 2.A. (Continued)

Governmental Funds

HRA General Fund - accounts for all financial resources of the HRA, except those required to
be accounted for in another fund.

HRA Federal & State Programs Special Revenue Fund - accounts for specific financial
resources, primarily federal and state grants, which are spent for specific programs as legally
required.

HRA Debt Service Fund - accounts for the financing and payments made on the HRA’s long-
term general debt.

HRA Tax Increment Capital Projects Fund - accounts for the resources segregated for the
purpose of financing capital projects, primarily in Saint Paul’s tax increment financing
districts.

Proprietary Funds

HRA Loan Enterprise Fund - accounts for the HRA’s loan operations that are financed
primarily by loan repayments from the recipients. '

HRA Parking Enterprise Fund - accounts for the HRA’s parking facility operations that are
financed primarily by parking fees.

B. Government-Wide and Fund Financial Statements

The government-wide financial statements (Statement of Net Assets and Statement of
Activities) report information on all of the activities of the HRA. Governmental activities,
which are normally supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely to a significant extent on fees and user
charges. Interfund transactions within governmental activities and interfund transactions
within business-type activities have been removed from these statements.

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 use services 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 revenues not properly included among program revenues are reported as general
revenues.
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Separate financial statements are provided for governmental funds and proprietary funds. All
HRA funds are considered major funds and are reported as separate columns in the fund

financial statements section of the basic financial statements.

C.  Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund financial
statements. Revenues are recognized when earned and expenses are recognized when a
liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized in the year for which they are levied. Grants and contributions are recognized as
revenue when eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting.

Revenues

Governmental fund revenues are recognized in the accounting period in which they become
susceptible to accrual--that is, when they become both measurable and available to finance
the expenditures of the fiscal period. “Available” means collectible within the current period
or soon enough thereafter to be used to pay liabilities of the current period. Revenues for
nonexchange transactions are recognized based on the principal characteristics of the
revenue, Exchange transactions are recognized as revenue when the exchange occurs.

Nonexchange Transactions

Derived tax revenue transactions result from assessments imposed by governments on
exchange transactions. Hotel-motel tax is reported as revenue when the underlying
exchange occurs and the receivable amount is available.

Imposed nonexchange transactions result from assessments by governments on
nongovernmental entities and individuals. Property taxes are imposed nonexchange
transactions. Revenues from property taxes are recognized in the period for which
they were levied to the extent they are collected in the current period or soon enough
thereafter to be used to pay liabilities of the current period. Property taxes receivable
but not available are reported as deferred revenue and will be recognized as revenue in
the fiscal year that they become available. The HRA considers these revenues as
available if they are collected within 60 days after year-end.
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Government-mandated nonexchange transactions occur when a government at one
level provides resources to a government at another level and requires that government
to use them for a specific purpose. The provider government establishes purpose
restrictions and may also establish time requirements. Federal and state grants
‘mandating the HRA perform particular programs are government-mandated
nonexchange transactions. Revenues are recognized when the eligibility and time
requirements are met, usually when the corresponding HRA expenditure is incurred,
using the guidelines of the legal and contractual requirements of the individual
programs.

Voluntary nonexchange transactions result from legislative or contractual agreements,
such as entitlements and donations. The provider may establish purpose restrictions
and eligibility requirements. Revenues are recognized in the year to which they apply
according to statute or contract. Contributions from individuals and miscellaneous
revenues are also considered voluntary nonexchange transactions and are generally
recognized when received in cash because they are usually not measurable until
received. Tax credits paid by the state (included in intergovernmental revenue) are
recognized as revenue in the fiscal year that they become available. The HRA
considers revenues from tax credits paid by the state as available if they are collected
within 60 days after year-end.

Exchange Transactions

Exchange transactions include revenues such as interest earned and fees, sales, and
services. Interest earned is reported as revenue when it becomes both measurable and
available to finance expenditures of the fiscal period. The HRA considers this revenue
as available if it is collected within 60 days after year-end. Fees, sales, and services
are reported as revenue when received in cash because they are usually not measurable
until received. :

Expenditures

Expenditures are recorded under the modified accrual method in the accounting period in
which the fund liability is incurred, with the exception of principal and interest on general
long-term debt, which is recognized when due, and claims and judgments, which are
recognized when the obligations are expected to be liquidated with expendable available
financial resources.
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D.

Proprietary Fund Financial Statement Presentation

The HRA follows private-sector standards of accounting and financial reporting issued prior
to December 1, 1989, for both the government-wide financial statements and the proprietary
fund financial statements to the extent those standards do not conflict with GASB
pronouncements. Governments also have the option of following subsequent private-sector
guidance for their enterprise funds. The HRA has elected not to follow subsequent private-
sector guidance. :

Proprietary funds distinguish operating revenues and operating expenses from nonoperating
items. Operating revenues and expenses generally result from providing services in
connection with a proprietary fund’s principal ongoing operations. The principal operating
revenue of the HRA Loan Enterprise Fund is the payment of interest from loan recipients and
fee revenue from customers who have received loans or grants from the HRA, while the
principal operating expenses are administration, bad debts, and forgivable loans. The
principal operating revenue of the HRA Parking Enterprise Fund is parking fees from parking
ramp customers, while the principal operating expenses are parking operation costs,
administration, and depreciation on capital assets. All revenues and expenses not meeting
these criteria in each fund are reported as nonoperating revenues and expenses.

Cash and Investments

The City maintains a cash and investments pool which is available for use by all HRA funds.
Each fund’s portion of this pool is displayed in the financial statements within “Cash and
Investments with Treasurer.” Cash and investments are also maintained by trustees of the
HRA under certain revenue bond indentures.

Investments are reported at fair value on the balance sheet with the exception of
non-negotiable investment contracts and money market investments, including commercial
paper, banker’s acceptances, and U.S. Treasury and agency obligations, that have a remaining
maturity at time of purchase of one year or less. These exceptions are reported at amortized
cost provided that the fair value of these investments is not significantly affected by the
impairment of the credit standing of the issuer. All investrhent income, including changes in
the fair value of investments, is reported as revenue. Since it is the City’s practice to ensure
that investments can be held to maturity if necessary, a portion of fund equity on the
governmental funds balance sheet has been designated for net unrealized gains, when
applicable. The fair value of investments is determined using quoted market prices at
December 31, 2006.

Beginning in 1996, the City has participated in a securities lending program. The City has
reported its securities lending transactions in accordance with the provisions of GASB
Statement No. 28, Accounting and Financial Reporting for Securities Lending Transactions.
The Director of the Department of Technology and Management Services and the Director of
the Office of Financial Services approved a “Policy Statement” which provides for the
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allocation of assets, liabilities, revenues, and expenditures/expenses relating to securities
lending transactions. As of and for the year ended December 31, 2006, no assets, liabilities,
revenues, and expenditures/expenses relating to securities lending transactions were allocated
to the HRA under the provisions of this policy statement.

For purposes of the Statement of Cash Flows, the proprietary fund’s cash equivalents are cash
on hand, cash in banks, and highly liquid investments having original maturities (time span
from purchase date to maturity date) of three months or less. Included in the classification of
cash equivalents are cash and investments with treasurer, cash and investments with trustees,
and restricted cash.

F. Property Taxes

Property tax levies are set by the HRA Board of Commissioners and approved by the City
Council in December of each year and certified to Ramsey County for collection in the
following year. In Minnesota, counties act as collection agents for all property taxes. The
County spreads all levies over taxable assessed property. Taxable assessed property values
are established by Ramsey County and reviewed by the State of Minnesota. In determining
property taxes, estimated market values are converted to tax capacities based on a statutory
rate for each class of property. Property taxes become a lien on taxable property on January 1
in the year of collection and are recorded as receivable by the HRA on that date. Property
taxes may be paid by taxpayers in two equal installments on May 15 and October 15.
Property tax revenue is recognized in the year for which it is levied. Property taxes which
remain unpaid at December 31 are classified as delinquent taxes receivable. In the
governmental funds balance sheet, the delinquent taxes receivable are offset by deferred
revenue, if not collected within 60 days after year-end, because they are not known to be
available to finance current expenditures. In the government-wide financial statements,
delinquent taxes receivable are recognized as revenue.

Property tax increments from the tax increment districts listed in Note 4.C. to the financial
statements are levied by the City but deposited to HRA funds.

G.  Restricted Assets

Certain proceeds of HRA Parking Enterprise Fund revenue bonds and HRA Loan Enterprise
Fund revenue bonds, as well as certain resources set aside for their repayment, are classified
as restricted assets on the statement of net assets because their use is limited by applicable
bond covenants. The revenue bond debt service account is used to segregate resources
“accumulated for debt service payments over the next 12 months. The revenue bond reserve
account is used for a required reserve for the Housing 5000 Land Assembly Bonds. The
revenue bond development and construction account is used to segregate parking revenue
bond proceeds that are to be used for the construction of parking facilities and Housing 5000
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Land Assembly Bond proceeds that are to be used for housing development purposes. The
revenue bond operations and maintenance account is used to segregate resources set aside to
subsidize potential deficiencies from the parking operations that could adversely affect debt
service payments.

H. Loans Receivable

Loans have been issued by the HRA to financially assist private developers in various Saint
Paul development projects or to provide housing or commercial rehabilitation financing for
Saint Paul property owners. The loans are secured by property mortgages. Loans receivable
are reported as an asset in the amount of loan proceeds disbursed, less collections on
principal. An allowance for uncollectible loans, which offsets the total gross loans
receivable, is recognized for the amount of loans receivable for which collection is doubtful
or questionable. This allowance is based on an analysis of credit risk and payment
delinquency. Interest earned on the loans is recognized as revenue. In the HRA Federal &
State Programs Special Revenue Fund, in order to satisfy federal grant reporting
requirements, unearned revenue of an equal amount to the asset is also reported on the
governmental funds balance sheet, and revenues are reported when principal payments are
received from the loan recipient.

I Land Held for Resale

Land is acquired by the HRA for subsequent resale for redevelopment purposes and not as an
investment program. Since, in order to entice development, the land is often resold at prices
substantially lower than the HRA’s cost, Land Held for Resale is reported as an asset at the
net realizable value in the fund which acquired it. Deferred revenue of an equal amount is
also reported on the respective governmental fund balance sheet. In governmental funds, in
order to satisfy federal grant reporting requirements, land acquired is reported as an
expenditure in the amount of the acquisition cost and as federal revenue for the same amount.
‘When the land is subsequently sold, miscellaneous program income is recognized for the sale
amount. Future draw downs from the federal government for reimbursement of expenditures
incurred are adjusted by program income available at that date.

In the government-wide financial statements, a write-down of the land to market value is

reported as an expense. Deferred revenue is eliminated when converting the governmental
funds balance sheet to the governmental activities colummn on the Statement of Net Assets.
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J.

Leases Receivable

The HRA, as the lessor, entered into a lease agreement with the City of Saint Paul during the
year ended December 31, 2000, through which the HRA is leasing certain improvements
made to the RiverCentre Parking Ramp. The cost of the improvements was financed by the
HRA through the issuance of the RiverCentre Parking Facility I.ease Revenue Bonds, Series
2000. The lease is reported as a direct financing lease since the HRA has transferred
substantially all of the risks and benefits of ownership of the improvements to the City, and
the HRA is financing an in-substance purchase of the improvements by the City. Under the
lease, the City has an option to purchase the improvements at any time prior to the expiration
of the lease for the amount of any remaining outstanding bonds plus $1. The present value of
the total lease payments to be received under the lease agreement is recognized as leases
receivable in the HRA Debt Service Fund. Deferred revenue of an amount equal to the leases
receivable is also reported in the HRA Debt Service Fund since none of the receivable is
considered to be available to finance expenditures of the current period. In the government-
wide financial statements, this deferred revenue is eliminated when converting the
governmental funds balance sheet to the governmental activities column on the Statement of
Net Assets.

Capital Assets

Capital assets, which include land, buildings, pedestrian skyway bridges, parking ramp
structures and parking lots, equipment, and construction in progress are reported in the
applicable governmental or business-type activities column in the government-wide financial
statements and in the applicable proprietary fund financial statements. Capital assets are not
reported on the governmental funds balance sheet. All capital assets are reported at cost if
purchased or constructed, or at estimated fair market value on the date acquired if received as
a gift or contribution. The reported amount of the capital assets is not reflective of the current
value. The cost of normal maintenance arid repairs that do not add to the value of the asset or
materially extend asset lives are not capitalized. Interest incurred during the construction
phase of capital assets of business-type activities is included as part of the capitalized value of
the assets constructed.

Land is not depreciated. The equipment is depreciated over a ten-year useful life. The
parking lots are depreciated over a 15-year useful life. Buildings, parking ramps, and
pedestrian skyway bridges are depreciated over a 40-year useful life. Construction in
progress is not depreciated. The depreciation method used is straight-line.
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Capital assets are defined by the HRA as assets with an estimated useful life in excess of two
years and individual cost exceeding the following thresholds:

Land any amount
Equipment $ 5,000
Buildings 50,000
Parking ramps 20,000
Pedestrian skyway bridges 20,000

L.  Deferred and Unearned Revenues

Deferred revenue is reported on the governmental funds balance sheet when asset recognition
criteria have been met, but for which a potential revenue does not meet both the “measurable”
and “available” criteria for recognition in governmental funds. These items are reported as
revenue under the full accrual basis of accounting in the government-wide financial
statements.

Unearned revenue arises when resources are received by the HRA before it has a legal claim
to them, as when grant monies are received prior to the incurrence of qualifying expenditures.
In subsequent periods, when revenue recognition criteria are met, or when the HRA has a
legal claim to the resources, the liability for unearned revenue is removed and revenue is
recognized. This is true for both the government-wide and the fund financial statements.

M. Long-Term Liabilities

In the government-wide financial statements and proprietary funds in the fund financial
statements, long-term debt is reported as a liability in the applicable governmental activities,
business-type activities, or proprietary fund Statements of Net Assets. Bond discounts,
premiums, and issuance costs are deferred and amortized over the life of the bonds using the
straight-line method. In the fund financial statements, governmental fund types recognize
bond discounts, premiums, and issuance costs during the current period. The face amount of
debt is reported as other financing sources for governmental funds.

N. Net Assets

In the government-wide financial statements and the proprietary fund financial statements,
net assets include three components. First is the amount invested in capital assets net of
related debt. Second, restricted net assets reports amounts that have restrictions imposed by
parties outside the HRA (such as creditors, grantors, or federal or state laws). Finally, the
difference between total net assets and the first two components is unrestricted net assets.
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When both restricted and unrestricted resources are available for use, it is the HRA’s policy
to use restricted resources first, if legally permissible, then unrestricted resources as they are

needed.

O. Fund Balances - Governmental Fund Financial Statements

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted for use for a specific
use that is narrower than the purpose of the fund itself.” Designations of fund balance
represent tentative management plans that are subject to change.

P.  Interfund Transactions

Interfund services provided and used are accounted for as revenues and expenditures or
expenses. Transactions that constitute reimbursements to a fund for expenditures/expenses
initially made from it that are properly applicable to another fund, are recorded as
expenditures/expenses in the reimbursing fund and as reductions of expenditures/expenses in
the fund that is reimbursed. All other interfund transactions are reported as transfers.
Transfers between governmental funds and transfers between proprietary funds are
eliminated in the government-wide financial statements.

3. Reconciliation of Government-Wide and Fund Financial Statements

A.  Explanation of ' Certain Differences Between the Governmental Fund Balance Sheet and the
Government-Wide Statement of Net Assets

The Governmental Fund Balance Sheet includes a reconciliation between fund balances -
total governmental funds and net assets - governmental activities as reported in the
Government-Wide Statement of Net Assets.

The third element of that reconciliation explains that “long-term liabilities, including bonds
and notes payable, are not due and payable in the current period and, therefore, are not
reported in the funds.” The details of this $138,334,419 difference are as follows:

Governmental activity bonds payable $  119,575923
Governmental activity notes payable 17,649,619
Accrued interest payable 2,362,627
Deferred charge for issuance costs (1,253,750)

Net Adjustment to Decrease Fund Balance - Total
Governmental Funds to Arrive at Net Assets - Governmental Activities $ 138,334,419
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B.

Explanation of Certain Differences Between the Governmental Fund Statement of Revenues,
Expenditures, and Changes in Fund Balances and the Government-Wide Statement of
Activities

The Governmental Fund Statement of Revenues, Expenditures, and Changes in Fund
Balances includes a reconciliation between net changes in fund balances - total
governmental funds and changes in net assets of governmental activities as reported in the
Government-Wide Statement of Activities.

The third element of that reconciliation explains that “the issuance of long-term debt

provides current financial resources to governmental funds, while the repayment of principal
on long-term debt consumes the current financial resources of governmental funds. Neither
transaction has any effect on net assets. Also, governmental funds report the effect of
issuance costs, premiums, and discounts when debt is issued, whereas, these amounts are
deferred and amortized in the Statement of Activities.” The details of this $7,867,005
difference are as follows:

Notes issued in 2006 $ (4,820,000)
2006 amortization of premium 29,993
2006 amortization of issuance costs (74,667)
2006 principal payments on bonds 11,123,857
2006 principal payments on potes 1,607,822

Net Adjustment to Increase Net Changes in Fund Balances -
Total Governmental Funds to Arrive at Changes in Net
- Assets of Governmental Activities $ 7,867,005

4. Stewardship, Compliance, and Accountability

A.

Budgets and Budgetary Accoﬁnting

The HRA followed these procedures in establishing the 2006 budget:

On August 15, 2005, the Executive Director presented his proposed budget to the
HRA Board of Commissioners for the fiscal year commencing the following
January 1. This budget includes proposed expenditures and other uses and the means
of financing them. Upon approval by the HRA Board, the Executive Director
submitted the budget to the Mayor of the City of Saint Paul who submitted this budget
to the City Council for consideration, approval, and certification. All budget
amendments that authorize an increase in total fund spending require approval by the
HRA Board of commissioners. Any amendments transferring budgeted amounts
between activities within the same fund require administrative approval by the HRA
Executive Director and the City Budget Director.
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All annual governmental fund budgets are adopted on a basis consistent with generally
accepted accounting principles (GAAP). Multi-year governmental fund budgets are utilized
in the special revenue fund and the capital projects fund.

Unexpended appropriation balances lapse at the end of the fiscal year in the annual
governmental fund budgets. Upon HRA Board approval, outstanding encumbrances at the
end of the fiscal year are re-appropriated in the following year in annual governmental fund
budgets. Unexpended appropriation balances do not lapse at the end of the fiscal year in the
multi-year governmental fund budgets.

Encumbrance accounting, under which purchase orders, contracts, and other commitments
for expenditures are recorded, is employed in the governmental funds. Encumbrances
outstanding at year-end represent the estimated amount of the expenditures ultimately to
result if unperformed contracts in process at year-end are completed. Encumbrances
outstanding at year-end were not reported as expenditures in the financial statements and,
therefore, fund balances were reserved for subsequent expending.

Formal automated budgetary integration is employed as a management control device during
the year. The legal level of budgetary control (that is, the level at which expenditures and
other financing uses cannot legally exceed the appropriated amount) is at the fund level.
Appropriations are controlled administratively at the activity level within multi-year
budgeted funds. Governmental funds with annually adopted budgets are controlled
administratively at the activity level and within the following major object levels of
expenditure: debt service, other spending, and transfers out. Proprietary funds have
annually adopted budgets and are controlled administratively at the fund level and within the
same major object levels of expenditure as in governmental funds. Management is
authorized to spend within the above stated administration limits without an HRA
Board-approved budget amendment or a budget amendment approved by the HRA
Executive Director and the City Budget Director. Spending budgets are controlled by
encumbering proposed obligations against appropriations. Encumbering instruments which
exceed available appropriations are not authorized until additional appropriations are made
available. ‘

B.  General Obligation Bonds Issued by the City of Saint Paul for HRA Programs

Minn. Laws 1973, ch. 395, authorized the City of Saint Paul to issue $43,400,000 in Urban
Renewal Bonds. Bonds issued and sold as of December 31, 2006, total $42,625,000. Bonds
authorized and unissued at December 31, 2006, are equal to $775,000. Proceeds from the
sale of these bonds were used to finance specific urban renewal program costs and
redevelopment project costs. The outstanding Urban Renewal Bonds are an obligation of the
City and are retired by annual City appropriations.
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During 2000, the City of Saint Paul issued Riverfront Tax Increment General Obligation
Refunding Bonds, Series 2000D, in the amount of $8,335,000. Proceeds from the Series
2000D bonds refunded the outstanding Tax Increment Bonds, Series 1993C, in February
2001. During 2002, the City of Saint Paul issued Riverfront Tax Increment General
Obligation Refunding Bonds, Series 2002C, in the amount of $2,335,000. Proceeds from the
Series 2002C bonds refunded the outstanding Tax Increment Bonds, Series 1993D, in 2002.
Series 2000D and Series 2002C have a City general obligation pledge, but are to be retired
using HRA tax increment revenues from the Riverfront Tax Increment District, along with
other available HRA sources. The outstanding Series 2000D and 2002C bonds are reported
as a liability in the governmental activities column of the HRA’s Government-Wide
Statement of Net Assets (Note 5.F.).

During 1995, the City of Saint Paul issued Midway Marketplace Tax Increment General
Obligation Bonds, Series 1995A, in the amount of $7,660,000. Proceeds from the Series
1995A bonds were used to provide financing for certain public redevelopment costs in an
area referred to as Midway Marketplace. During 2005, the City issued the Snelling-
University Tax Increment Refunding Bonds, Series 2005C in the amount of $5,130,000
which refunded the 1995 Bonds. The bonds have a City general obligation pledge but are to -
be retired using tax increments from the HRA’s Snelling-University District and certain
shortfall payments from the project developers as defined in the development agreements.
The outstanding Series 2005C bonds are reported as a liability in the governmental activities
column of the HRA’s Government-Wide Statement of Net Assets (Note 5.F.).

During 1998, the City of Saint Paul issued Block 39 Tax Increment General Obligation
Bonds, Series 1998A and Series 1998B, in the amount of $21,255,000 and $18,745,000,
respectively. Proceeds from the Series 1998A and Series 1998B were used to finance the
acquisition of Block 39 properties in the downtown area and to construct a parking facility
and retail space. The bonds have a City general obligation pledge but are to be retired using
tax increments from the HRA’s Block 39 Lawson/Arena District and revenues from the
parking facility. The outstanding Series 1998A and 1998B bonds are reported as a liability in
the Parking Enterprise Fund and in the business-type activities column of the HRA’s
Government-Wide Statement of Net Assets (Note 5.F.).

During 2004, the City of Saint Paul issued Koch Mobil Tax Increment General Obligation
Bonds, Series 2004C in the amount of $3,950,000. Proceeds from the Series 2004C bonds
are to be used to provide financing for certain public redevelopment costs in the Koch Mobil
Redevelopment Project area. The bonds have a City general obligation pledge but are to be
retired using the proceeds of a future HRA tax increment bond issue. The outstanding Series
2004C bonds are reported in the governmental activities column of the HRA’s
Government-Wide Statement of Net Assets (Note 5.F.)
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C. Tax Increment Financing Districts

Pursuant to state law, the following tax increment financing districts have been established in

Saint Paul and are administered by the HRA.

Outstanding
District Year Duration of Long-Term Debt
Number District Established District {Including Advances)
12& 173 New Housing & Blighted Land 1981 25 years $ -
82 Downtown & Seventh Place 1978 30 years 11,059,619
83 Spruce Tree Centre/Metz Bakery Area 1987 25 years 1,441,923
87 Riverfront . 1987 25 years 6,760,000
100 Neighborhood Business Development -
Scattered Sites 1988 25 years 6,725,000
135 Snelling-University 1990 25 years 4,780,000
193 Hubbard Site 1997 20 years -
194 1919 University 1997 25 years -
212 Block 4 Minnesota Mutual 1997 25 years -
213 Block 39 Lawson/Arena 1997 25 years 34,705,000
215 Superior Street Cottages 1998 25 years -
224 North Quadrant Phase 1 - Essex 2000 25 years 1,033,839
225 Riverfront Renaissance-Upper Landing 2001 25 years 21,871,371
228 Emerald Park-Emerald 2002 25 years 67,832
232 Straus Building 2002 25 years -
233 North Quadrant Expansion 1 - Dakota 2003 25 years 1,125,000
234 Phalen Village 2001 25 years -
236 J. 1 Hill 2001 25 years 3,684,229
237 Osceola Park 2002 25 years 2,971
240 Bridgecreek Senior Place 2003 25 years 10,251
241 North Quadrant Phase 2 2004 25 years 1,349,771
243 Shepard - Davern Owner Occupied 2003 25 years 4,859,785
244 Shepard - Davern Rental Housing 2003 25 years 19,121
245 Shepard - Davern Senior Rental 2003 25 years 14,357
248 Koch Mobil 2004 25 years 3,950,000
257 Payne Phalen 2005 25 years 4,439
260 North Quadrant - Sibley 2006 25 years -
261 Riverfront Renaissance - US Bank 2006 25 years 15,685,539
262 Riverfront Renaissance ~ Drake Marble 2006 25 years 1,712,000
263 Riverfront Renaissance - Uncommitted 2006 25 years 969,712
264 Riverfront Renaissance - Llewellyn 2006 25 years 30,692
265 Riverfront Renaissance - HRA 2006 25 years -
266 Emerald Park - Metro 2006 25 years 17,533
267 Emerald Park — Berry 2006 25 years 50,668
268 North Quadrant Expansion 1 - Sibley 2006 25 years 2,593
269 Phalen - Rose Hill 2006 25 years 29,712
Total Outstanding Long-Term Debt At
December 31, 2006 $ 121,962,957

Total tax capacity amounts and tax increment revenue for these districts in 2006 are as follows.

Current tax capacity (assessed in 20035, payable in 2006)

Captured tax capacity retained by the HRA
Tax increment revenue in 2006

Delinguent tax increment receivable at December 31, 2006
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D.

Federal Audit Requirements

The U.S. Office of Management and Budget (OMB) issued Circular A-133, which establishes
uniform audit requirements for non-federal entities that administer federal awards and
implements the Single Audit Act Amendments of 1996, which were signed into law July 5,
1996 (Public Law 104-156).

The purposes of the Single Audit Act Amendments of 1996 are to:

- promote sound financial management, including effective internal controls with respect
to federal awards;

- promote the efficient and effective use of audit resources;

- reduce burdens on state and local governments, Indian tribes, and nonprofit
organizations; and

- ensure that federal departments and agencies, to the maximum extent practicable, rely
upon the audit work done pursuant to chapter 75 of title 31, United States Code (the
“Single Audit Act”).

For 2006, the HRA'’s audit was performed in accordance with Circular A-133. The auditor’s
report on their consideration of the HRA’s internal control over financial reporting and their
tests of the HRA’s compliance with certain provisions of laws, regulations, contracts, and
grants will be issued at a later date.

Grant amounts received or receivable from the federal government are subj ect to adjustment.

Any disallowed claims, including amounts already collected, may constitute a liability of the
applicable funds. The amount, if any, of expenditures which may be disallowed by the
grantor cannot be determined at this time; however, the HRA expects such amounts, if any, to

be immaterial.

Conduit Debt Obligations

The HRA has issued Commercial/Industrial Development, Homeownership Mortgage, and
Rental Housing Revenue Bonds to assist developers, businesses, and low-to moderate-income
homeowners in projects which improve the economic and housing conditions of the City.
The bonds are secured by the financed property and are payable solely from the revenues of
the individual commercial/industrial or housing projects. The bonds do not constitute a
charge, lien, or encumbrance, legal or equitable, upon any property or funds of the HRA, nor
is the HRA subject to any liability thereon. Accordingly, the bonds are not reported as
liabilities in the accompanying financial statements.
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Conduit bonds issued subsequent to January 1, 1996, have an outstanding principal balance of
$1,200,000,000 at December 31, 2006. The aggregate principal amount payable for conduit
bonds issued prior to January 1, 1996, could not be determined; however, their original issue
amounts totaled $2.9 billion. There were 185 conduit bonds issued prior to January 1, 1996,
and 99 conduit bonds issued subsequent to January 1, 1996.

Deficit - Net Assets of Governmental Activities

On the Government-Wide Statement of Net Assets, the HRA is reporting an overall deficit
for the governmental activities of $85,443,976. The individual governmental funds which
form a part of the governmental activities all have positive fund balances. The deficit was
created with the addition of long-term debt to the government-wide governmental activities.
The HRA issues long-term debt for development purposes and, in many cases, does not
acquire or construct HRA-owned capital assets with the debt proceeds. The debt is to be
retired with future revenues, such as property tax increments or sales taxes. (See Notes 3.A.
and 5.F)

5. Detailed Notes on All Funds

A.

Deposits and Investments

Through agreement with the City, the HRA deposit and investment functions are managed by
the City’s Office of Financial Services, Treasury Section. City policies are applied to the
HRA’s portfolio of deposits and investments.

(1) Deposits

Minn. Stat. §§ 118A.02 and 118A.04 authorize the City to designate a depository for public
funds and to invest in certificates of deposit. -Minn. Stat. § 118A.03 requires that all City
deposits be protected by insurance, surety bond, or collateral. The market value of collateral
pledged shall be at least ten percent more than the amount on deposit plus accrued interest at
the close of the financial institution’s banking day, not covered by insurance or bonds.

Authorized collateral includes treasury bills, notes and bonds; issues of U.S. government
agencies; general obligations rated “A” or better, revenue obligations rated “AA” or better,
irrevocable standard letters of credit issued by the Federal Home Loan Bank; and certificates
of deposit. Minnesota Statutes require that securities pledged as collateral be held in
safekeeping in a restricted account at the Federal Reserve Bank or in an account at a trust
department of a commercial bank or other financial institution that is not owned or controlled
by the financial institution furnishing the collateral. All pledged collateral is held in the
City’s name at third party institutions.
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Custodial Credit Risk - Deposits

Custodial credit risk is the risk that in the event of a financial institution failure, the HRA’s
deposits may not be returned to it. The City is authorized to use only those financial
institutions that have been approved by the City Council. The HRA’s deposits at December
31, 2006 consist of the City cash and investment pool in an amount of $64,767,292 and the
parking ramp checking accounts in the amount of $951,714. The City cash and investment
pool is entirely insured or collateralized in the City’s name at third party institutions. The
parking ramp checking accounts are collateralized in the City’s name at third-party
institutions.

(2) Investments

Minn. Stat. §§ 118A.04 and Minn. Stat. §§ 118A.05 generally authorize the following types
of investments as available to the HRA:

D

@

3)

“
6))

©)

securities which are direct obligations or are guaranteed or insured issues of the
United States, its agencies, its instrumentalities, or organizations created by an act
of Congress, except mortgage-backed securities defined as “high risk” by Minn.
Stat. §§ 118A.04, sub. 6;

mutual funds through shares of registered investment companies provided the
mutual fund receives certain ratings depending on its investments;

general obligations of the State of Minnesota and its municipalities, and in certain
state agency and local obligations of Minnesota and other states provided such
obligations have certain specified bond ratings by national bond rating service;
bankers’ acceptances of United States banks;

commercial paper issued by United States corporations or their Canadian
subsidiaries that is rated in the highest quality category by two nationally
recognized rating agencies and matures in 270 days or less; and

with certain restrictions, in repurchase agreements, securifies lending agreements,
joint powers investment trusts, and guaranteed investment contracts.

In addition, under Minn. Stat. §§ 469.012, the HRA can invest funds in properties or
securities in which savings banks may legally invest funds which provides broad investment

authority.
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The City Council has adopted an investment policy, dated June 9, 2003, which provides
requirements and guidelines for the following:

- Authority and responsibility
- Administrative and review procedures
- Credit risk, interest rate risk, liquidity return, and avoidance of loss
- Investments in special programs and projects
- Short termi and longer term investments
- Investment manager selection and termination

Interest Rate Risk - Investments

Interest rate risk is the risk that changes in the market interest rates will adversely affect the
fair value of an investment. The City minimizes their exposure to interest rate risk by
investing in both shorter-term and longer-term investments and by timing cash flows from
maturities so that a portion of the portfolio is maturing or coming close to maturity evenly
over time as necessary to provide the cash flow and liquidity needed for operations. The City
has established maximum guidelines for investment duration.

Credit Risk — Investments

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to
the holder of the investment. This is measured by the assignment of a rating by a nationally
recognized statistical rating organization. It is the City’s policy to invest in securities that
meet the ratings requirements set by state statute.

Custodial Credit Risk — Investments

The custodial credit risk is the risk that, in the event of the failure of the counterparty to a
transaction, a government will not be able to recover the value of an investment or collateral
securities that are in possession of an outside party. The City uses only those financial
institutions and broker/dealers approved by the City Council.

Concentration of Credit Risk

The concentration of credit risk is the risk of loss that may be caused by the City’s investment
in a single issuer. It is the City’s policy to diversify investments so that potential losses on
individual securities of a single issuer will be minimized.

69



HOUSING AND REDEVELOPMENT AUTHORITY OF THE CITY OF SAINT PAUL, MINNESOTA

NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Year Ended December 31, 2006

Note 5.A.(2). (Continued)

The following table represents the HRA’s investment balances at December 31, 2006, and information

relating to potential investment risks:

U.S. Treasury Securities
U.S. Treasury Notes
U.S. Treasury Notes
U.S. Treasury Notes
Total U.S. Government Securities

U.S. Government Agency Securities
Federal Farm Credit Bank
Federal Farm Credit Bank Bonds

Federal Home Loan Bank
Federal Home Loan Bank Bonds
Federal Home Loan Bank Bonds
Federal Home 1.0an Bank Bonds
Federal Home Loan Bank Bonds
Total Federal Home Loan Bank

Federal National Mortgage Association
Federal National Mortgage Assoc Discount Note
Federal National Mortgage Assoc Discount Note
Total Federal National Mortgage Association

Guaranteed Investment Contracts
Bayerische Landesbank Investment Agreement

Mutual Funds
First American Governinent Securities Fund
Wells Fargo Advantage Fund
Total Investments
Deposits:
Parking Ramp Checking Accounts at Saint Paul Banks
City Cash and Investment Pool
Total Deposits
Total Deposits and Investments

N/A - Not applicable
N/R - Not rated
< 5% - Concentration is less than 5% of investments

Concentration
Credit Risk Risk Interest Rate Carrying

Credit Rating Over 5% of Risk (Fair)

Rating Agency Portfolio Maturity Date Value
NA N/R 05/01/09 $ 724,000
N/A N/R 08/01/10 906,865
N/A NR 08/01/11 577,185
6.18% $ 2,208,050
AAA S&p <5% 01/18/11 3 1,039,674
AAA S&p 08/03/07 $ 631,801
AAA S&P 12/30/08 1,192,595
AAA S&P 11/16/09 1,681,849
AAA S&P 06/29/10 1,567,088
14.20% $ 5,073,333
A-1+ S&P 02/28/07 $ 764,832
A-1+ S&P 09/28/07 462,144
<5% $ 1,226,976
N/A N/R 24.72% 06/01/07 $ 8.831,677
N/A N/R 38.93% N/A $ 13,910,079
N/A N/R 9.63% N/A 3,439,069
$ 35,728,858
$ 951,714
© 64,767,292
$ 65,719,006
$ 101,447,864

Deposits — City of Saint Paul Cash and Investment Pool - Additional disclosures required by GASB Statement No. 40, “Deposit and Investment Risk
Disclosures,” are disclosed on an entity-wide basis in the City of Saint Paul Comprehensive Annual Financial Report for the year ended December 31, 2006.
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(3) Reconciliation

The above amounts of deposits and Investments reconcile to the Government-Wide Statement
of Net Assets as follows:

Cash and Investments with Treasurer $ 53,091,214
Cash with Fiscal Agents 951,714
Cash and Investments with Trustees 15,176,635
Restricted Cash for Revenue Bond Debt Service 9,452,792
Restricted Cash for Revenue Bond Reserve 6,444,716
Restricted Cash for Revenue Bond Development & Construction 15,734,114
Restricted Cash for Revenue Bond Operations and Maintenance 596,679

Total $ 101,447,864

Net Increase in the Fair Value of Investments

All investment income, including changes in the fair value of investments, is reported as
revenue on the operating statements of both governmental and proprietary funds. The
calculation of realized gains and losses from the sale of investments is independent of the
calculation of the net change in the fair value of investments. Realized gains and losses on
ivestments that have been held in more than one fiscal year and sold in the current year may
have been recognized as an increase or decrease in the fair value of investments reported in
the prior year. The increase in the fair value of investments during 2006 was $17,685. This
amount takes into account all changes in fair value (including purchases and sales) that
occurred during the year. The unrealized gain on investments held at December 31, 2006,
was $594,671.

B.  Loans Receivable

Loans receivable are reported as assets in the following funds at December 31, 2006 (net of

allowances):
HRA Federal & State Programs Special Revenue Fund $ 7,183,068
HRA Debt Service Fund 2,315,000
HRA Tax Increment Capital Projects Fund 291,785
HRA Loan Enterprise Fund 12,189,934
Total All Funds $ 21,979,787

Allowances for uncollectible loans have been established for loans for which collection is
doubtful or questionable in the total amount of $55,518,785 at December 31, 2006. During
2006, loans determined to be uncollectible or forgiven were written off the books in the
amount of $2,808,228.
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Changes in total gross loans receivable, allowances for uncollectible loans, and accrued
interest receivable on loans for 2006 are shown below.

Total gross loans receivable - January 1, 2006 ) $ 71,325,178

Single family mortgage loans issued 7,597,150
Single family mortgage loans sold (7,458,950}
All other loans issued ) 18,400,808
Principal payments received (9,557,386)
Loans written off (190,965)
Loans forgiven (2,617,263)
Total Gross Loans Receivable - December 31, 2006 $ 77,498,572
Less: allowance for uncollectible loans - January 1, 2006 $ 41,555,101
Increase for bad debts and forgiveness 16,771,914
Loans written off {190,965)
Loans forgiven (2,617,265)
Total allowance for uncollectible loans - December 31, 2006 . $ 55,518,785
Net Loans Receivable - December 31, 2006 $ 21,979,787
Accrued Interest Receivable on Loans - December 31, 2006 (Net of Allowance) $ 1,135,684

During 2006, the HRA entered into an agreement with the City to sell the loan receivable
from The Science Museum of Minnesota (SM). The SM loan was sold for $2,400,000 and
had a principal balance of $4,000,000 at the time of sale which resulted in a loss on the sale
of $1,600,000. The loss was recognized in the 2006 Statement of Activities and in the HRA
Loan Enterprise Fund Statement of Revenues, Expenses, and Changes in Fund Net Assets.
The $2,400,000 in sale proceeds was used by the HRA to repay Ramsey County relating to
the final closeout of the West Midway Tax Increment Financing District. It was determined
by the HRA that excess tax increments in the amount of $2,400,000 had been received by the
HRA in previous years. Also, as part of the loan sale agreement, the HRA is obligated to
advance to the City an amount of $860,000 in installments from 2006 through 2010. In 2006,
the HRA advanced $100,000 of this total. The City is to repay this advance, together with
5% interest, in installments from 2011 through 2020.

At December 31, 2006, future mintmum principal and interest payments to be received under
the loan agreements for the next ten years are as follows:

2007 $ 10,227,190
2008 3,879,011
2009 8,772,430
2010 2,988,515
2011 3,003,712
2012 - 2016 18,018,634
Total $ 46,979,492

72



HOUSING AND REDEVELOPMENT AUTHORITY OF THE CITY OF SAINT PAUL, MINNESOTA
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Year Ended December 31, 2006

Note 5. (Continued)

C.

Land Held for Resale

Land held for resale is reported in the following funds as an asset at net realizable value at
December 31, 2006.

Balance Balance
December 31, December 31,
2005 Additions Deductions 2006

HRA General Fund -8 1,440,918 $ - $ - $ 1,440,918
HRA Tax Increment Capital
Projects Fund 697,947 360,000 - 1,057,947
HRA Loan Enterprise Fund 8,212,463 6,934,181 170,000 14,976,644

Total All Funds $ 10,351,328 $ 7,294,181 3 170,000 $ 17,475,509

On December 31, 2006, the HRA acquired property (the former Public Safety Building and
real estate located in downtown Saint Paul) from the City for $3,560,000. This property is to
be developed by Penfield Condominiums (Penfield) per the Development Agreement, dated
October 1, 2006, between the HRA and Penfield. The HRA paid $1,400,000 to the City on
December 31, 2006. The balance of $2,160,000 is to be paid to the City contingent upon (1)
the conveyance of the property by the HRA to Penfield and (2) Penfield payments to the
HRA for their acquisition of the property per the Development Agreement. Land Held for
Resale for this property in the amount of $3,560,000 is reported in the Business Type
Activities on the Statement of Net Assets and in the HRA Loan Enterprise Fund Statement of
Net Assets. A liability for $2,160,000 is also reported as “Due to Other Governmental Units”
on these two statements.

Leases Receivable

As described in Note 2.J., the HRA entered into a direct financing lease with the City during
the year ended December 31, 2000.

The City is obligated under the RiverCentre Parking Facility Improvement Lease to make
lease payments through 2014, which are to be used by the HRA to finance debt service
payments on its RiverCentre Parking Facility Lease Revenue Bonds, Series 2000. The
RiverCentre Authority of the City of Saint Paul has approved a debt capital management plan
which includes the amounts needed to make the lease payments through 2014.

The following is a summary of the leases receivable for the year ended December 31, 2006.

RiverCentre
Parking Facility
Improvement
Lease

Balance of Ieases receivable - January 1, 2006 $ 6,870,000
Principal portion of lease payments received — 2006 (300,000)

Balance of Leases Receivable - December 31, 2006 $ 6,570,000
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The interest portion of the lease payments received in 2006 was $357,928.

On the

Governmental Fund Balance Sheet, the HRA Debt Service Fund reports deferred revenue to
offset the entire amount of the lease receivable, since the lease payments are not available to
finance current period expenditures.
lease payments will be reported in the HRA Debt Service Fund in future years when the
payments are received. On the Government-Wide Statement of Net Assets, the leases

receivable are not offset with the liability for deferred revenue.

Revenues for the principal amount of the

The future lease payments (including principal and interest) to be received under the

RiverCentre Parking Facility Improvement Lease are the following:

RiverCentre
Parking Facility
Year Ending Improvement
December 31 Lease
2007 850,956
2008 936,488
2009 1,027,838
2010 1,124,175
2011 1,223,950
2012 -2014 3,020,500
Total 8,183,907
E.  Capital Assets
Capital asset activity for the year ended December 31, 2006, was as follows:
Balance Balance
January 1, December 31,
Governmental Activities 2006 Increase Decrease 2006
Land (not depreciated) $ 1,088,230 $ - - $ 1,088,230
Construction in progress (not depreciated) 1,078,511 648,337 1,726,848 -
Buildings 845,716 - - 845,716
Pedestrian skyway bridges 13,016,925 - - 13,016,925
Totals at historical cost $ 16,029,382 $ 648,337 1,726,848 3 14,950,871
Less: accumulated depreciation
Buildings 3 (465,144) $ (21,143) - $ (486,287)
Pedestrian skyway bridges (6,598,967) (325,423) - (6,924,390)
Total accumulated depreciation $ (7,064,111 $ (346,566) - $  (71,410,671)
Total Governmental Activities
Capital Assets — Net $ 8,965,271 $ 301,771 1,726,848 $ 7,540,194
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The construction in progress for governmental activities increase of $648,337 in 2006 was
due to water, sewer, street, and lighting construction in the Koch Mobil Tax Increment
Financing District. The decrease of $1,726,848 in construction in progress represents the
contribution of the completed water, sewer, street, and lighting improvements in this Tax
Increment Financing District to the City of St. Paul.

Balance Balance
January 1, December 31,
Business-Type Activities 2006 Increase Decrease 2006
Land (not depreciated) $ 19,514,990 $ - $ - 3 19,514,990
Buildings 2,108,356 - - 2,108,356
Parking ramps 88,125,305 - - 88,125,305
Equipment 31,060 - - 31,060
Construction in progress (not depreciated) 1,333,003 8,765,342 - 10,098,345
Totals at historical cost $ 111,112,714 3 8,765,342 $ - $ 119,878,056
Less: accumulated depreciation
Buildings $ (203,273) $ (52,919) $ - $ (256,192)
Parking ramps (25,663,024) (2,259,156) - (27,922,180)
Equipment (11,907) (3,105) - (15,012)
Total accumulated depreciation 3 (25,878,204) $  (2,315,180) $ - $ (28,193,384)
Total Business-Type Activities
Capital Assets — Net $ 85,234,510 $ 6,450,162 $ - $ 91,684,672

Depreciation expense for 2006 was charged to functions/programs as follows:

Governmental Activities

Housing and economic development $ 346,566
Business-Type Activities

Parking operations . 2,315,180

F. Long-Term Debt

Long-term debt consists of bonds payable and notes payable. This debt has been issued for
both governmental and business-type activities. Governmental activity debt has been issued
to provide financing for housing and economic development programs and projects.
Business-type debt was issued to finance the construction of parking facilities and to acquire
property as part of the Land Assembly program.
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(1)  Changes in Long-Term Debt

Long-term debt activity for the year ended December 31, 2006, was as follows:

Balance Balance
January 1, December 31, Due Within
Gover 1 Activities 2006 Increase Deerease 2006 One Year
Bonds payable
Tax increment bonds $ 78,934,780 - 9,513,857 $ 69,420,923 $ 8,719,183
Sales tax revenue bonds 44,895,000 - 1,310,000 43,585,000 1,400,000
Lease revenue bonds 6,870,000 - 300,000 6,570,000 425,000
Add: unamortized premivm on
tax increrpent bonds 29,993 - 29,993 - -
Totals bonds payable $ 130,729,773 - 11,153,850 $ 119,575,923 $ 16,544,183
Notes payable 14,437,441 4,820,000 1,607,822 17,649,619 710,000
Total Governmental Activities .
Long-Term Debt $ 145,167,214 4,820,000 12,761,672 $ 137,225,542 $ 11,254,183
Balance Balance
Janwary 1, December 31, Due Within
Busi Type Activities 2006 Increase Decrease 2006 One Year
Bonds payable
Land assembly bonds $ 21,830,000 - 9,375,000 $ 12,455,000 $ 3,294,000
Parking revenue bonds 39,440,000 - 1,625,000 37,815,000 1,815,000
Tax increment - parking bonds 36,005,000 - 1,300,000 34,705,000 1,445,000
Parking revenue bonds
(Smith Avenue Transit) 15,980,000 - - 15,980,000 -
Add: upamortized premium on R
parking reverme bonds 120,346 - 20,058 100,288 -
‘Total bonds payable $ 113,375,346 - 12,320,058 $ 101,055,288 $ 6,554,000
Notes payable
Parking revenue notes $ 3,090,000 - 2,060,000 $ 1,030,000 $ 70,000
St. Paul Foundation Housing Loan - © 195,190 - 195,190 195,190
Total notes payable $ 3,090,000 195,190 2,060,000 $ 1,225,190 3 265,190
Total Business-Type Activities
Long-Term Debt $ 116,465,346 195,190 14,380,058 $ 102,280,478 $ 6,819,190

All 2006 scheduled principal and interest payments were made in accordance with the terms of the bonds

and notes.
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)

The Shepard Davern Rental Housing Tax Increment Note, Series 2006 was issued in
March 2006 in the amount of $4,820,000 to currently refund the Gateway Tax
Increment Bonds, Series 2003. The current refunding was done to lock in the interest
rate and reduce debt service payments. Because the refunded debt had a variable
interest rate, it was not possible to determine either the difference in debt service
payments between the refunded debt and the refunding debt, or the economic gain or
loss resulting from the transaction. The reacquisition price and the net carrying value
of the refunded bonds were both $4,820,000. Tax increments from the Shepard Davern
Tax Increment Financing District will be used to retire the 2006 note.

During 2006 the HUD Section 108 Note, Series 1997 was retired through a final
scheduled payment of $580,000. Also during 2006 the Block 39 Parking Ramp Notes
were retired in the original principal amount of $2,000,000 using Block 39 parking
revenues.

During 2006 an amount of $195,190 was drawn by the HRA on the Saint Paul
Foundation line of credit to partially finance a housing development project. This
resulted in a liability of this amount at December 31, 2006.

(See Note 5.1.)

Description of Bonds and Notes and Sources for Retirement

Governmental Activities

The governmental activity long-term debt, represented by the Tax Increment Bonds,
the Sales Tax Revenue Bonds, the Lease Revenue Bonds, and the long-term notes are
not general obligations of the HRA, are not backed by the full faith and credit of the
HRA, and are to be retired through specific revenue sources. Under Minn. Stat.
§ 469.034, the HRA is not authorized to issue bonds which constitute an indebtedness
within the meaning of any constitutional or statutory debt limitation or restriction. Tax
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increments, sales taxes, and lease payments are pledged under the respective bond
covenants. Debt service payments have been made on the bonds and notes using the
designated financing sources. The City has issued a general obligation pledge on the
Riverfront Tax Increment Bonds, Series 2000D and Series 2002C; the Koch Mobil
Tax Increment Bonds, Series 2004C; and the Snelling-University Tax Increment
Bonds Series 2005C. The governmental activity bonds and notes are serviced by the
HRA Debt Service Fund. A listing of the governmental act1v1ty bonds and notes at
December 31, 2006, follows:

Amount
Interest Payable
Rate December 31,
Debt Issue Sources for Retirement (%) 2006
Sales Tax Revenue Refunding 1/2 Percent City Sales Tax/RiverCentre
Bonds, Series 1996 Revenues 7.10 43,585,000
Downtown Tax Increment Refunding Downtown & 7* Place District Tax
Bonds, Series 1998 Increments, RiverCentre Revenues,
Hotel/Motel Taxes 5.00-6.50 6,230,000
RiverCentre Parking Facility Lease Lease Payments from the City 4.87-6.00 6,570,000
Bonds, Series 2000
Riverfront Tax Increment Refunding Riverfront District Tax Increments 4.50-5.00 5,205,000
Bonds, Series 2000D
US Bank Tax Increment Bonds, Riverfront Renaissance District Tax 5.00-6.75 11,540,000
Series 2001 Increments
Riverfront Tax Increment Refunding Riverfront District Tax Increments 2.90-5.65 1,555,000
Bonds, Series 2002C
North Quadrant Tax Increment North Quadrant District Tax Increments 7.50 1,032,000
Refunding Bonds, Series 2002
North Quadrant Phase I Tax North Quadrant District Tax Increments 7.00 1,125,000
Increment Bonds, Series 2002
Upper Landing Tax Increment Bonds, Riverfront Renaissance District Tax
Series 2002A Increments 6.80 5,000,000
Upper Landing Tax Increment Bonds, Riverfront Renaissance District Tax
Series 2002B-1 Increments 6.40 - 7.00 12,130,000
Upper Landing Tax Increment Bonds, Riverfront Renaissance District Tax
Series 200282 Increments 6.90 2,000,000
Drake Marble Tax Increment Bonds, Riverfront Renaissance District Tax
Series 2002 Increments 6.75 1,712,000
Spruce Tree Tax Increment Refunding Spruce Tree/Metz District Tax
Bonds, Series 2003 Increments 6.50 1,441,923
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Note 5.F.(2). (Continued)

Amount
Interest Payable
Rate December 31,
Debt Issue Sources for Retirement (%) 2006
Koch Mobil Tax Increment Bonds, Koch Mobil District Tax Increments 225 3,950,000
Series 2004C
9th Street Lofts Tax Increment Bonds, North Quadrant District Tax Increments 6.37 1,335,000
Series 2004
J.J. Hill Tax Increment Bonds, J.J. Hill District Tax Increments 6.25 3,660,000
Series 2004
Neighborhood Scattered Site Neighborhood Scattered Site
Tax Increment Bonds, Series 2005 District Tax Increments 4.24-5.45 6,725,000
Snelling-University Tax Increment Snelting-University District
Refunding Bonds, Series 2005C Tax Increments 3.60-5.12 4,780,000
CDBG Float Note Downtown District Tax Increments 0.00 820,000
Downtown & 7th Place Downtown & 7th Place District Tax
Redevelopment Project Subordinated Increment 11.00 4,009,619
Tax Increment Note
HUD Section 108 Note, EDI Grants, Port Authority 5.20 3,300,000
Series 2003-A
HUD Section 108 Note, Series 2003-B Land Sale Proceeds Variable 4,700,000
Shepard Davern Rental Housing Tax
Increment Note, Series 2006 Shepard Davern District Tax Increments 5.09 4,820,000

Total Governmental Activities
Long-Term Debt
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Note 5.F.(2). (Continued)

Business-Type Activities

The business-type activity long-term debt is reported in the HRA Parking Enterprise
Fund and the HRA Loan Enterprise Fund where specific fund revenues are used to
service the debt. The City has issued a general obligation pledge on the Block 39 Tax
Increment Bonds, Series 1998A and Series 1998B. A listing of the business-type
bonds and notes at December 31, 2006, follows:

Amount
Interest Payable
Rate December 31,
Debt Issue Sources for Retirement (%) 2006
Parking Revenue Bonds, 7th Street Ramp Parking Revenues 6.75 8,145,000
Series 1997A
Block 39 Tax Increment Bonds, Block 39 Ramp Parking Revenues,
Series 1998A Block 39 District Tax Increments 4.60—4.75 21,255,000
Block 39 Tax Increment Bonds, Block 39 Ramp Parking Revenues,
Series 1998B Block 39 District Tax Increments 5.68 - 6.45 13,450,000
Parking Revenue Refunding Bonds, Parking Facility Revenues, City Parking
Series 2001A Meter and Fine Revenue 4.00-5.00 4,825,000
Parking Revenue Bonds, Parking Facility Revenues, City Parking 4.85-5.35 14,295,000
Series 2002A Meter and Fine Revenue
Parking Revenue Bonds, Parking Facility Revenues, City Parking
Series 20028 Meter and Fine Revenue 5.10-6.50 4,250,000
Parking Revenue Refunding Bonds, Parking Facility Revenues, City Parking
Series 2005A Meter and Fine Revenue 2.50-3.37 6,300,000
Parking Revenue Bonds Smith Avenue Transit and Parking
(Smith Avenue Transit Center) Ramp Revenues 3.90 15,980,000
Series 2005
Housing 5000 Land Assembly Bonds, Land Sale Proceeds Variable 12,455,000
Series 2004
RiverCentre Exhibit Hall Parking RiverCentre Exhibit Hall Ramp
Ramp Notes Parking Revenues 6.00 1,030,000
Saint Pani Foundation Housing Loan
Housing Project Revenues 1.00 195,190
Total Business-Type Activities
Long-Term Debt 102,180,190
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Note 5.F. (Continued)

@)

Annual Requirements - Principal and Interest on Long-Term Debt

Amnual principal and interest debt service requirements for governmental activity
fong-term debt are as follows:

Tax Intrement Bonds

Year Ending Sales Tax Revenue Bonds Lease Revenue Bonds
December 31 Principal Interest Principal Interest Principal Interest
2007 8,719,183 $ 4,001,340 $ 1,400,000 $ 3,094,535 $ 425,000 s’ 375,956
2008 5,251,180 3,675,428 1,500,000 2,995,135 525,000 348,988
2009 4,299,801 3,362,933 1,605,000 2,888,635 650,000 315,337
2010 3,159,364 3,158,721 1,720,000 2,774,680 775,000 274,175
2011 3,329,648 2,985,013 1,840,000 2,652,560 925,000 223,950
2012 - 2016 13,201,657 12,476,485 11,375,000 11,104,400 3,270,000 288,000
2017 —-2021 9,913,000 8,926,250 16,030,000 6,451,415 - -
2022 - 2026 11,477,000 5,622,076 8,115,000 874,010 - _
2027 - 2032 10,070,000 1,109,074 - - - -
Total 69,420,923 $ 45,317,320 3 43,585,000 $ 32,835,370 3 6,570,000 3 1,826,406
Year Ending Development Notes Total Gover i Activity
December 31 Principal Interest Principal Interest
2007 4,719,619 $ 1,107,866 $ 15,263,802 $ 8,579,697
2008 710,000 636,808 7,986,180 7,656,359
2009 300,000 621,808 6,854,891 7,188,713
2010 300,000 606,808 5,954,364 6,814,384
2011 550,000 591,808 6,644,648 6,453,331
2012 - 2016 2,750,000 2,558,390 30,596,657 26,427,275
2017 — 2021 3,000,000 1,833,790 28,943,000 17,211,455
2022 - 2026 500,000 1,253,610 20,092,000 7,749,696
2027 - 2032 4,820,000 1,349,359 14,850,000 2,458,433
Total 17,649,619 $ 10,560,247 $ 137,225,542 3 90,539,343
Annual principal and interest debt service requirements for business-type activity
long-term debt are as follows:
Parking Revenue Bonds Tax Increment - Parking Bonds Parking Ramp Notes
Year Ending HRA Parking Enterprise Fund HRA Parking Enterprise Fund HRA Parking Entetprise Fund
December 31 Principat Interest Principal Interest Principal Interest
2007 3 1,815,000 $ 2,598,870 $ 1,445,000 $ 1,804,069 $ 70,000 $ 61,800
2008 2,270,000 2,518,468 1,570,000 1,712,473 70,000 57,600
2009 2,375,000 2,415,172 1,760,000 1,611,888 80,000 53,100
2010 2,475,000 2,305,291 1,885,000 1,500,281 80,000 48,600
2011 2,595,000 2,188,812 2,040,000 1,378,135 90,000 43,800
20122016 26,695,000 6,323,264 12,970,000 4,836,249 520,000 134,700
2017 - 2021 5,790,000 3,312,679 6,595,000 2,356,120 120,000 7,500
2022 2026 5,475,000 1,984,996 6,500,000 635,312 - -
2027 -2032 4,035,000 439,234 - - - -
Total 3 53,795,000 3 24,086,786 $ 34,705,000 $ 15,834,527 $ 1,030,000 $ 407,100
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Note 5.F.(3). (Continued)

Housing 5000 Land Assembly Bonds Saint Paul Foundation Housing Loan Total
Year Ending HRA Loan Enterprise Fund HRA Loan Enterprise Fund Business-Type Activity
December 31 Principal Interest Principal Tuterest Principal Interest
2007 $ 3,294,000 $ 626,250 $ 195,190 $ 1,952 $ 6,819,150 $ 5,092,941
2008 2,694,000 461,550 - - 6,604,000 4,750,091
2009 3,930,000 326,850 - - 8,085,000 4,407,010
2010 - 130,350 - - 4,440,000 3,984,522
2011 - 130,350 - - 4,725,000 3,741,097
2012 - 2016 - 651,750 - - 40,455,000 11,945,963
2017 - 2021 - 651,750 - - 12,505,000 6,328,049
2022 -2026 2,537,000 391,050 - - 14,512,000 3,011,358
2027 ~2032 - - - - 4,035,000 439,234
Total $ 12,455,000 $ 3,369,900 $ 195,190 $ 1,952 $ 102,180,190 $ 43,700,265

(4)  Prior Year Defeasance of Debt

In prior years, the HRA defeased certain bonds by placing the proceeds of new
advance refunding bonds in an irrevocable trust to provide for all future debt service
payments on the old bonds. Accordingly, the trust account assets and the liability for
the defeased bonds are not included in the HRA’s financial statements. On
December 31, 2006, $72,347,629 of the following outstanding bonds are considered

defeased:
Amount
Outstanding .
December 31,
2006

New Housing & Blighted Lands Tax Increment Bonds, Series 1986 $ 540,000
Downtown & 7th Place Tax Increment Bonds, Series 1989A and 1989B 12,682,629
Sales Tax Revenue Bonds, Series 1993 48,745,000
Downtown & 7th Place Tax Increment Bonds, Series 1993 10,380,000
Total Defeased Bonds $ 72,347,629

G. Employee Benefits, Pension Plan Obligations

As part of the reorganization discussed in Note 1, the HRA employees became employees of
the City in 1978. The HRA has no employees. Services are provided by the City in
administering HRA programs. All pension costs, vacation, and sick leave benefits are paid
and accounted for by the City.
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Note 5. (Continued)

H.

Line of Credit - Home Mortgage Loan Program

Pursuant to an agreement and related note between the US Bank National Association (Bank)
and the HRA, a revolving line of credit in the maximum amount of $3,000,000 has been
established to provide temporary financing for the acquisition of home mortgage loans for
home purchase, purchase/rehabilitation, and refinancing/rehabilitation. The intent of the
program is for the HRA to issue loans, with funds from the Bank line of credit, to finance the
acquisition of single-family residences located within Saint Paul by low- and
moderate-income persons and families. These mortgage loans are later sold by the HRA to a
servicer, a bond trustee, or a secondary market entity with the sales proceeds being used to
reduce the outstanding liability on the Bank line of credit. During the interim period when
the loans are owned by the HRA, any difference between the Bank line of credit interest and
the interest on the loans is the obligation of or inures to the HRA.

The HRA Loan Enterprise Fund accounts for the line of credit transactions. At December 31,
2006, loans receivable representing the principal mortgage loans originated in Saint Paul that
had not yet been sold to a servicer, a bond trustee, or a secondary market entity are reported
in the amount of $292,200. Likewise, $292,200 is owing under the line of credit at
December 31, 2006, and is reported as contracts payable.

Changes in the balance due on the line of credit for the year ended December 31, 2006, are as
follows:

Balance Due ' Balance Due
December 31, Increase Decrease December 31,
2005 2006 2006 2006
$ 154,000 $ 7,597,150 $ 7,458,950 $ 292,200

Revolving Loan Agreement - The Saint Paul Foundation

In December 2003, a loan agreement, with a revolving line of credit, was executed between
the Saint Paul Foundation (Foundation) and the HRA whereby the Foundation has made
available funds in the amount of $2,500,000 to the HRA for use in its major housing
initiative, the Housing 5000 Program. Any of the funds advanced under the loan agreement
to the HRA by the Foundation are to be used solely for developer loans on approved housing
projects. The HRA is to repay the principal amount of the advances to the Foundation as the
developer loans are repaid to the HRA. Simple interest of one percent on the outstanding
Foundation advances is payable on each December 31 starting with 2004. December 1, 2015,
is the final maturity date under the loan agreement. During 2006, an advance was made by
the Foundation to the HRA in the amount of $195,190 for the Dorothy Day Center Project.
This amount of $195,190 is reported as notes payable at December 31, 2006 (see Note 5.F.).
Under the revolving loan agreement, there is $2,304,810 available in loan funds from the
Foundation at December 31, 2006.
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Note 5. (Continued)

I.

Risk Management

The HRA is exposed to various risks of losses related to torts; theft of, damage to, and
destruction of assets; errors and omissions; and natural disasters. The City of Saint Paul
administers the HRA’s risk management activities. The HRA’s risk management activities
are reported in the HRA General Fund. Claim expenditures and liabilities are reported when
it is probable that a loss has occurred and the amount of the loss can be reasonably estimated.
These losses include an estimate of claims that have been incurred but not reported (IBNR’s).
The liability for claims and judgments is carried as a general long-term obligation when it is
not expected to be liquidated with expendable available financial resources. The HRA had no
January 1, 2005, liability for claims and judgments; nor were there any fiscal year 2005 or
2006 claims or claims payments, which resulted in any end of fiscal year 2005 or 2006 claims
liabilities. '

The City has purchased all risk property insurance coverage of $1.017 billion for its real and
personal property throughout the City. The deductible for each occurrence of damage or loss
of property is $250,000. Each City department participating in the insurance program is
charged a yearly amount based upon pro rata shares of the property insurance coverage, and
contributions are made to a risk retention pool to address potential losses due to the higher
deductible. The HRA is responsible for the first $10,000 of each loss. The risk retention
pool reimburses losses that exceed $10,000 that are not covered by insurance. The HRA
General Fund pays the insurance premium for HRA-related property coverage. The HRA
General Fund reimburses the City for deductible amounts paid each year based on its share of
the property insurance coverage. There were no significant reductions in insurance for the
previous year or settlements in excess of insurance coverage for any of the past three fiscal
years. A complete audit and actuarial analysis is conducted by the City’s Risk and Employee
Benefit Management Division to insure proper premium, retention, and administrative
charges. Tort liability is administered by the City with professional claim managers and
attorneys. Because the HRA has no employees, there is no risk for workers’ compensation
and unemployment compensation (Note 5.G.).
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Note 5. (Continued)

K.  Pay-As-You-Go Tax Increment Notes
The HRA has issued pay-as-you-go tax increment notes to finance development in the
following tax increment financing districts as of December 31, 2006.
Total Amount
Note Note Expended (Principal
Principal Principal & Interest) Under
Tax Increment Date Balance Balance Notes for the Year
No. Financing District - Project Issued Note Amount 12/31/2005 12/31/2006 Ended 12/31/2006
215 Superior Street Cottages 7/16/1998 311,341 $ 270,073 $ 267,259 $ 19,069
154 1919 University 11/7/1997 1,357,000 1,357,000 1,357,000 111,019
193 Hubbard Site 7/31/1999 1,259,924 877,553 697,490 232,158
212 Block 4-TIR Note Series 2004 5/6/2004 17,800,000 17,800,000 17,800,000 1,023,500
212 Block 4-Taxable TIR Note
Series 2004 5/6/2004 2,975,838 2,726,632 2,726,632 157,697
260 North Quadrant Rental Phase I 2/1/2001 2,140,000 - 2,140,000 2,140,000 102,715
268 North Quadrant Rental Phase I 2/28/2002 1,500,000 1,500,000 1,500,000 58,497
268 North Quadrant Shortfall TIR
Note II 6/20/2002 179,781 179,781 179,781 -
228 Emerald Park Owner Occupied
Phase 2/26/2003 3,067,000 3,067,000 2,977,386 197,944
267 Emerald Park Owner Occupied
Phase I 4/12/2005 2,074,000 2,074,000 2,074,000 65,237
267 Emerald Park Rental 10/16/2002 3,110,000 3,110,000 3,110,000 263,971
266 Emerald Park
Commercial/Metro Project 6/21/2005 1,225,000 1,225,000 1,225,000 648
237 Osceola Park Series 2002 11/4/2002 950,000 950,600 950,000 64,712
234 Phalen Village Ames Lake 8/1/2003 418,000 418,000 418,000 15,247
232 Straus Building 12/26/2002 600,000 596,964 596,964 42,487
240 Bridgecreek Senior Place
Project 6/30/2004 2,398,952 2,398,952 2,398,952 -
241 Lyons Court Rental Project 4/14/2004 682,000 682,000 682,000 30,500
243 Shepard-Davern Ownership Housing 11/1/2006 3,257,067 - 3,257,067 -
264 Liewelyn-West Side Flats 10/24/2006 701,055 - 701,055 -
271 Carlton Lofts 10/1/2005 2,358,660 2,338,660 2,358,660 -
245 Shepard-Davern Gateway
Senior 12/2/2003 1,353,286 1,353,286 1,353,286 18,857
257 Phalen Senior Lofts Project
(Payne Phalen TIF) 2/10/2005 925,000 925,000 925,000 -
Total 50,643,904 $ 46,009,901 $ 49,695,532 $ 2,404,258

The notes are payable only after the HRA has received tax increment revenue from the above
districts and can only be paid using that tax increment as the financing source. No lability is
recognized at December 31, 2006, since all scheduled note payments have been made from
the available tax increment. All expenditures under the notes are reported in the HRA Tax

Increment Capital Projects Fund.

85



HOUSING AND REDEVELOPMENT AUTHORITY OF THE CITY OF SAINT PAUL, MINNESOTA

NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Year Ended December 31, 2006

Note 5. (Continued)

L. Loan Guaranty Commitments

The HRA has entered into agreements with lending institutions and various Saint Paul
businesses to guaranty the repayment of a portion of loans issued by the lending institutions
to the businesses. The primary repayment source of these loans is the business.  The HRA
would be required to repay a portion of the loans in the event of default by the business. The
total amount of private loans issued where a HRA guaranty exists at December 31, 2006, is
$1,512,500. The portion of these loans that the HRA has guaranteed is $813,550. No

liability has been recorded by the HRA for these loans at December 31, 2006.

M. Construction and Other Significant Commitments

At December 31, 2006, the HRA had the following commitments:

Construction of Smith Avenue Transit Center $9,681,568

United Family Practice Project 900,000

Gander Mountain Strategic Investment Loan 482,000

Salvation Army Booth Brown House Loan 508,000
N. Interfund Transactions

(D

Interfund Receivables and Payables

During the course of its operations, the HRA has transactions between funds to
finance operations and provide services. To the extent that certain transactions
between funds had not been paid or received as of December 31, 2006, individual fund
interfund receivable and payable balances were as follows:

Interfund

Fund Receivable Interfund Payable

HRA General Fund $ 516,588 $ 172,961

HRA Debt Service Fund 52,409 -

HRA Tax Increment Capital Projects Fund 172,961 6,092,481

HRA Loan Enterprise Fund 5,523,484 -
Total Interfund Receivables and Payables -

All Funds $ 6,265,442 $ 6,265,442

The interfund receivables in the HRA General Fund ($516,588) and the HRA Loan
Enterprise Fund ($5,523,484) were advanced to the HRA Tax Increment Capital
Projects Fund for the purpose of financing development expenditures in various tax
increment financing districts prior to the receipt of tax increment revenues in these
districts. The advances are to be repaid with interest when future available tax
increment revenues are received in these districts.
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Note 5.N. (Continued)

(2) Interfund Transfers

Individual fund interfund transfers during the fiscal year ended December 31, 2006,

were as follows:

Transfers In Transfers Out.
From ) To
Transfers Other Funds Other Funds
HRA Federal & State Programs Special Revenue Fund 82,343 $ -
HRA Debt Service Fund . 3,246,693 8,301
HRA Tax Increment Capital Projects Fund 2,408,301 1,220,349
HRA Loan Enterprise Fund 598,400 4,963,371
HRA Parking Enterprise Fund 454,684 598,400
Total Interfund Transfers -All Funds 6,790,421 $ 6,790,421

Generally, transfers are used to (1) move revenues from the fund that collects them to
the fund that the budget requires to expend them, (2) move receipts restricted to debt
service from the funds collecting the receipts to the HRA Debt Service Fund, and
(3) use unrestricted revenues collected in the HRA General Fund to finance various
programs accounted for in other funds in accordance with budgetary authorizations.

0.  Net Assets/Fund Balances

(1)  Net Assets - Governmental Activities

The amount reported as “Invested in Capital Assets, Net of Related Debt” on the
government-wide Statement of Net Assets for the governmental activities as of

December 31, 2006, is determined as follows:
Capital assets
Less: accumulated depreciation
Less: outstanding principal of related debt

Invested in Capital Assets - Net of Related Debt

$ 14,950,871
(7,410,677)

3 7,540,194

The amount reported as “Restricted for Debt Service” on the government-wide
Statement of Net Assets for the governmental activities is based on required balances
per bond indentures. This amount is $6,861,982 at December 31, 2006.
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Note 5.0. (Continued)

(2)  Net Assets - Business-Type Activities
The amount reported as “Invested in Capital Assets, Net of Related Debt” on the
government-wide Statement of Net Assets for the business-type activities and on the
Statement of Net Assets for the HRA Parking Enterprise Fund as of December 31,
2006, is determined as follows:
Capital assets v $ 119,878,056
Less: accumulated depreciation (28,193,384)
Less: outstanding principal of related debt (89,625,524)
Add: unspent proceeds of capital related debt 8,809,695
Invested in Capital Assets - Net of Related Debt $ 10,868,843
The amount reperted as “Restricted for Debt Service” on the government-wide
Statement of Net Assets for the business-type activities and on the Statement of Net
Assets for Proprietary Funds as of December 31, 20006, as follows:
HRA Loan HRA Parking Total
Enterprise Enterprise Proprietary
Fund Fund Funds
Restricted Assets
Cash for revenue bond debt service $ 953,639 3 8,499,153 $ 9,452,792
Cash for revenue bond reserve 6,444,716 ‘ - 6,444,716
Less: liabilities payable from restricted assets
Revenue bonds payable : (289,810) - (289,810)
Accrued interest on bonds (59,008) (1,023,737 (1,082,745)
Restricted for Debt Service . $ . 7,049,537 $ 7475,416 $ 14,524,953

The amount reported as “Restricted for Debt Service” is based on required balances
per bond indentures.

The amount reported as ‘“Restricted for Operations and Maintenance” on the
government-wide Statement of Net Assets for the business-type activities and on the
Statement of Net Assets for the HRA Parking Enterprise Fund as of December 31,
2006, is determined as follows:

Restricted assets - cash for revenue bond operations and maintenance 3 596,679
Less: liabilities payable from restricted assets

Restricted for Operations and Maintenance $ 596,679
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Note 5.0. (Continued)

&)

Fund Balances - Governmental Funds

In the fund financial statements, fund balances in governmental funds are reserved to
report amounts that are not available for appropriation and/or are legally restricted to a
specific use that is narrower than the purpose of the fund itself. At December 31,
2006, fund balance reservations were reported in the following governmental funds:

HRA Tax
HRA HRA Debt Increment
General Service Capital
Fund’ Fund Projects Fund Total
Reserved for -
Encumbrances $ 95,583 $ - $ 188,631 $ 284,214
Debt service on bonds and
Notes 500,000 20,460,082 - 20,960,082
Advances to other funds 516,588 - - 516,588
Total Reserved Fund
Balances $ 1,112,171 $ 20,460,082 $ 188,631 $ 21,760,884

In the fund financial statements, unreserved fund balances in governmental funds are
designated to report amounts that represent tentative management plans for future use

of financial resources.

At December 31, 2006, fund balances designations were

reported in the following governmental funds:

Unreserved, designated for
Specific HRA activitics
Next year’s appropriation
Cash flow and revenue estimates

Total Unreserved,
Designated Fund Balance

HRA Tax
HRA Increment
General Capital
Fund Projects Fund Total

$ 3,296,807 $ 4,463,031 $ 7,759,838
908,063 - . 908,063
500,000 - 500,000
$ 4,704,870 $ 4,463,031 $ 9,167,901
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6. Contingent Liabilities

Litigation

The HRA, in connection with the normal conduct of its affairs, is involved in various judgments,
claims, and litigation; it is expected that the final settlement of these matters will not materially

affect the financial statements of the HRA.

City of Saint Paul Sales Tax Revenue Bonds, Series 1999A, RiverCentre Arena Project

In March 1999, the City issued Sales Tax Revenue Bonds in the amount of $72,570,000 to finance
the construction of a new multi-purpose sports and entertainment arena in the RiverCentre
Complex. The City, the HRA, the RiverCentre Authority, and the Bond Trustee have entered into a
Joint Pledge Agreement whereby the following sources are pledged as security for the payment of
the principal and interest on the Series 1999A bonds: (1) one-half percent City sales tax; (2) Arena
net revenues resulting from the Arena lease between the City and the Minnesota Wild National
Hockey League Team; and (3) tax increments received by the HRA in the years 2016 and after
derived from the Block 39/Arena Tax Increment Financing District. The use of the City sales tax
for the retirement of the Series 1999A bonds is subject to a parity pledge of such sales tax to the

payment of debt service on the HRA Sales and Tax Revenue Bonds, Series 1996.

Regions Hospital Parking Ramp Contingent .ease

During 2006, the Port Authority of the City of Saint Paul (Port) issued revenue bonds to finance
construction of a parking ramp at the Regions Hospital complex. The bonds are 30 year bonds with
final scheduled retirement in 2036. The Port will lease the ramp for years 2008 through 2030 to
Regions Hospital after construction is completed. The HRA agreed to a lease commitment in an
amount equal to the annual debt service on the Port bonds for the years 2031 through 2036. The
scheduled principal balance on the bonds is $6,045,000 in 2031 prior to the 2031 through 2036 debt
payments. This HRA lease is not triggered and no payments are made by the HRA if any one of the

following takes place:

1. Regions Hospital continues to need the ramp for their business and extends the lease with

the Port from 2031 through 2036.

2. Sometime during the period of 2008 through 2030, Regions Hospital elects to purchase

the ramp for the greater of the outstanding debt or fair market value of the ramp.

3. Regions Hospital defaults on the Port lease and the bond trustee determines on behalf of
the bondholders to sell the ramp to a third party and cancels the HRA lease commitment.
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Cleanup of Hazardous Materials

Properties owned by the HRA may have certain contingent liabilities associated with them due to
potential contamination from hazardous materials or difficulty in securing vacant structures located
on them. It is not expected that these contingencies will have a material effect on the financial
statements of the HRA.

Subsequent Event

Koch Mobil Tax Increment Refunding Bonds, Series 2007B

In March 2007, the City issued Koch Mobil Tax Increment Refunding Bonds, Series 2007B, in the
amount of $3,895,000. The proceeds of the 2007 bonds were used to currently refund Koch Mobil
Tax Increment Bonds, Series 2004C. The 2007 bonds have semiannual interest payments until
March 2010 when the entire principal is due and will likely be refunded through a subsequent bond
issue. The interest payments are to be financed by HRA tax increment revenue from the Koch
Mobil Tax Increment District. The City has issued a general obligation pledge on the 2007 bonds.
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SUPPLEMENTARY SCHEDULES

Supplementary schedules are presented to provide useful additional financial data
to readers of this report.
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STATISTICAL SECTION

This part of the HRA's Comprehensive Annual Financial Report presents detailed information as a context
for understanding what the information in the financial statements and note disclosures says about the

HRA's overall financial health.

Financial Trends

These schedules contain trend information to help the reader understand how the HRA's
financial performance and well-being have changed over time.

Revenue Capacity

These schedules contain trend information to help the reader assess the HRA's most
significant local revenue sources.

Debt Capacity
These schedules present information to help the reader assess the affordability of the

HRA's current levels of outstanding debt and the HRA's ability to issue additonal debt in
the future.

Demographic and Economic Information
These schedules offer demographic and economic indicators to help the reader
understand the environment within which the HRA's activities take place.

Operating Information
These schedules contain service and capital asset data to help the reader understand
how the information in the HRA's financial report relates to the services the HRA provides
and the activities it performs.

Sources: Unless otherwise noted, the information in these schedules is derived from the comprehensive
annual financial reports for the relevant year.
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